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FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


MONDAY, MARCH 24, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

(The hearings of this date were held in executive session in 
accordance with rule XI, par. 25 (m), of the Rules of the House of 
Representatives. Subsequently, the subcommittee voted to release the 
transcript for publication as part of this series of hearings.) 

The subcommittee met, pursuant to notice, at 10:15 a. m., in the 
hearing room, George Washington Inn, Representative Porter Hardy, 
Jr. (chairman of the subcommittee), presiding. 

Present: Representatives Hardy (chairman), Reuss, Blatnik, 
Meader, and Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Knox, Mr. Reuss, and 
myself, constituting a quorum under the committee rules. 

Let the record also show that the hearing which is begun this morn- 
ing is conducted under the Legislative Reorganization Act and specifi- 
cally the authority of rule XI of the House of Representatives. 

I have already inquired as to the presence here this morning of Mr. 
A. L. Dougherty, Mr. W. H. McPheters, Mr. A. F. Axelrod, and Miss 
Martha McPheters. They are all here. 

I would like to inquire now whether each of you has received a copy 
of rule XI of the House of Representatives and the rules of this 
committee. 

Let the record show response of “yes” by each of them. 

This is an executive session. Only the individuals involved, the 
members of the committee, and the representatives of the agencies 
involved will be permitted to remain. Mr. Woods, will you check to 
make sure who is represented by each of the people here / 

Mr. Woops. Yes, sir. 

Mr. Harpy. I can do it probably just as easily. I know who you are, 
Mr. Price, and I know Mr. Grant. Who are the other two gentlemen ? 

Mr. Kesster. Kessler from ICA. 

Mr. Curpestrer. Chidester, ICA. 

Mr. Harpy. Now, how about the rest of you gentlemen back there? 
What are your names, sir? 

Mr. Dovenrrry. A. L. Dougherty, sir, A. L. Dougherty Co. 
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Mr. Harpy. All those gentlemen there are with you, Mr. Dough- 
erty, from A. L. Dougherty Co. ? 

Mr. Doucuerty. Yes, sir. 

A Representative From Grenerat Accountine Orrice. General 
Accounting Office, Mr. Chairman—we three. 

Mr. Harpy. The three of you are from the General Accounting 
Office? I believe that takes care of everybody. 

I want to make a very brief statement. The subcommittee has been 

making a study of International Cooperation Administration proce- 
dures and pr: wctices relating to the awarding and subsequent super- 
vision of contracts of a “profit” nature. In this connection, a case 
study has been made of the highway project in Cambodia which con- 
nects Phnom Penh with the new seaport being constructed at Kom- 
pong Som. 

In the course of this study, certain information has been developed 
which, in the opinion of the sube ommittee, may be of a type referred 
to in rule XI, paragraph 25 (m), of the Rules of the House of 
Representatives. Therefore, the evidence and testimony taken today 
will be received in executive session. 

Let the record show that the following witnesses are present and 
that they are here voluntarily, having been relieved of compulsory 
attendance at this executive hearing: Mr, A. L. Dougherty, Mr. W. H. 
McPheters, Mr. A. F. Axelrod, and Miss Martha McPheters. 

Let the record also show that each of these witnesses has been given 
a copy of rule XI, paragraph 25, of the House of Representatives, 
together with a copy of the rules of the Committee on Government 
Operations. 

Mr. Reddan, who is your first witness ? 

Mr. Reppan. Jeremiah Sullivan. 

Mr. Harpy. Mr. Sullivan, will you take the chair, please ? 

Mr. Martin Cain, why don’t you come forward, too? I believe you 
2 gentlemen are the only 2 who are going to testify for the General 
Accounting Office. 

Will you be sworn, please ? 

(Whereupon, Jeremiah J. Sullivan and Martin Cain were duly 
sworn by Mr. Hardy.) 

Mr. Harpy. Mr. Cain, I don’t believe you will be called on immedi- 
ately, so you can stay at this table or not as you please, but I just want 
to get you sworn together. 

Mr. ‘Reporter, let the record show the presence of Mr. John Blatnik 
among the subcommittee at this time. 

Mr. Reppan. Mr. Sullivan, would you please give the reporter your 
full name and address ? 


TESTIMONY OF JEREMIAH J. SULLIVAN, SUPERVISORY AUDITOR, 
GENERAL ACCOUNTING OFFICE, NEW YORK REGIONAL OFFICE 


Mr. Sutiivan. Jeremiah J. Sullivan, 300 First Avenue, New York 
City, N. Y. 

Mr. Reppan. And you are employed by the General Accounting 
Office ? 

Mr. Sutuivan. That is right, sir. 

Mr. Reppan. In what capacity, sir? 
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Mr. Sutiivan. Asa supervisory auditor. 

Mr. Reppan. In the New York office? 

Mr. Sutzivan. The New York regional office. 

Mr. Reppan. How long have y cane so employed ? 

Mr. Sutiivan. Approximately 41% years. 

Mr. Reppan. Would you give the committee, just briefly, your back- 
ground, please—your educational and work background ¢ 

Mr. Suttivan. Well, approximately 10 years’ experience in account- 
ing, public accounting. Graduate of the Fordham University, major 
in accounting. That about sums it up, I think. 

Mr. Reppan. You have been with the General Accounting Office 
41% years you say ? 

Mr. Sutiivan. Yes, sir. 

Mr. Harpy. Mr. Sullivan, you and Mr. Cain were assigned to work 
on this particular case by the Comptroller General? Is that correct ? 

Mr. Sutiivan. We were assigned by the New York regional office 
to work for the committee. 

Mr. Harpy. Let the record show that they were so assigned at my 
specific request. 

Mr. Reppan. Mr. Sullivan, in connection with this assignment, did 
you, at the request of the committee, examine certain records of the 
Dougherty corporations ? 

Mr. Sutivan. Y es, sir. 

Mr. Reppan. And would you tell the committee briefly the structure 
of these various organizations ? 

Mr. Sutiivan. Well, there were three companies: A. L. Dougherty 
Co., that we learned of during the course of reviewing one of them; 
A. L. Dougherty Overseas, Inc.; and Dougherty Overseas, Ine. 

Mr. Reppan, ‘Now, the A. L. Dougherty Overseas, Inc., is that an 
Indiana corporation ? 

Mr. Sutuivan. That is right, sir. 

Mr. Reppan. All right. Suppose from here on you refer to that 
corporation as the Indiana corporation. 

Mr. Suuitvan. Yes. 

Mr. Reppan. Instead of A. L. Dougherty Overseas, Inc. 

Now, the other corporation you say is Dougherty Overseas, Inc. ? 

Mr. Suntrvan. That is right, sir. 

Mr. Reppan. And that is a Liberian corporation ? 

Mr. Sutiivan. Yes. 

Mr. Reppan. All right. For the purpose of ease in following your 
testimony, if you w ill refer to that corporation as the Liberian 
corpor ation. 

Mr. Sutuivan. All right, sir. 

Mr. Harpy. Wasn’t there a third corporation ? 

Mr. Reppan. You mentioned a third ? 

Mr. Sutrivan. A sole proprietorship, sir. 

Mr. Harpy. That was a sole proprietorship and not a corporation ? 

Mr. Sutirvan. That’s right. 

Mr. Reppan. Well, if you will refer then to the A. L. Dougherty 
Co. as the sole propr ietorship, I think we can keep the distinction be- 
tween the three organizations. 


Mr. Harpy. Mr. A. L. Dougherty was the sole owner of that busi- 
ness ? 
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Mr. Sutxivan. Yes, sir. 

Mr. Reppan. Now, did your examination show whether or not Mr. 
Dougherty was the sole stockholder of the Indiana and also the 
Liberian corporations ? 

Mr. Sutitvan. No, sir; it did not. 

Mr. Reppan. Did you look into that matter ? 

Mr. Suttivan. No, sir. 

Mr. Reppan. Do you know when the Indiana corporation was 
formed ? 

Mr. Sutuivan. No, sir, I don’t. 

Mr. Reppan. Where did you conduct your examination of the 
records ? 

Mr. Sutiivan. It was conducted in the office, in New York City, of 
the Indiana corporation. 

Mr. Reppan. Where is that office located ? 

Mr. Sutiivan. In the Graybar Building, 42d and Lexington. 

Mr. Reppan. I show you a thermofax copy of a letter dated July 6, 
1956, addressed to A. L. Dougherty Overseas, Inc., by the Royal 
Government of Cambodia and ask you if you saw that in connection 
with your investigations. 

Mr. Sctiivan. Yes. That was the original letter agreement. 

Mr. Harpy. What original letter agreement? What do you mean? 

Mr. Scutrivan. It was the first document we found in the files 
whereby A. L. Dougherty—or, I’m sorry, the Indiana corporation— 
was authorized to expend a certain amount of money ee the terms 
of the letter looking toward the construction of the road in Cambodia. 

Mr. Harpy. Thank you. 

Mr. Reppan. Did that letter also refer to the procurement of con- 
struction equipment ? 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. Did it state the basis on which or how that equip- 
ment was to be procured ? 

Mr. Sutiivan. Yes, consistent with delivery requirements—I 
would like to find the exact paragraph if I could. The Indiana cor- 
poration was required to solicit three or more bids on a worldwide 
basis. 

Mr. Reppan. I believe that is on page 6. 

Mr. Suttivan. I will read the exact words— 

Your firm shall, consistent with the time limitations herein, make every effort 
to purchase the equipment at the lowest possible competitive prices and place 
order on the basis of bids received on a worldwide basis from at least three 
qualified suppliers selected on a worldwide basis. 

Mr. Reppan. Do you know whether or not that procurement had to 
be approved by anyone? 

Mr. Sutuivan. The specifications had to be approved by William 
Baker, Jr., Inc., an engineering firm. 

Mr. Reppan. Michael Baker? 

Mr. Suturvan. I’m sorry. Michael Baker, Jr. 

Mr. Reppan. Mr. Chairman, may we have that letter introduced as 
exhibit No. 1, please ? 

Mr. Harpy. Without objection, it is so ordered. 
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(The document referred to was introduced into the record as exhibit 
1, and follows :) 


Exuisit 1—LetTreR FRoM THE RoOyAL GOVERNMENT OF CAMBODIA TO A. L. 
DouUGHERTY OVERSEAS, INc., NEW York, N. Y., JuLy 6, 1956 


JuLy 6, 1956. 
A. L. Douguerty Overseas, INCc., 


Hotel Roosevelt, 
Suite 595-597, New York, N.Y. 

GENTLEMEN: As you have been advised by letter dated July 3, 1956, from 
Mr. Edward E. Kunze, Director of the Office of Contract Relations of the Inter- 
national Cooperation Administration (ICA) you have been selected by the Gov- 
ernment of Cambodia for purposes of negotiating a contract for the construction 
of the Cambodian Phnom Penh Port Highway. The urgency of this project 
requires that construction commence at the end of the 1956 monsoon season, 
sometime in August or November of this year. Inasmuch as the contract cannot 
be negotiated and financed in sufficient time to permit procurement and delivery 
of essential items of equipment when needed for construction, the Government 
of Cambodia hereby issues this Letter Agreement, which when accepted by you, 
will authorize you to perform the following services under the following con- 
ditions: 

1. Procure and ship the equipment and spare parts which you consider as 
essential to begin construction of the Port Highway. Total purchases, including 
all insurance and shipping costs, shall not exceed $2,370,000 without prior 
written approval of Government. The following list of equipment, which Michael 
Baker, Jr., Inc., Engineer, considered suitable for the purpose, will serve as a 
guide to the type of equipment needed. However, your firm as proposed con- 
struction contractor will be held responsible for the final selection. It is re- 
quested that, prior to procurement of equipment, you will develop detailed 
specifications therefor and obtain approval of Michael Baker, Jr., Ine. 


Equipment list, Cambodia 





No. Item Quan- 
tity 


1 | 144 Cu. Yd. Combination shovel, crawler mounted— Diesel powered w/60 ft. crane boom 
attachment and 20 ton hook, dragline attachment w/fairleads and 144 c. y. dragline | 
buc ~~ ale 1 
2 | 3% Cu. Yd. Combination shovel, crawler mounted— Diesel “powered w /60 ft. crane boom 
attachment and 20 ton hook, ‘dragline attachment w/fairlead and 34 cu. yd. dragline 


bucket _ -_.- 1 
3 | 15 Ton Truck Crane, diesel powered 60 ft. boom and hook complete, rubber mounted _-- l 
4 | Clamshell bucket, 144 Cu. Yd. all purpose type - - 1 


; | Motor graders w/minimum hp 190, standard 12 ft. blade and scarifier, CAB, Diesel pow- 
ered, Tandem drive. 
6 Motor graders w/minimum hp 190, standard 12 ft. blade, CAB, w [se ries 4 D Warco dirt | 
elevator attachment - 


9 

7 | D 8 Tractor w/cable power units, combination blade and pusher plate. 4 
8 | D 7 Tractors w/5 woolridge 2 yd. drawn ae cenepet w oar units 10 
9 | Rubber tired tractor M. R. S. 150- abate 4 
10 | Heavy duty farm tractors 65 hp diesel power red____. 3 
11 | Tractor M. R. S. Rubber tired, diesel powered w/ fogging arch l 
12 | 8 Cu. Yd. scrapers model ‘*D’’ Letourneau ------- ~~~. 4 
13 | 12 Cu. Yd. scrapers model super ‘““C’’ Letourneau - 10 
14 | 10 Ton—3 wheel rollers w/sprinkler attachment diesel pow er___ 4 
15 | Sheep foot roller, minimum 200 Ib. per sq. in. w/towing bar and NER 5552 en 3 
16 | Pneumatic roller, Ferguson 13 wheel w/case 520 diesel powered tractor, rubber tired 3 2 
17 | 8 Ton Tandem roller, Huber fluid coupling, diesel powered _ 2 
18 | Rooters K 30, 3 tooth w/draw bar ; 2 
19 | Rubber tired front end loader, 144 cu. yd. w/towing hitch ___- 2 
20 | Crawler front end loader, HD5, 144 eu. yd. w/towing hitch_ _- : J .| 2 
21 | 142 Tow Dodge power wagons w/light plant and grease rig__ 3 
22 | 42 Ton pick up trucks-____- ; ‘ 10 
23 | Station Wagons 4 wheel drive_ 5 
94 .| Stations Wagons 3 wheel drive. « .o.- <0 02-2 csdeccce co ccekeactacnnceadesaeus ‘ 5 
25 | 5 Yd. single axle dump truck (5 w/combination boulder dam rock bodies)_______--___- 10 
26 | 8 Yd. Dump Trucks-Tandem-diesel power_- Sesedeeeeetmaaed ; Reaadece 25 


27 | 50 Ton Low Boy Trailer w/diesel powered trac tor__- 
Logging Truck 35 ft. Tandem flat bed, diesel none ered, 3/dollies__- 
29 | Semi-trailer, flat bed, 35 ft_ 

30 | Fuel tank trucks 2300 gal. gas pow er_. 


2S 


1 
2 
é a Seek 2 
31 | % Cu. Yd. Backhoe, crawler mounted, gas power _. -- i - 1 
32 | 600 C. F. M. Air compressors 4 wheel, rubber tired, diesel pow ered. __. 3 
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Equipment list, Cambodia—Continued 





No. Item 
| 
| 


33 | 315 C.F.M. air compressors 4 wheel rubber tired diesel powered - 


i al iat du pen es Sl issih 2 
43 | 125C.F.M. ere moms type Cine | oS ici ii coms : 1 
SS SS eee a 6 
36 | 4,8, 12, and 16ft. drills, bits, hose____- eta peek ted ceareds e ssahil 1] 
37 | Jack hammers ; : Ce catia ne ei acne RE tian 7 
38 | Leader hose 10 ft., mall points, 3/4 air hose, 50 ft___- ie as niacin ie 1] 
39 | 2000 gal. water storage tanks w/1}4”’ gas powered pumps-. “ 9 
40 | 300 amp welders—4 wheel rubber tired gas power-_-._......----------- i | 2 
41 | Acetylene cutting torches—hose and gages_---- > 4 
42 | 10’’ DeWalt table saw- sebscnawed | 1 
43 | 3’ pumps, wheel mounted, gas pow ie TE Se eee “ose 6 
6) ae gal. steel tanks ‘ a ie dee 3 
45 | 6’ pumps, wheel mounted, gas pow mee ; ; cou aa 2 
46 36” power chain saws—gas power-_-____..__-- abate ee oi wonides | 6 
47 | 48’ power chain saws—gas power-.-_.-....-_-.-_-_-.---- Wit cbacatinnnauet awe 2 





1 Lot. 


Norte.—Reference to manufacturer’s brand names and model numbers are descriptive but not restric- 
tive—all should be considered on an ‘‘or equal’’ basis. 


Equipment purchases will be restricted to new current production equipment 
purchased directly from manufacturers or companies whose agents maintain 
or establish adequately qualified services and spare parts departments in Cam- 
bodia or Thailand, except for those items for which, in the normal practice of 
the trade, it is not necessary that services or spare parts facilities be available 
locally. 

3. Procurement and shipping arrangements shall be so scheduled as to insure 
arrival at the Port in Cambodia or Vietnam designated by Government, or by ICA 
on its behalf, at the earliest possible date, and you must exert every effort to 
schedule deliveries in said port not later than one hundred twenty (120) days 
after your acceptance of this letter. You shall furnish to Government and Michael 
Baker, Jr., Inc. (with copy to ICA) not later than thirty (30) days after the 
effective date of this Letter Agreement and every fifteen (15) days thereafter, a 
schedule of anticipated shipping dates and actual shipping dates, F. A. 8S. vessel 
and of anticipated delivery dates and actual delivery dates, Cambodia Port or 
Vietnam Port. 

4. The equipment and spare parts shall be procured on behalf of and consigned 
to the Government of Cambodia, and title shall be vested in the Government. All 
performance guarantees obtained from equipment suppliers shall be in the name 
of the Government. 

5. At least fifty (50) percent of the tonnage must be shipped on UV. S.-flag ves- 
sels, unless this requirement is waived by ICA. 

6. The provisions of ICA Regulation I, as revised, shall govern all procure- 
ment, except Section 201.13 (a) which has been waived by ICA. 

7. Your firm shall, consistent with the time limitations herein, make every 
effort to purchase the equipment at the lowest possible competitive prices and 
place orders on the basis of bids received on a worldwide basis from at least 
three (3) qualified suppliers, selected on a worldwide basis. The Government 
agrees to pay all direct costs incurred by you in performing the foregoing serv- 
ices, provided that such costs do not exceed the sum of $30,000, it being under- 
stood that the sum of $30,000 is not part of the $2,370,000 referred to in para- 
graph 1 of this Letter Agreement. It is understood that no amount is pro- 
vided herein for any fee for such services, as it is anticipated that such fee will 
be included in the contract to be negotiated for the construction of the Port 
Highway. In the event that the contract should not be executed, Government 
agrees to negotiate for an equitable fee for the services performed pursuant to 
this letter. 

8. The maximum dollar payments to be made pursuant to this Letter Agree- 
ment (exclusive of any fee which may be negotiated pursuant to paragraph 7 
hereof) shall not exceed $2,400,000 without prior written approval of Govern- 
ment. 

9. It is anticipated that payment of the foregoing costs for procurement of 
equipment and services will be made by ICA pursuant to the terms of a letter of 
commitment in your favor to be issued by ICA at the request of the Government ; 
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and Government by the signature of this letter does request that ICA issue such 
letter of commitment. Payment will be made by ICA upon the submission to 
the Office of the Controller, International Cooperation Administration, Washing- 
ton 25, D. C., of the documentation prescribed in Section 201.18 of ICA Regula- 
tion 1, as will be provided in the letter of commitment. Documentation will in- 
clude supplier’s certificate (Form ICA 280) and invoices (paid) from vendors 
as well as the certification (Form ICA 280) and invoices from your firm. 

10. This letter shall be effective as of the date of your acceptance, as endorsed 
on the bottom hereof, upon the issuance of the letter of commitment, and shall 
continue in effect until November 1, 1956, unless extended by mutual consent. 
It is recognized that the obligations of the Government are dependent upon the 
financing commitment of ICA and that ICA may terminate its obligation upon 
thirty (30) days’ written notice. In the event of such termination, Government 
agrees to negotiate in good faith with you, through the Offices of ICA, for an 
equitable payment of that portion of the work performed. 

Sincerely yours, 
THE ROYAL GOVERNMENT OF CAMBODIA, 
By None Kimny, Ambassador of Cambodia. 

Accepted by: 

A. L. DouGHErty, President. 

Date: July 12,1956. Conformed copy. 

Mr. Reppan. I show you a thermofax copy of a letter dated Aug- 
ust 11, 1956, addressed to the International Cooperation Administra- 
tion by A. L. Dougherty Overseas, Inc., the Indiana corporation, 
and ask you if you saw that in connection with your examination 
of the records of the company. 

Mr. Sutuivan. Yes, sir. 

Mr. Reppan. I’m sorry, sir; I didn’t hear. 

Mr. SuLiivan. Yes, sir. 

Mr. Reppan. What is that letter ? 

Mr. Sutxivan. It’s an offer of certain equipment under the contract, 
certain used equipment, which Mr, Dougherty is offering for sale. 

Mr. Reppan. Does he list the equipment there ? 

Mr. Suuuivan. Yes, sir. 

Mr. Reppan. Is that 46 pieces of equipment? 

Mr. Sutiivan. Forty-six pieces of equipment; that’s right. 

Mr. Biarnix. And the total value, Mr. Chairman, on the 46 pieces? 

Mr. Harpy. Does that come up in that letter? I don’t know whether 
the value of that equipment is given in that letter. Is it? 

Mr. Sutiivan. No, sir; it is not. 

Mr. Harpy. But the letter makes an offer by the Dougherty Co., to 
sell 46 ee of used equipment to ICA? Is that what it does? 

Mr. Suiivan. Yes, sir. 

Mr. Reppan. That is an offer on the part of the Indiana corpora- 
tion? Is that right, sir? 

Mr. Suutivan. Yes, sir. 

Mr. Reppan. Now, have you compared that letter with exhibit 1 
to determine whether or not the 46 pieces of equipment which are of- 
fered there are contained in the list of equipment set forth in ex- 
hibit 1? 

Mr. Suttivan. Yes, sir. The items listed here are not on the list 
in exhibit 1. There is one exception—motor graders; but I believe 
the specifications were different on the first list. 

Mr. Reppan. Does it state in that letter why the—Well, just hand 
me the letter, please, sir. 

Mr. Chairman, may we have this letter introduced as exhibit 2? 

Mr. Harpy. Without objection. 
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(The document referred to was introduced into the record as ex- 
hibit 2, and follows:) 


OXHIBIT 2.—LeTTER From A, L. DouGHERTY, PRESIDENT, A. L. DouGHERTY OVER- 
SEAS, INC., TO INTERNATIONAL COOPERATION ADMINISTRATION, AUGUST 11, 1956 


Aveust 11, 1956. 
INTERNATIONAL COOPERATION ADMINISTRATION, : 
815 Connecticut Avenue NW.., 
Washington, D. C. 
(Attention: Mr. J. P. Bonner, room 435, Industrial Engineering Division. ) 
Dear Sir: This is in response to conversation with your agency concerning 
the possibility of at once expediting the delivery of construction equipment to 
Cambodia Highway Project by furnishing some of our present heavy machinery. 
We estimate that we will very soon require the following heavy machinery in 
addition to that which is available on prompt delivery, and that this should go 
with the first shipment: 


9 TDT Euclid Scrapers 

15 71F DT Bottom Dump Euclids 

10 D-8 Tractors with Double Drum Power Control Units, ete. 
8 D-S8 Dozers 

4 No. 12 Motor Graders 


The very popular equipment is now in short supply due to heavy demands 
from the construction industry as well as the Caterpillar Tractor Company 
announcing a shutdown August 17, International Harvester Company announc- 
ing a layoff and word within the industry that the steel strike has caused this 
condition and virtually all manufacturers are or will be affected. 

The above is in accordance with the overall equipment requirements, being 
recommended by us, in addition to the equipment presently under procurement 
to fill out our earth moving needs to assure the maintaining of the highway 
construction schedule. 

Present factory deliveries of Euclids are quoted as December 1956, January 
1957, and except ‘“‘dealer allocations” which we are already recommending under 
separate cover be taken, additional tractors and motor graders are quoted as 
November, December delivery. 

While we are very pleased with the efforts extended by the top construction 
equipment manufacturers of the country in attempting to meet our needs and 
also the voluntary sacrificing by the Caterpillar Dealers to give us their own 
allotments when the Caterpillar Export Division could not fill our immediate 
needs, this is not adequate to make up our full needs and we lean heavily to 
Euclid and Caterpillar equipment for dependability and economy in construction. 
This is based on actual experience and ownership of such equipment. 

To fill these requirements we own equipment which can be shipped immedi- 
ately. If desired by the Government we are in a position to, and will at once, 
take the following rebuilt, cleaned and painted machinery from our own 
equipment : 


9 TDT Euclid Scrapers 

15 71FDT Bottom Dump Euclids 

10 D-S8 Tractors with Double Drum Power Control Units, Etc. 
8 D-8 Dozers 

4 No. 12 Motor Graders 


This equipment can be shipped within one week and has tires and tracks 
at average 90% new to brand new. The equipment is available for examina- 
tion at our yards in Chicago and Albany, New York, and we are willing to 
guarantee engines, transmissions, and final drives against latent defects the 
standard sixty (60) days. We are willing to provide the equipment on a rental 
basis at A. E. D. book rental rates and will agree to the standard United States 
Government Recapture Clause if desired. 

We wish to point out that when the type of equipment herein mentioned is 
properly rebuilt, its service ability always remains very high and perhaps this 
plan will have a favorable effect on the budget for the Cambodia work. 

Presented for your consideration, we remain 

Very truly yours, 
A. L. DoUGHERTY OVERSEAS, INC. 
A. L. Dovucuerty, President. 
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Mr. Reppan. I would like to read the paragraph at the top of page 
2 of this letter : 

While we are very pleased with the efforts extended by the top construction- 
equipment manufacturers of the country in attempting to meet our needs and 
also the voluntary sacrificing by the Caterpillar dealers to give us their own 
allotments when the Caterpillar export division could not fill our immediate needs, 
this is not adequate to make up our full needs and we lean heavily to Euclid and 
Caterpillar equipment for dependability and economy in construction. This is 
based on actual experience and ownership of such equipment. 

Mr. Harpy. Does the letter make any reference or give any reason 
as to why they sought to acquire the equipment which was not shown 
on the original list ? 

Mr. Sutiivan. This particular letter does not, sir. 

Mr. Reppan. Do you know whether or not the original letter 
agreement—that is, exhibit 1—provided for the purchase of used 
equipment ? 

Mr. Suuuivan. No. In fact, as I remember, the letter agreement 
specifically required new equipment. There was a specific provision 
in the letter agreement requiring that all equipment procured be new. 

Mr. Reppan. I would like to show you a letter dated August 15, 
1956, from the Indiana corporation to the International Cooperation 
Administration and ask you if you examined that letter in connection 
with your examination of the records of the Dougherty Co. 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. And what is that letter? 

Mr. Sutitvan. It is basically the same as exhibit 2 except that 8 
dozers are no longer on it, and 2 additional pieces of equipment are 
added. In other words, they dropped 8 from the prior list and added 
¥ new pieces, 

Mr. Harpy. That isa letter from 

Mr. Sutiivan. From the Indiana corporation to IC A, sir. 

Mr. Harpy. To ICA?‘ And the letter we referred to a moment ago 
was from the Indiana corporation to ICA also ? 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. In other words, this letter of August 15 has a dif- 
ferent equipment list than the letter which the Indiana corporation 
had written 4 days previously ¢ 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. May we have that letter introduced as exhibit 3, 
Mr. Chairman / 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as 
exhibit 3 and follows :) 





ExHipir 3—Lerrer From A. L. DovuGHerty, Presmpent, A. L. DouGHERTY 
OVERSEAS, INC., TO INTERNATIONAL COOPERATION ADMINISTRATION, AUGUST 15, 
1956 

Avaust 15, 1956. 

INTERNATIONAL COOPERATION ADMINISTRATION, 

815 Connecticut Avenue NW., Washington, D.C. 
(Attention: Mr. J. Beamer.) 


Dear Srr: In accordance with our discussion, we are submitting herewith 
copies of our original equipment list which we prepared in preparation for the 
equipment procurement. At this time we were advised that we were to ac- 
complish the total equipment procurement for the highway construction in 
Cambodia. 
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This list is our estimated equipment requirements for this project. Of 
necessity, it is of a preliminary nature, as we do not yet have construction plans. 
Of the equipment listed we have been able to canvass potential suppliers and 
to obtain promised deliveries for all equipment for which we are in a position to 
make detailed specifications except the following: 
15 Each Bottom Dump Euclid Earth Movers 
9 Each Euclid Pneumatic Tired Earth Moving Scrapers (4-wheel) 
10 D-8 Caterpillar Tractors (we have obtained 10 of our total requirement of 20) 
4 No. 12 Caterpillar Motor Graders (We have purchased 3 and have tentative 
promises for 5 others) 
2% Cu. Yd. Northwest 80-Ds. 


We have been unable to obtain satisfactory deliveries on these particular items 


of equipment at this time as they are the premium construction equipment and 
in the greatest demand. 

In our letter dated August 11th, we offered to furnish from our own equipment 
stock all the above equipment except the two Northwest Shovels. The prospect 
of getting new Northwest Shovels is remote inasmuch as present delivery on 
these Shovels is the second and third quarters of 1957. 

We do have our own regular company orders for new models of these Shovels 
which will be delivered, however, these deliveries are not expected to be in suf- 
ficient time to be of assistance in this program. 

We have in our Chicago Yard two new 80—-D machines; one equipped as a 
shovel and the other is equipped as a dragline with special heavy axle, high 
speed boom hoist for erection purposes and 90-ft, of crane boom. We can obtain 
a shovel front for this machine. We will consider placing them with the above 
machinery which was listed in our August 11 letter so that the working units 
are filled out if it is felt that this will be of service to the Government. 

Very truly yours, 


A. L. DougHerRtTy OveRsEAS, INC. 
A. L. DoucuHerty, President. 

Mr. Harpy. Did either of these letters you refer to give any specific 
reason for suggesting authority to acquire used equipment ? 

Mr. Suxiivan. Yes, sir. They said they were unable to obtain this 

articular equipment on the open market to meet the required de- 
ivery schedule. 

Mr. Harpy. Did either or both of these letters indicate the reason 
that it was considered necessary to acquire this additional equipment 
which was not on the original list? I think you said the first one 
did not. 

Mr. Sutxivan. No, sir; I do not believe it did. It would be im- 
plied in the letters it was needed, but there was no specific reason 
given. 

Mr. Reppan. I will show you a photostatic copy of a letter dated 
August 22, 1956, to the International Cooperation Administration 
from the Indiana corporation and ask you whether or not you have 
examined that letter in the offices of the New York company. 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. Or, rather, in the offices of the Indiana corporation in 
New York. 

Mr. Sutiivan. Yes. 

Mr. Reppan. What does that letter show ? 

Mr. Sutiivan. Well, this is the third letter making the same basic 
offer as exhibit 3—the same equipment. It offers 38 pieces of used 
equipment and 2 pieces of new equipment from A. L. Dougherty’s 
own inventory. 

Mr. Reppan. Does it state the price at which it is offered ? 

Mr. Suuttivan. No,sir. It 

Mr. Reppan. On the last page? 
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Mr. Sutiivan. Seventy-five percent of factory list price. 

Mr. Harpy. Seventy-five? 

Mr. Suturvan. I beg your pardon. Could I completely remove 
that ? 

Mr. Harpy. Youcan strike it. 

Mr. Suutivan. That has to do with the suggestion on spares—a 
suggestion on spares. 

Mr. Reppan. What is the offering price on the used equipment ? 

Mr. Sutxivan. Sixty-five percent. 

Mr. Reppan. Is it 65 to 70 percent? 

Mr. Sutuivan. That’s right; yes, sir. 

Mr. Reppan. Of what figure ? 

Mr. Sutiivan. Of the valuation of the items. 

Mr. Reppan. The valuation or the current replacement value ? 

Mr. Harpy. If we can find the pertinent section of that letter, let’s 
read it into the record. 

Mr. Sutxivan. I will read the exact words: 

This will further confirm our willingness to rent this equipment at the 
regular AEO rental rates with a standard recapture clause to be exercised at 
your option. It is a certainty that the discussed recapture valuations of 65 
percent for the Euclid bottom dumps and the Euclid scrapers and the No. 12 
motor graders and the 70 percent valuation of the D-8 tractors will make 
a very substantial saving in capital cost to the project to the Government 


and will provide adequate machinery for the assurance of timely completion 
of the project. 


Mr. Harpy. Is that as far as the letter goes? It doesn’t say whether 
it is 65 or 70 percent of what? 

Mr. Sutiivan. No, sir. Actually, my thinking was that this letter 
did not go into the particular price that they wished for the items. 
It was more or less a general discussion. That’s what caused me the 
confusion in the beginning here. 

Mr. Harpy. Does that letter indicate there had been some oral dis- 
cussion on the price matter? I believe in the part you just read it 
sounded to me like that would be your interpretation also. 

Mr. Sutxivan. Yes, sir. 

Mr. Harpy. But there is no indication as to what that 65 or 70 
percent would apply to? 

Mr. Sutiivan. Well, I believe it identifies the—no, sir, not as a per- 
cent, no, what the percent would be. 

Mr. Reppan, Is there anything there with respect to the guaranty 
period or a warranty period ? 

Mr. Suutivan. Yes, sir; 60 days. 

Mr. Reppan. Sixty days from what date? 

Mr. Sutxivan. From date of delivery I believe at Cambodia. Id 
like to find the exact sentence in here if I can. 

Mr. Reppan. Mr. Chairman, if we can admit that exhibit, then the 
letter would speak for itself. 

Mr. Harpy. Yes, but I think it would be well to try to have that 
spelled out. 

Mr. Reppan. All right. 

Mr. Harpy. If we can. Maybe the letter just spells out 60 days’ 
guaranty without indicating when it would begin to run. 

You don’t find it, I take it, Mr. Sullivan ? 
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Mr. Sutiivan. No, sir. I only find one reference to the guaranty 
on the equipment, and it reads : 


As to the 60-day guaranty offered on this equipment, we will guarantee against 
defective workmanship the same as the standard guaranty by manufac- 
turers. * * * 


Mr. Harpy. So then that is a reference to some other representation 
with respect to the 60 days, is it? Does it seem clearly to be a refer- 
ence ? 

Mr. Sutiivan. It would be difficult to say, sir. 

Mr. Harpy. Allright. 

Mr. Reppan. Could we have that letter introduced as exhibit 4, 
please ? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 4 and follows :) 


Exuisit 4—LeETTerR From A. L. DouGHERTY, PRESIDENT, A. L. DoUGHERTY OVER- 
SEAS, INC., TO INTERNATIONAL COOPERATION ADMINISTRATION, AUGUST 22, 1956 


CONTRACTOR’S OFFER To FURNISH EARTH-MOVING EQUIPMENT 


AUGUST 22, 1956. 
INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C. 


GENTLEMEN: In accordance with your request there is submitted herewith 
a tabulation of our estimated equipment requirements for the highway construc- 
tion in Cambodia. This list contains a general description of each of the major 
pieces of equipment which we estimate will be required for the work and the 
estimated cost, and also contains a tabulation of the amount and cost required 
for the initial equipment procurement. 

This initial equipment procurement is now proceeding and it is expected that, 
in general, the deliveries will be made as planned. 

The remaining equipment requirement comprising the total list of equipment 
is in general available for delivery within fifteen to thirty days of this date. 
However, the premier items of construction equipment which make up the core 
of the heavy earth-handling machinery have suffered a delay in delivery caused 
by the steel strike. These items of equipment are: 


2 Ea. 2% cubic yard 80—-D Northwest shovels. 

15 Ea. 13-17 cubic yard Bottom Dump Euclid Earth Movers. 

9 Ea. 18-23 cubic yard Euclid Pneumatic Barth Moving Scrapers. 
9 Ea. No. 12 Caterpillar Motor Graders. 

10 Ea. D-8 Caterpillar Tractors with Dozers. 


As explained in our previous letter, these are the best models of earth-moving 
equipment within their field and are always in demand by contractors. The 
factory output is always sold in advance. Because of the steel strike the back- 
log on factory orders for these items of equipment has been increased and the 
delivery dates extended. 

In the case of Northwest 80—D Shovels, the factory is not now accepting orders 
for Gelivery before mid-1957. 

In the case of the Euclid road machinery, the most optimistic date for factory 
delivery is presently estimated at 90 to 120 days. 

For the Caterpillar D-8 Tractors, the present estimate of factory delivery is 
120 days. 

These delivery dates are not satisfactory and if we were to place orders for 
this equipment with these delivery dates this equipment would not be available 
for use during the approaching 1956-57 construction season in Cambodia and 
would result in the equipment arriving in Cambodia at about the time of the 
commencement of the monsoon season, which is the end of the construction 
season. 
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This will confirm our previous offer to furnish : 


15 Ea. 13-17 cu. yd. Bottom Dump Euclid Earth Movers 

9 Ea. 18-23 cu. yd. Buclid Pneumatic Tired Earth Moving Scrapers 

4 Ea. No. 12 Caterpillar Motor Graders 
10 Ea. D-8 Caterpillar Tractors with Dozers 
from our rebuilt and guaranteed equipment and to furnish the: 
2 Ha. 2% cu. yd. 80-D Northwest Shovels 
which are new, from our own equipment. In the event the Government and the 
ICA believe that they desire to take advantage of this, it is requested that you 
so indicate at the earliest possible opportunity as we are withholding further 
commitment of this equipment for other use. 

This will further confirm our willingness to rent this equipment at the regular 
AEO rental rates with a standard recapture clause to be exercised at your 
option. It is a certainty that the discussed recapture valuations of 65 percent 
for the Euclid Bottom Dumps and the Euclid Scrapers and the No. 12 Motor 
Graders, and the 70 percent valuation of the D-8 Tractors will make a very 
substantial saving in capital cost to the project to the Government and will 
provide adequate machinery for the assurance of timely completion of the 
project. 

In addition, when this project is completed the Government can expect to have 
a remaining value in this equipment which will very closely approximate the 
initial cost to them. 

Of necessity, we feel that the two new 80—-D Northwest Shovels should be at 
current list or at replacement cost, whichever is less. 

As to the 60-day guaranty offered on this equipment, we will guarantee against 
defective workmanship the same as the standard guaranty by manufacturers 
and, in addition, in the case of latent defects in engines, transmissions, or dif- 
ferentials, we will make repairs without cost to the Government. In this con- 
nection, we propose to provide two Spare Engines; two Spare Transmissions 
and to rebuild kits for differentials at no cost to the Government during the 
guaranty period, but expect that whatever has not been used at the end of the 
guaranty period be sold to the Government at 75 percent of factory list price. 

The above will be ready for your inspection as desired. 

Attention is invited that a $429,000 savings under your cost is reflected in the 
case you elect to purchase during the rental period. 

Respectfully submitted, 
A. L. DouGHERTY OVERSEAS, INC. 
A. L. DouGHeErtTy, President. 


Mr. Reppan. I show you a copy of a letter addressed to the Indiana 
corporation by the Royal Government of Cambodia. It has an accept- 
ance date on the last page of August 28, 1956. And I ask you whether 
or not you have examined that letter. 

Mr. Sutuivan. Yes, sir. 

Mr. Reppan. Now, does that letter contain the same provision for 
new equipment as was contained in the original letter agreement, 
exhibit 1? 

Mr. Suuuivan. No, sir. That provision was removed from the 
exhibit 5 that I have in front of me—from the August letter. 

Mr. Reppan. Now, does that letter contain a specified list of equip- 
ment to be procured ¢ 

Mr. Suuuivan. Yes,sir. 

Mr. Reppan. And does it include the items which were offered for 
sale by the letters which are exhibits 2 and 3 in this hearing? 

Mr. Sutxivan. I believe it is 3 and 4, sir. 

Mr. Reppan. Yes, 3 and 4. 

Mr. Suuiivan. 3 and 4. 

Mr. Reppan. It contains the same list that Mr. Dougherty offered 
for sale in those letters ? 

Mr. Sunyivan. Yes, sir. 
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Mr. Reppan. May we have that letter introduced as exhibit 5, Mr. 
Chairman ? 


Mr. Harpy. Without objection, so ordered. 


(The document referred to was introduced into the record as 
exhibit 5 and follows:) 


Exuisit 5—LeETTER FROM THE ROYAL GOVERNMENT OF CAmMBoprA, TO A. L. 
DOUGHERTY OVERSEAS, INc., New York, N. Y., Auaust 28, 1956 


A. L. DOUGHERTY OVERSEAS, INC., 
420 Lexington Avenue, New York, N.Y. 


GENTLEMEN: This will refer to and supplement the Letter Agreement dated 
July 6, 1956, between your company and the Government of Cambodia which 
provided for the procurement of certain essential items of equipment required 
for the construction of the Cambodian Phnom Penh Port Highway, and which 
was signed to permit you to begin such procurement in advance of the final com- 
pletion of the contract. Negotiations of the construction contract are in progress, 
but final signing and financing may not be possible in time to permit the commence- 
ment of construction at the end of the 1956 monsoon season in October or Novem- 
ber. Since the contract negotiations and processing will not have progressed to 
the point which would permit the early procurement of the remaining required 
construction equipment, or to allow you to place a group of personnel on active 
duty in Cambodia sometime in September to construct camp facilities, to make 
preparations to receive the equipment now on order and to do certain land clear- 
ing preparatory to actual construction, and since most of the remaining construc- 
tion equipment should be purchased as soon as possible so that you may have your 
complete staff in full field operation as soon as possible after signing of the con- 
tract, the Government of Cambodia hereby issues this supplement to the Letter 
Agreement dated July 6, 1956. When accepted by you it will authorize you to 
perform the following services under the following conditions : 

1. Procure and ship the following equipment with necessary spare parts: 


Equipment list, Cambodia 








No. | Item Quan- 
tity 
1 VA Cu. Yd. Shovel and crane dragline combination, fairleads, clamshell attachment --_--_- 2 
2 | 3% Cu. Yd. Shovel and crane, dragline combination, 2 w/backhoe attachments, fairleads 
FF Daamaaeny aI SLID 8 oe Eh ack Joab ucdenceldumemiidenul bsabineocws 3 
Se Ss 0 ni I TO a tL pubecsounawas s 2 
| 20-Ton Truck crane with fairleads and clamshell attachment -__.-._..-.-.....-..-.-------- 1 
oF en Tene CURD WEEN TOU” ENON ne oe Ee csaaqegeteanmmanbeb meena l 
6 | 13-17 Cu. Yd. Bottom Dump Neen en ee ne ene ee nen tne 4 xi mien accoun eile 5 
7 | 18- 23 C u. Yd. Euclid Pneu. Tired Earth Moving Scrapers -_-_............................. 9 
Bue UR OAD Oe pee are ae ey eee 9 
9 | D-8 Caterpillar tractors with double drum power control unit, 10 equipped with com- 
| bination straight tilt blades and pusher plates with belly guard, electric starter and 
lights, canopy tops, 6 equipped with belly guard, electric starter and lights, canopy | 
top and double drum power control units—also 2 Hyster towing winches for above | 
I i ian ila oa hn iain itll ee ic diacetate Rip scot elt co sew a an ot in deh ooh ea dt 10 
10 | D-6 Caterpillar hydraulic dozers or equal, 2 to be also equipped with Hyster towing 
iE deinen ct hopin ed dndeamnnn eh wbeheepan tos anemeinadoeh anaes stemae 4 
11 | Diesel powered heavy duty 4-wheel 4-rubber mounted farm tractor 65 H. P. min________- 4 
12 | #463 Caterpillar tractor drawn ser’ RIOR CI rah a hid i en cubdelinianewnn 3 
13 | Euclid or Letourneau 12 cu. yd. 2-wheel motor scrapers, or equal, all with scr ape Bisakics ce 7 
14 | 8 End dump rock bodies for Srnieeny tii Semaes. fare 28 Oy ise | 3 
15 | 10-Ton 3-wheel rollers with sprinkler attachment diesel powered, power steering._.....__- 2 
16 | Sheep-foot roller, minimum 200-lb. per sq. in. with towing bar and hitches__.........__-_- 2 
17 | Pneumatic roller, 13 wheel rubber tired, 9 to 13 tons. ._...-.......-----.2------ 2 ee 2 
18 | 8 to 10 Ton tandem rollers diesel powered with sprinkler attachment__.............------ 2 
19 | Rubber tired front and loader 24 cu. yd. with towing hitch diesel powered or equal. -_-_--- 2 
20 Cc rawler amounted front end leader 24 cu. yd. diesel powered, or equal...........-----.-- l 
21 | 14 Ton SED CINE ic nccannvnsiwadtedcodverces Sd cagakstubust.Ciadeduslaswiedeeas 10 
22 | Station Wasons 2-whed drive............ 2.2.2.2... 6 ecw staat i a 5 
23 | 5-yd. Single axle dump trucks. Say ae NE Seog: hn wid cas oss oes netics so wtiabink pane 30 
24 | Single axle flat trucks with die = powere d 2! 6 ton capacity trucks 14 ft beds_.._.......-.-- 8 
25 | 600 C. F. M. air compressors rotary type, 4-wheel, rubber tired, diesel powered_-___----- 
26 | 315 C. F. M. air compressors, rotary type, 4-wheel, rubber tired diesel powered 


27 | Wagon drills rubber tired 126 Schramm or equal 
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Equipment list, Cambodia—Continued 


No. Item 


Quan 
tity 

2% | Drill Hose ries (1) 
29 | Wagon drill steel and Jack Hammer steel 2’, 4’, 6, 8’, 10’, 12’ and 16’ length, bits all sizes, 

OY eee ae dict. ttitiss cade. dtc ede () 
30 | Bits for air track drill from spe olka Rte Rie MM (1) 
31 300 Amp. welders, 4-wheel rubber tired gas powered with 30’ leads 3 
32 s H. P. DeWalt table saws electric power ___-__----- J { 3 
33 3 ft, P: DSUTaRt GID Sie Clatir IS ROW a ais oe sk. - . Sits eh eeceass~ Soa ea bcdciag 3 
34 . Pumps wheel mounted 1-20’ suction hose, 20’ lengths of disc harge with engine, or equal. 3 
35 ’ Pumps, wheel mounted gas powered witb 1-20’ suction hose—20’ lengths of discharge 

° wa bod Sie dak ebb w ches wat tun didd as abl debiegenethles tiki ahaha Skane caked | 6 
36 | Rock Crusher rubber mounted with feed discharge conv ey or 36” by 40” jaw diesel powered_ 1 
7 | Rock Crusher tandem with 36” by 10” jaw, 40’ 7" 22’ roll, 4’ by 12’ screen closed circuit 

with sand discharge, power and rubber See. 2 1 
SB) Camveyer Wis ewer Comat BN a. Bos oi. Sa ince sec cen eee dene ee l 
39 | Conveyor with power complete 24’’x50’___......-....---- el 1 
40 | Conveyor with power complete 18’’x50’___.__.....-...--..-.---- 1 
41 | 2 Deck 4’x8’ shaker screen with power. _- 1 
42 | End dump Euclids 15-ton with rock bodies or equal - 3 
43 | 36’ Homelite or equal chain saws gas powered_.-------- 7 
44 | 72’ Homelite or equal chain saws gas powered 2 
45 | 1500 Ga. Asphalt distributors chassis and engine 1 
46 | 4’’ High pressure jet pump complete--_-_. 1 
47 16- 8 Concrete mixers, trailer mounted on rubber 3 
48 | Platform batching scales 7 3 
49 | Concrete vibrators, electric __- 7 
50 | Pile driver, vertical leads 50’, with 7000# double acting Air Hammer... 2 
51 | Georgia concrete buggies ; 10 
52 | Shears and Bar Bender 149’ max. C. H. & E. with shears 1 
53 | Mobile machine shop eee with lathe z3 1 
54 | Wheel Barrows-____----- ‘o— a FA wshanebibianicaal J 20 
55 | 60 KW Electric Generator Sets diesel- powe red . 7 
56 | 20 KW Electric Generator Sets diesel powered 12 
57 | 2-Way Radios, vehicle type_- : ie 10 
5 TG RIO AO ND BOs oo 6 ai ccd a do bs da Sess + i a 3 
59 | 1OK W Light plants, Kohler or equal_ ‘ niedansl aie = : 14 
60 | Portable Batching Bins, with scales, Winslow or equal - 2 
61 | One lot Shop Equipment, complete detailed list will be furnished upon inquiry sina (4) 
62 | One Lot of Office Equipment; details furnished upon inquiry_..............-..----------- i) 


Lot. 


Specifications of this equipment will be similar to those developed by you and 
Michael Baker, Jr., Inc., Engineers, for the equipment purchase under Letter 
Agreement dated July 6, 1956. Total purchases of equipment including all 
insurance and shipping costs under this supplemental letter shall not exceed 
$1,500,000 without prior written approval of the Government. 

2. Arrange for a maximum of thirty qualified personnel to reach Cambodia not 
later than September 20, 1956, to construct or direct the construction of necessary 
camp facilities; to develop methods of port unloading and possible transship- 
ment of equipment now on order; and to receive and service equipment. 

3. Employ local personnel for clearing operations. 

4. Procure locally, wherever possible, supplies and the materials of construction 
for the camp facilities and for the initial phases of construction. Total pur- 
chases under this paragraph shall not exceed $250,000. 

5. Provide the necessary quarters and food or equivalent allowances for your 
personnel. 

6. The equipment and spare parts shall be procured on behalf of and consigned 
to the Government of Cambodia, and title shall be vested in the Government. 
All performance guarantees obtained from equipment suppliers shall be in the 
name of the Government. 

7. At least fifty (50) percent of the tonnage must be shipped on U. S. flag 
vessels, unless this requirement is waived by ICA 

8. The provisions of ICA Regulation 1, as revised, shall govern all procurement, 
except Section 201.13 (a) which has been waived by ICA. 

9. The Government agrees to pay all direct costs incurred by you in performing 
the foregoing services, including salaries or wages; travel and subsistence; 
baggage transportation; construction equipment and materials; housing and 
camp facilities including food; costs of United States project office; payroll 
taxes, insurance and medical expenses; processing personnel; and out-of-pocket 

24700 O—58—pt. 1 3 
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expenses including telephone, cable, postage, reproduction costs, printing, office 
equipment, all in accordance with the conditions established in the contract now 
under negotiation. 

10. The maximum dollar payments to be made pursuant to this supplemental 
Letter Agreement (exclusive of fee) shall not exceed $2 million without approval 
of Government. 

11. It is anticipated that payment of the foregoing costs for procurement of 
equipment and services will be made by ICA pursuant to the terms of a letter 
of commitment in your favor to be issued by ICA at the request of the Govern- 
ment; and Government by the signature of this letter does request that ICA 
issue such letter of commitment. Payment will be made by ICA upon the sub- 
mission to the Office of the Controller, International Cooperation Administration, 
Washington, D. C., of the documentation prescribed in section 201.18 of ICA 
Regulation 1, as will be provided in the letter of commitment. Documentation 
will include suppliers certificate (Form ICA 280) and invoices (paid) from 
vendors as well as the certification (Form ICA 280) and invoices from your firm. 

12. Letter Agreement dated July 6, 1956, provided in paragraph 7 that Govern- 
ment would pay all direct costs incurred in performing the services prescribed 
in that Letter Agreement, provided that such costs would not exceed $30,000. 
The dollar limitation is hereby revoked and the costs so incurred are to be paid 
within the dollar limitation of this supplement to that Letter Agreement. 

13. Pursuant to the Letter Agreement entered into July 6, 1956, it is agreed 
that your company will be paid a lump sum fee of $65,000 upon arrival in Cam- 
bodia of the equipment procured and shipped under the terms of that Letter 
Agreement, and upon the certification of the delivery by the Government and 
USOM/C. 

14. Fee for the services under this Supplement to the Letter Agreement has 
been included in the fee provided in the general construction contract now in 
negotiation. 

This letter shall be effective as of the date of your acceptance, as endorsed 
on the bottom hereof, upon issuance of the letter of commitment described above, 
and shall continye in effect until January 1, 1957, unless extended by mutual 
consent. It is recognized that the obligations of Government are dependent upon 
the financing commitment of ICA and that ICA may terminate its obligation upon 
thirty (30) days written notice. 

Sincerely yours, 

THE RoyAL GOVERNMENT OF CAMBODIA, 
By Nona Kimny, Ambassador of Cambodia. 

Accepted by: 

A. L. DOUGHERTY, 
President, Overseas, Inc. 


Date: Aug. 28, 1956. 

Mr. Reppan. I would like to show you a letter dated September 14, 
1956, addressed to the Indiana corporation by Mr. F. R. Maxwell, of 
the Industrial Procurement Division of the Office of Industrial Re- 
sources, ICA, and ask you if you have examined that letter. 

Mr. SuLLivan. Yes, sir. 

Mr. Reppan. Does that authorize the Indiana corporation to supply 
used equipment ? 

Mr. Subiivan. Yes. 

Mr. Reppan. And does it specify what used equipment that is desig 
nated by the letter offerings? 

Mr. Suttivan. Yes, the same. 

Mr. Reppan. Would you read that part, please, sir / 

First, Mr. Chairman, may we have that introduced as exhibit 6? 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as exhibit 
6 and follows:) 


ExuHisit 6—LETTER From F. R. MAXWELL, INDUSTRIAL PROCUREMENT DIViSION, 
OFFICE OF INDUSTRIAL RESOURCES, INTERNATIONAL COOPERATION ADMINISTRA- 
TION, TO A. L. DoUG@HERTY OVERSEAS, INCc., NEW YorK, N. Y., SEPTEMBER 14, 1956 


SEPTEMBER 14, 1956. 
Subject: P10/C 42-31-001-5-60001. 
A. L. DoUGHERTY OvERSEAS, IN¢ 
420 Lerington Avenue, New York, New York. 

DEAR Sires: Contingent upon your carrying out the necessary repairs and 
replacements as called for in Michael Baker, Jr., Inc. letter dated 7th September 
1956 (copy attached hereto), the following Rebuilt and Guaranteed equipment 
may be supplied in lieu of new equipment: 


15 each: 13-17 cu. yd. Bottom Dump Euclid Earth Movers 

9 each: 18-23 cu. yd. Euclid Pneumatic Tired Earth Moving Scrapers 
4 each: No. 12 Caterpillar Motor Graders 

10 each: D-S Caterpillar Tractors with Dozers 


ICA/W is agreeable to finance the sale of Euclid Bottom Dumps, the Euclid 
Scrapers and the No. 12 Caterpillar Motor Graders at 65 percent of the manu- 
facturers list price effective 1st August 1956, and the D-8 Caterpillar Tractors 
and ancillary equipment at 70 percent of the manufacturers list price effective 
Ist August 1956. 

ICA/W also is agreeable to finance the sale of 2 each new 2% cu. yd., North- 
west Model 8Q-D shovels presently held by you. The selling price to be your 
laid-down acquisition cost. 

In view of the fact that all the equipment is quaranteed “as new” we require 
a warrantee against defective workmanship for a period of 60 days effective 
from the date of arrival of the equipment at its ultimate site destination; also, 
in the case of latent defects in engines, transmissions or differentials A. L. 
Dougherty Co. will make the necessary repairs without cost to the government. 

No procurement fee is admissible for this transaction, also the above stated 
selling price includes processing for export. 

Please sign and return one copy of this letter indicating your acceptance of 
this agreement and inclose your pro forma invoices calculated on the price basis 
agreed to herein. This should be accompanied by the following documentation : 
For items of used equipment please submit copies of manufacturers price list 
effective Ist August 1956, covering comparable new equipment, for the new 
unused Northwest shovels, your receipted purchase documents indicating sale 
price and other costs to present location. 

Sincerely yours, 
F. R. MAXWELL, 
Industrial Procurement Division, Office of Industrial Resources. 


Signed in Acceptance: 
R. T. Porter, IPD. 
J. L. HoCKENBERRY, IED. 
J. F. BENNER, AD/ES-S/IND. 
M. WrsntiA, FPM. 

Mr. Reppan. If you will, read that paragraph with respect to the 
acceptance of the Indiana corporation's offer. 

Mr. Sutiivan. That’s the beginning of it, sir? 

Mr. Reppan. Yes, sir. 

Mr. SuLiivan (reading): 

Contingent upon your carrying out the necessary repairs and replacements 
as called for in Michael Baker, Jr., Inc. letter dated September 7, 1956, (copy 
attached hereto), the following rebuilt and guaranteed equipment may be sup- 
plied in lieu of new equipment 
15 13-17 cubic yard bottom dump Euclid carth movers 
9 18-23 cubic yard Euclid pneumatic tire earth moving scrapers 
4 No. 12 Caterpillar motor graders 
10 D-8 Caterpillar tractors with dozers 
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Mr. Reppan. Does that carry the percentage price there / 

Mr. Suuiivan. Yes, sir. 

Mr. Reppan. Would you read that, please, sir / 

Mr. SuLuivan (reading) : 
ICA/W is agreeable to finance the sale of Euclid bottom dumps, the Euclid 
scrapers, and the No. 12 Caterpillar motor graders at 65 percent of the manu- 
facturer’s list price effective August 1, 1956, and the D-8 Caterpillar tractors 
and auxiliary equipment at 70 percent of the manufacturer’s list price effective 
August 1, 1956. 

Mr. Reppan. Does it say anything about the shovels in that letter? 

Mr. Suuiivan. Yes. 

No,sir. IUmsorry. This just confined itself—— 

Yes, it does. I’m sorry. I am, I think, a little nervous. | Read- 
ing :| 


ICA/W also is agreeable to finance the sale of two each new 2% cubic yard 


Northwest Model 80—D shovels presently held by you. The selling price to 
be your laid down acquisition cost. 

Mr. Reppan. In other words, they were buying those at cost? Is 
that what that says? At what the Indiana corporation paid for 
them ¢ 

Mr. Sutzivan. That would be my interpretation of it, yes. 

Mr. Harpy. One other question. I believe in the beginning of the 
part that you read the letter said, in effect, that ICA authorized the 
purchase of certain used equipment in lieu of new equipment. 

Mr. Sutiivan. Yes, sir. 

Mr. Harpy. Had there been any previous authority to acquire, new, 
those specific items of equipment ¢ 

Mr. Sutiivan. I’m not certain I understand the question, sir. 

Mr. Harpy. Well, I understood from earlier testimony that the 
list of items suggested to be acquired used did not appear on the 
original equipment list which was authorized to be procured. 

Mr. Suxivan. In the first letter agreement in July, yes, sir. 

Mr. Harpy. That’s right. Now, this letter states that authority 
is given for the procurement of used equipment of specific items in 
lieu of new equipment, I believe, does it not ? 

Mr. Sutnivan. Yes, sir. 

Mr. Harpy. Are you aware of any authority previously given to 
acquire these items as new equipment ? 

Mr. Scutuivan. I believe these would be found in the supplemental 
agreement to the original letter agreement. 

Mr. Harpy. There was authority then——- 

Mr. Svc uivan. Yes, sir. 

Mr. Harpy. For the acquisition of new items of these specific types 
of equipment ? 

Mr. Sutiivan. What we have is the initial letter agreement with an 
initial list. These items were not on that list. And that initiai agree- 





‘lid 
nu- 
ors 
ive 


ir? 


id- 


ird 
to 


Is 


or 


he 
he 


WwW, 


he 
he 


ity 
in 


to 


tal 


FOREIGN-AID CONSTRUCTION PROJECTS 19 


ment required the purchase of new equipment. We then have a sup- 
ylement to that agreement which no longer required new equipment 
but listed this and all other equipment that they felt they needed for 
the job. 

Mr. Harpy. Well, then, you have no knowledge that anywhere in 
the record there appeared authority to purchase these specific items 
as new equipment? If they were on the supplemental list, the sup- 
plemental list authorized the acquisition of used equipment, did it not ? 

Mr. Suuuivan. Yes, sir. By the omission of the new equipment 
requirement. 

Mr. Harpy. So that you have no knowledge, if I understand your 
testimony, that there was ever any listing of these items of equipment 
to be acquired as new equipment ? 

Mr. Sutiivan. That’s right, sir. 

Mr. Harpy. All right. 

Mr. Reppan. Now, does that letter refer to the procurement fee 
which would be allowable or not allowable ? 

Mr. Sutiivan. Yes,sir. It reads: 

No procurement fee is admissible for this transaction; also the above-stated 
selling price includes processing for export. 

Mr. Reppan. I would like to show you a photostatie copy of a pur- 
chase order and ask you whether you have examined that document, 
Mr. Sullivan. 

Mr. Sutuivan. I beg your pardon ? 

Mr. Reppan. Have you examined that document in connection with 
your examination of the records of that company ? 

Mr. Sutuivan. Yes, sir. 

Mr. Reppan. What isthat document? 

Mr. Suuuivan. This is the purchase order issued by the Indiana 
corporation to the sole proprietorship for the purchase of the 38 pieces 
of used equipment we’ve been talking about and the two new pieces, 
the northwest shovels. 

Mr. Reppan. Could you give us the order number and the date of 
that ? 

Mr. Sutzivan. Purchase order No. 12, dated October 1, 1956. 

Mr. Reppan. Isthat No. 42 purchase order ? 

Mr. Sutiivan. Purchase order No. 42. 

Mr. Reppan. That’s from the Indiana corporation to the sole pro- 
prietorship ? 

Mr. Sutuivan. That’s right, sir. 

Mr. Reppan. Does that give the amount ? 

Mr. Sunnivan. Yes; it gives individual prices for each piece of 
equipment which totaled $926,112.85. 

Mr. Reppan. May we have that document introduced as exhibit No 
7, Mr. Chairman? 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as ex- 
hibit 7 and follows:) 


EXHIBIT 7 
PURCHASE ORDER No. 42, A. L. DOUGHERTY OVERSEAS, INC. 
OCTOBER 1, 1956 


beneanien! | od PURCHASE ORDER - PURCHASE ORDER No_k2 __ 
A. L. DOUGHERTY OVURSEAS, ie. Sweat No. 1 oF 


Constructors honk’ - we A taccoh 
Ce i 


420 LExincron Avenue New Yorn 17, N. Y. 


—— SHEETS 





Gctober Ist, 5 


are SE 








TO Aelee 10/40: LTE CO. THIS ORDER NUMBER MUST APPEAR OF ALG CLAS OF LamENE 
215 Broadway (room 1915-17) CHIPPING PAPERS, INVOICES ANO b 
Rew lork, New York REQUISITION Ea 
ICA PA NO. 
LeTrer oF creorr_De 
SHIP TO Instructions to fallow. exreine___veame. 
one vis... 
us 7h0 ; 
CODLs 832 emma .0.3. Bemeond, Indians 
APPROXIMATE WEIGHT ___ Suse: 2 iets SS 
" idien s ea ie i . Oo and/On PROPOSAL DATCO Ou a SEE ys 


AUT KZED TO ENTC THIS ORDER AND FNOCREL TO TURKISH THS FOLLOWING 
—————————— = 


T= QUANTITY ] UNIT ARTICLES AND/OR SERVICES unit AMOUNT 


3A 2 each =| Model. 80<D Northvest comuination drepline/ 
} 2ifting crane mounted on WO” treads, 15°10" 
leng and powered ‘ith a Murphy ifodeh 1 Die 
engine with “lectric Starter; including 8* 
Boom (25-20-10-25) Bridle and Sectional Seon} 
Hoist Rigcincg Independent Mich Speed and Wer 
Gear Boom Hoists; revolving Pairload, three 
shosve Beom point, Special Axles to Ave ovu 
all width of 12'2", Removable cast counta : 
| lagsin-s, Cables and Tools. 
F.0.3, Greeniay, Wieconsin 


Freight Factory to lemmond, Indiane........+% 
F.0.B, Hammond, Indiamtscccccssecccvcccoces 


i | each | Model 80-D Nortinvost shovel/ 

| Routed on Offect Creulars with 3 
Treadsy powered with a -urphy Model 21 ui 

| ELectric Starter; Shovel Attachment with 25 
| Sorc Sincle stick and 2-1/2 yard Northwest Débp 
80° (25-20-10-25) Boom, iewlving Fairlead, F 
Tachine; Lacring, Cables and Tools. 
F.0.8. A! TORT, GreenBay, Wisconsin 


| Proight Factory to Hammond, Indlane.......+..) 8 
| F.0.8. Hammond, MBE Gis e ccccccacccénccoced : $70,190. zm 


== == 2ar=as 2 SS ee ee Soe 








= = e <=. Sere se eS 









































UEON YOUR ACCEPTANCE O2 PERFURMANCE PERTOF, THIS ORDER SHALL CONSTITUTE A CONTRACT BETWEEN US. THE TEENS «ND CONDITIONS OF War Age 
SET FORTH HEREOK AND IN THE GENERAL CONDITION®. FORM (LO 101. AND Im THE APPENDICES, 17 ANY, ATTACHED HERETO 


SHIPMENT MUST START wr, AcS.Po ——— _— —— 


ano we compceren ay, Ol teber Sth, 1956 











FOREIGN-AID CONSTRUCTION PROJECTS 21 


X- come roy ~~ 
' ' ~ < re 9 PURCHASE ORDER No_42____ 
A. L. DOUGHERTY OVERSEAS, INC. 
Constructors eunzt__2__or__suaxvs 
420 Launeron Avenue New Youx 17, N.Y. 
ro Oversees, Inc. 
creadway 
iw York, Bow tort 














F.0.5. Deaville, ThA nh te ccocccccccccvcces 
Medel TS mediue weight 3 cu. yd. 

Gregline bucket. (fer prog, FX Mortiwest ) 
F.0.B. Hameo, Tndhamtscoescccccessccessess 


Model FD?-89) Euchid 13 to 17 cu. yd. Betten 
Dump, powered by 0,00. 6-71 Diesalk bucine, 
5 epeed 7 ee, 


° 
7.0.5. Mammond, Tandem. seccccccccscsceccess 


840. 25 @ 655 
oe Albany, Baw Vari. .cccccsccccccesecccs 


Asisose Demmtasion, euteslgae Gas. mts 
: ve 
fycreuiic etecring, “oo 2 2% Ply Tires, 
thh,288. 26 © 655 

F.0.8. Semond, Talbamiicccsccccsccccssescese 


(a7,08h @ 3 
7.0.3. Pieter Teh aM. occccccesescsccsesocd 11, eh. 8 22,309. ~w 


827,107 @ 658 
F.0.0. Albany, Fw ark, co cccccvccccccccccced 21,9. 


(contamed on page 3 ) 
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PURCHASE ORDER No_k2 
A. L. DOUGHERTY OVERSSAS, iC. 


Constructors ever) _or__snaers 
420 LaxneTon AVENUE New Yorn 17, N. ¥. 





























829,278.00 @ 708 
F.0.B. Hammond, FMB SMRs c coccccccescecocccce 


* 
Se es lis TatMaccesccencéeaceecns cen 


ii mens. D8 oe same as above, 
750ee 
F.0.B. Albany, hte Fat. coccccccccecccccecedd 


i 


b 


Parte 
If not used under the 60 day warranty they a 


7.0.1, Hammood, MM Mnns w dnc cdsbs c8esseend 


7.0.3. jo eeeecoeresesecesenes 
Differential (iDT) 
¥.0.5. Mammond, BRAARRs c ccccccccccvccsocecs 
Transniseion (7DT) 
F.0.3. Memmeond, Tndiamtssesccssscsccccccecce 
Final Drive (TDT) 
F.0.5. Hammead, Wah ete cccccccccccccccccces 
Trenasiesion (TOT) 
P.O... Hemmood, TadRAMRe ccccccccccccccccsce 
TOTAL AQT “aIs PURGIAS Git Reccccccscccce 


PEEEEE SE 
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Mr. Reppan. I now hand you a group of photostatic copies which 
are clipped together and ask you whether you have examined those 
documents. 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. Mr. Chairman, these are a group of documents all re- 
lating to the sale of this equipment by the Indiana corporation. For 
the purpose of convenience, if we may have them introduced as 
exhibit 8A ? 

Mr. Harpy. What is the nature of their relationship ? 

Mr. Reppan. These documents are the invoices and the basis of the 
claim which the Indiana corporation has on ICA for payment of this 
equipment. 

Mr. Harpy. They are invoices from whom? From A. L. 
Dougherty ¢ 

Mr. Suuuivan. They are public vouchers and supporting docu- 
ments submitted by the Indiana corporation to ICA for reimburse- 
ment in the amount of the used equipment sale. 

Mr. Harpy. That is what I want to know. Without objection, they 
will be included as exhibit 8A. 
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(The documents referred to were introduced into the record col- 
lectively as exhibit 8A and follow: ) 
Exuisir 8A 


Public vouchers and supporting documents submitted by the 
Indiana Corporation to International Cooperation Administration 


for reimbursement in the amount of the used equipment sale 


A. L. DOUGHERTY OVERSEAS, INC. 
CONSTRUCTORS 
420 LEXINGTON AVENUE, NEW YORK 17. N. Y. 


Gravear Bui_ons 
Suite 702 


Oeteber 1, 1956 


THPERMATIONAL COOPERATION ADMINISTRATION 
WASHINGEON, BD. G. 


298 39-00-$ 9078 eis Bod 


Charges fer Bywipmemt Precurement per imvoice atteched—— $535 ,66h.08 
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sos PUBLIC VOUCHER FOR PURCHASES AND SERVICES OTHER TWAMLPERSOML Joy. lS 
* * (FOR USE I PORDICN COUNTRIES ONLT) % 
Lr i" kt ee 


Ga TRTERAATIOWAL GOOPERATION ADMOMISTRATION 


THE UNITED STATES, Dr. 


Tie de Le DOUGHERTY OVERSEAS, IG. sibinodiessteamshinpeellih acetal 
Address i SR, arte = a 


NS RAN RE AES = e a ee r SS 7 sas 


a <r ss 
| 8 ee Pty 














teh. — 


Pew reaimbersenent unter letter of 
AS em THE COVERAGE ef 
CAMBODIA 2-32-001-5-40093, 


MEMORANDUM 


eee OC ee ee ee ee eee eee eee 
ACCOUNTING CLASSIFICATION (Aggregation Simbel matat he chown, otter seantiention option 
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Mr. Reppan. Now, would you just briefly describe each document 
for the record, please ? 

Mr. Sutuivan. The first is a certificate signed by Carl Jansen, 
office manager. 

Mr. Reppan. Office manager of ? 

Mr. Sutiivan. Of the Indiana corporation. 

Mr. Reppan. To whom is it addressed ? 

Mr. Sutiivan. To ICA, Washington, D.C. 

Mr. Reppan. What is it for ? 

Mr. Sutuivan. It is a letter of transmittal transmitting the public 
vouchers with support with the required certification. (Reading:) 

I certify the above bill is correct and just and that payment has not been 
received. 

Mr. Reppan. What is the amount there ? 

Mr. SuLLIVAN. $835,664.08. 

Mr. Reppan. Allright. What is the next document ? 

Mr. Suuiivan. The next document is a public voucher prepared 
October 1, 1956. 

Mr. Reppan. Does it have a number on it ? 

Mr. Sutuivan. Public Voucher No. 127204. 

Mr. Reppan. And that’s addressed to ICA ? 

Mr. Sutiivan. To ICA from the Indiana corporation in the amount 
of $835,664.08. 

Mr. Harpy. That is the supporting document for the previous one 
referred toasa transmitting document? Is that right? 

Mr. Sutiivan. Yes, sir. This is a copy of the actual public voucher 
for the reimbursement to the Indiana corporation. The Indiana cor- 
poration’s billing to ICA. 

Mr. Harpy. I see. 

Mr. Reppan. Allright. And the next document ? 

Mr. Suuuivan. It is a public voucher, same parties, same date. 
Excuse me. That’sa duplicate of it. 

The next document is the back of a certificate form, an ICA certifi- 
cate form that’s prepared by the Indiana corporation. It requires 
the signature of a corporate official and various detailed information. 

Mr. Reppan. Is there any information in that certificate with re- 
spect to the payment of commissions / 

Mr. Sutziivan. The form requires—it has a block which would re- 
quire the disclosure of that. The block on this form is blank. 

Mr. Reppan. Allright. And the next document ? 

Mr. Harpy. Well, wait a minute. Does that refer to the same group 
of items covered in this $835,000 voucher ? 

Mr. Suuuivan. Yes, sir. 

Mr. Harpy. Thank you. 

Mr. Suntiivan. The next document is an invoice dated October 1, 
1956 from the sole proprietorship to the Indiana corporation. It is 
Invoice 4152. 

Mr. Reppan. What is the amount of the invoice / 

Mr. Sutuivan. $835,664.08. 

Mr. Reppan. That is another supporting document in connection 
with the transaction you have just been discussing / 

Mr. Sutuivan. Yes, sir. It 1s a supporting invoice for the public 
voucher we have just been talking about. 
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Mr. Reppan. The next document ? 

Mr. Sutxivan. This is another public voucher in the amount of $90,- 
448.77 submitted to ICA by the Indiana corporation. Date of prepa- 

ration October 25, 1956. 

Mr. Knox. For what purpose / 

Mr. Sutiivan. For reimbursement under the letter agreement for 
certain of the used equipment. 

Mr. Knox. It does not specify the equipment ? 

Mr. Sutiivan. The detailed invoices would, sir. 

Mr. Harpy. That is an additional document to the previous one we 
have been discussing ? 

Mr. Sutuivan. Yes,sir. It had both amounts. 

Mr. Harpy. So this is for different equipment ? 

Mr. SuLiivan. Yes, sir. 

Mr. Reppan. And the total of those two invoices totals the amount 
of the purchase price of all the equipment being sold by the Dougherty 
Co.? Is that right? 

Mr. Sutuivan. Yes, sir. It totals the amount of the purchase order, 
purchase order 42. 

Mr. Reppan. Now, is there a certification with respect to that equip 
ment ¢ 

Mr. Sutiivan. Yes,sir. Thesame ICA form. 

Mr. Reppan. Is there anything there with respect to the payment of 
commissions / 

Mr. Sutiivan. The commission block is blank also in this particular 
certificate. 

Mr. Harpy. Is there certification of the buying official of the cor- 
poration as to the correctness of that document ? 

Mr. Sutiivan. Yes, sir. 

Mr. Reppan. Now, that is the last document you have there, is it 
not ¢ 

Mr. Sciiivan. Yes—the public voucher with the supporting docu- 
ments. 

Mr. Reppan. Now, in summary, then, Mr. Sullivan, let me see if I 
understand those documents correctly. They show that this equip 
ment, this used equipment, was sold by the sole proprietorship to the 
Indiana corporation. Is that correct ? 

Mr. Sutiivan. That’s right, sir. 

Mr. Reppan. And that that sale took place on October 1, 1956 / 

Mr. Sutxivan. Yes,sir. That isthe date of the invoice. 

Mr. Harpy. Now, just a minute. These papers include vouchers to 
ICA for reimbursement? Is that right ? 

Mr. Sutuivan. Yes, sir. 

Mr. Harpy. And this is for reimbursement of the Indiana corpo- 
ration ? 
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Mr. Sutuivan. Yes, sir. 

Mr. Harpy. For costs which it has incurred in procuring this equip- 
ment from the sole proprietorship / 

Mr. Sctiivan. That’s right, sir. 

Mr. Reppan. Mr. Sullivan, I would like to show you a letter ad- 
dressed to Mr. Walton Woods of this committee under date of August 
26, 1957, by Mr. George Staples of the GAO and ask you to examine 
that and its attachments. 

Mr. Suuuivan. Yes, sir. 

Mr. Reppan. What are those attachments ? 

Mr. Sutiivan. They are the Government checks in payment of the 
public vouchers we have just been discussing. 

Mr. Harpy. Are they photostats ? 

Mr. Sutuivan. Photostats of them. 

Mr. Reppan. You have 2 checks there, 1 in payment of each 
voucher / 

Mr. Suuuivan. Yes, sir. 

Mr. Reppan. And would you describe those checks ¢ 

Mr. Suuuivan. The first check is dated October 10—the date is 
illegible. In the amount of $835,664.08. 

Mr. Reppan. To whom is it made payable? 

Mr. Sutiivan. Pay to the order of A. L. Dougherty Overseas, Inc., 
the Indiana corporation. 

Mr. Reppan. And does it contain an endorsement ? 

Mr. Sutuivan. Yes,sir. The endorsement reads: 

A. L. Dougherty Overseas, Inc., A. L. Dougherty, president, for deposit in State 
Bank of Albany, Albany, N. Y., to account of Dougherty Overseas, Inc. 

That would be the Liberian corporation. 

Mr. Reppan. Is there any date of deposit indicated ? 

Mr. Sutiivan. The clearinghouse stamp is October 18, 1956. 

Mr. Reppan. Now, how about the other check? Will you identify 
that, please? 

Mr. Sutxivan. The other check is in payment of the other public 
voucher in the amount of $90,448.77, dated November 8, 1956, payable 
to A. L. Dougherty Overseas, Inc., the Indiana corporation. And the 
endorsement : 


A. L. Dougherty Overseas, Inc., A. L. Dougherty, president. 


Mr. Harpy. That doesn’t indicate to what account it was deposited ? 

Mr. Suttivan. No, sir. It’s just a blank. It’s an endorsement by 
the payee in blank. 

Mr. Reppan. Mr. Chairman, may we introduce exhibit 8B, please ? 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as exhibit 
8B and follows:) 


ExHIBIT 8B—LETTER FROM GEoRGE H. STAPLES, ASSOCIATE DIRECTOR, GENERAL 
ACCOUNTING OFFICE, TO WALTON Woops, AuGust 26, 1957. ATTACHMENT— 
Copies oF 2 CHECKS 

UNITED STATES GENERAL ACCOUNTING OFFICE, 
CIvIL ACCOUNTING AND AUDITING DIVISION, 
Washington, D. C., August 26, 1957. 
Mr. WALTON Woops, 
Staff Investigator, Subcommittee on International Operations, 
House Government Operations Committee. 


DEAR Mr. Woops: In accordance with your recent request of Mr. Rabel, here- 
with are photostatic copies of the following two checks drawn on the Treasurer 
of the United States to the order of A. L. Dougherty Overseas, Inc. : 


Number | Date | Amount 
|) — — - 
10,480,323 ..| Oct. 10, 1956 $835, 664. 08 
10,675,668 Nov. 8, 1956 90, 448. 77 


Sincerely yours, 
GEORGE H. STAPLES, 
Assoc iate Director. 


10,48 
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Mr. Reppan. Now, Mr. Sullivan, have you prepared for the com- 
mittee a summary report of your investigation ? 

Mr. Sutiivan. Yes, sir. This was prepared at the completion of 
our work in New York City. 

Mr. Reppan. Mr. Chairman, may we have that introduced as ex- 
hibit 9, please? 

Mr. Harpy. Without objection, it will be included as an exhibit. 

(The document referred to was introduced into the record as 
exhibit 9 and follows:) 
EXHIBIT 9—MEMORANDUM, GENERAL ACCOUNTING OFFICE (NEW YORK) SUMMARY 

REPORT OF INVESTIGATION 


MEMORANDUM: REVIEW OF PROCUREMENT ACTIONS By A. L. DoUGHERTY OVERSEAS, 
INC. 


In accordance with instructions we reviewed the stateside procurement by 
A. L. Dougherty Overseas, Inc., of equipment and materials required for the 
construction of a highway in Cambodia. We reviewed numerous documents 
at the contractor’s New York office (1) to determine the availability on the open 
market of certain equipment which had been purchased from a related firm, 
and (2) to determine the dollar differences between the prices paid and the 
lowest bids received for selected items of equipment and supplies totaling $5,380,- 
000 (see II) or 78 percent of the total procurement through August 15,1957. We 
computed these differences without regard to promised delivery. Details on 
delivery have, however, been included in our working papers. 


24700—58—pt. 1——-5 
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I, DETERMINATION OF THE AVAILABILITY OF EQUIPMENT PURCHASED FROM A 
RELATED FIRM 


The contractor purchased certain equipment from A. L. Dougherty & Co., a 
related firm, at a cost of $926,112.85 (purchase order No. 42, dated October 1, 
1956). This purchase was approved by ICA on the basis of the contractor’s 
eontention that this equipment would not be available on the open market for 
delivery within the required period (see III 1-1 and III 14-1). Details con- 
cerning the purchase of the equipment and the apparent availability from out- 
side sources are shown in section I of our working papers. 

Concerning the equipment purchased from A. L. Dougherty & Co., our review 
disclosed that the contractor's efforts were confined solely to obtaining informa- 
tion with respect to the current market prices. There is no evidence that the 
contractor solicited vendors for information on the quantities of the following 
items of equipment actually available for delivery. 

1. Northwest shovels 

2. Dragline buckets 

8. Euclid bottom dumps, 13-17 cubie yards 
4. Buclid scrapers, 18-23 cubic yards 

Accordingly, we could not ascertain the availability at October 1, 1956, of 
these equipments. 

In addition, our review of the original equipment listing prepared by the 
contractor prior to July 31, 1957, for submission to prospective bidders (see IG) 
indicated that the above equipments were not included in the listing. It would 
appear, therefore, that the contractor did not solicit bidders and therefore did 
not intend to purchase such equipments on the open market. 

Our review of the vendor’s quotations relating to the other items of equipment 
purchased from A. L. Dougherty & Co. disclosed that (a) 62 crawler tractors and 
(b) 47 motor graders were apparently available for purchase on the open market 
at October 1, 1956, when purchase order No. 42 was issued. 


II, DETERMINATION OF DOLLAR DIFFERENCES BETWEEN PRICES PAID AND LOWEST BIDS 


On the purchase orders selected for review the prices paid exceeded the lowest 
quoted prices by approximately $401,200. Our computations were based on the 
lowest prices quoted for each item without regard to the particular manufac- 
turers’ brand names. Information on the brand names has, however, been included 
in our working papers. 

Our review covered 92 different types of equipment and supplies. Of this total, 
we found that 35 types were purchased from other than the lowest bidder. The 
contractor’s records did not contain written justification for these latter pur- 
chases. During our review we learned that the contractor prefers Caterpillar and 
Euclid earth-moving equipment and International trucks. Our review indicated 
that the preferred brands were purchased by the contractor to the exclusion of all 
other manufacturers’ brands. This is contrary to the contract requirement that 
orders be placed at the lowest possible competitive prices (see III B). In view of 
the contractor’s expressed preference for certain brands, we inquired as to the 
reason why the contractor solicited and obtained quotes on other types of equip- 
ment. We were informed that the additional solicitation was made merely as a 
matter of form (see IIIB). 

The contract states that, “prior to procurement, the contractor should develop 
detailed specifications and obtain the approval of Michael Baker, Jr., Inc.” We 
found no evidence that the contractor obtained the requested approval. Cor- 
respondence from two responsible suppliers raises some doubt as to whether or 
not detailed specifications were developed “prior to procurement.” This corre- 
spondence indicates that the specifications were not made available in time to 
permit timely submission by all responsible suppliers (see III D). 


Ill, OTHER AREAS OF REVIEW AND INQUIRY 


A. In reply to questions concerning title and insurance, we were told that title 
passes at the point of transfer (f. a. s. or f. 0. b. point) directly from the vendor 
to the Government of Cambodia. The contractor, however, does have an insurable 
interest, since the material and equipment is under the custody and control of the 
contractor until the work is completed. Insurance is, therefore, written in the 
name of A. L. Dougherty Overseas, Inc. This explanation appears to be in accord- 
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ance with the terms of the contract; abstracts of applicable contract provisions 
are included in our working papers (see III A). 

B. The contractor purchased $155,235.19 of spare parts for Euclid equipment. 
Since the bulk of the Euclid equipment was rebuilt equipment purchased from 
A. L. Dougherty & Co., we suggest that the contractor be required to justify the 
reasonableness of the quantities of spare parts purchased. We were unable to 
determine from the available records how the contractor determined the need 
for the quantities ordered. The manufacturer’s lists of recommended spare parts 
were not available in the files. Excessive purchases of Euclid spares would indi- 
eate that the rebuilt equipment purchased from A. L. Dougherty & Co. might have 
required extensive overhaul (see II A-36). 

Mr. Harpy. Thank you, Mr. Sullivan. 

Do the members of the committee have any questions of Mr. 
Sullivan ? 

Mr. Knox. No. 

Mr. Buiarnix. No questions. 

Mr. Harpy. Thank you, Mr. Sullivan. 

Now Mr. Cain. 


TESTIMONY OF MARTIN CAIN, JUNIOR AUDITOR, GENERAL 
ACCOUNTING OFFICE, CHICAGO, ILL. 


Mr. Reppan. Mr. Cain, would you please give the reporter your 
full name and your address? 

Mr. Cary. Martin Cain. My address is 3806 South Oak Park 
Avenue, Berwyn, Ill. 

Mr. Reppan. And you are also employed by the General Accounting 
Office / 

Mr. Carn. Right. 

Mr. Reppan. In what capacity, sir? 

Mr. Carn. Iam employed asa junior auditor. 

Mr. Reppan. In the Chicago office? 

Mr. Cain. In the Chicago regional office. 

Mr. Reppan. And how long have you been so employed ? 

Mr. Cain. I have been employed by General Accounting Office 
since June of 1954. 

Mr. Reppan. Could you give the committee just a brief statement 
as to your educational background ? 

Mr. Carn. I am a graduate of Loyola University of Chicago, IL, 
and I have majored in accounting, ‘and upon graduation I went to 
work for the General Accounting Office. 

Mr. Reppan. Now, in connection with your assignment to work 
for this committee, have you examined the books of account of the 
sole propri ietorship to trace the titles and acquisition costs and selling 
prices of the 40 pieces of used equipment which the Dougherty Co. 
sold to the Cambodian Government that we have just been discussing 
here ¢ 

Mr. Cain. Yes, sir. 

Mr. Reppan. I will hand you your work papers, Mr. Cain, and ask 
you whether or not you have examined those work papers and pre- 
pared certain schedules or charts which will show the acquisition 
costs of the 40 pieces of used equipment and the sales price, the 
succession of title, and the gross profits. 

Mr. Carn. Yes, sir. I have examined these papers, and I have 
prepared the schedules you spoke of. 
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Mr. Reppan. Do you have a copy of the charts there? 

Mr. Carn. No; I don’t believe I do, sir. 

(Mr. Reddan handed a document to Mr. Cain.) 

Mr. Reppan. Now, these 40 pieces of equipment included 9 Euclid 
bottom dumps—or perhaps you had better take your schedules there 
and just run through them and describe for the committee what this 
equipment consisted of, how you have identified it, and how you have 
traced it. 

Mr. Catn. Do you want me to run through all of these schedules 
or just go through one schedule to show the 

Mr. Reppan. No, go through all of the schedules, if you will. 

Mr. Harpy. Why don’t we take them one at a time? I don’t 
know if we need to go through all of them. 

Mr. Reppan. Allright. Take the first one. 

Mr. Carn. Well, the first schedule is schedule A. It’s headed “Title 
Succession of Dougherty Used Equipment Sold to the Cambodian 
Government on October 1, 1956.” Nine Euclid bottom dump trucks, 
serial Nos. 11708 

Mr. Harpy. I think we could skip those. You have got the serial 
numbers listed there? 

Mr. Carn. Right. 

Mr. Harpy. Let’s go ahead then. 

Mr. Carn. These bottom dump trucks were manufactured by Gen- 
eral Motors, Euclid division, distributed by Clark Wilcox, Inc., and 
sold to Carlos Bianchi & Co., from Clark Wilcox, Inc., for $211,180 
during the months of March, April, May of 1951. 

On August 25, 1953, they were sold for $125,550 to A. L. Dougherty 
Co. as used equipment. 

Mr. Reppan. Now, that is the sole proprietorship, A. L. Dougherty 
Co. ? 

Mr. Carn. Right. Yes, sir. Four of these pieces of equipment 
were sold for $40,000, which was 72 percent of the original cost to the 
sole proprietorship, to a joint venture of Winkelman-Dougherty Co. 

These same 4 pieces of equipment on September 9, 1956 were trans- 
ferred for $26,000 book value, which was 47 percent of the original 
cost to the sole proprietorship, to Dougherty Overseas, Inc. 

Mr. Reppan. That is the Liberian Corp. ? 

Mr. Carn. Yes, sir. I might add that on July 1, 1955 this equip- 
ment was sold to Winkelman-Dougherty, the joint venture, and on 
May 3, 1956, the joint venture was brought out by Mr. A. L. Dougherty. 
And the books of the Winkelman-Dougherty joint venture were main- 
tained separately so the transfer was from the Winkelman- Dougherty 
books. But as of September 9, 1956, it was solely owned by Mr. A, L. 
Dougherty. 

The other 5 pieces of equipment remained on the sole proprietor- 
ship’s books and on September 9, 1956, were transferred for $6,975 
each book value, which was 10 percent of the original cost to the sole 
proprietorship. They were transferred to the Liberian Corp. 

Mr. Harpy. Now, then, that 10 percent of the original cost you 
referred to was 10 percent of the original cost to the sole proprie- 
torship ? 

Mr. Carn. Yes, sir. 
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Mr. Harpy. Which would mean that that was not much more than 
5 percent of the original cost to the first buyer as new equipment?. Is 
that right ? 

Mr. Carn. Yes,sir. That is approximately correct. 

Mr. Harpy. So these 5 particular pieces of equipment had been 
marked down to 5 percent of the original new values? 

Mr. Carn. Yes, sir. They had been depreciated on the books down 
to 5 percent of their original value. 

Mr. Reppan. Now, on October 1, 1956, they were sold to the Gov- 
ernment of Cambodia ? 

Mr. Carn. Yes, sir. 

Mr. Reppan. And who had title to them just prior to the sale? 
Who sold them to the Government of Cambodia ? 

Mr. Carn. As of October 1, 1956, sir, they were on the Liberian 
Corp.’s books. 

Mr. Reppan. And what was the sales price? 

Mr. Carn. The sales price was $168,251.48. 

Mr. Harpy. That was for these nine dump trucks? 

Mr. Carn. Yes, sir. 

Mr. Harpy. The sales price to the Cambodian Government was 
$168,251.48 2 

Mr. Carn. That is correct, sir. 

Mr. Harpy. But they were acquired by the Liberian Corp. from 
the sole proprietorship at a cost of $35,975; is that right ? 

Mr. Carn. That is the $26,000 plus the $6,000. 

Mr. Harpy. Yes. That is $31,000; I beg your pardon. 

Mr. Carn. Yes, sir. 

(Whereupon, Mr. Meader entered the hearing room.) 

Mr. Harpy. Let the record show the presence of Mr. Meader at 
this point. 

Off the record just a minute. 

(Discussion off the record.) 

Mr. Harpy. Back on the record. 

Is your next item six additional Euclid dump trucks? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And you traced those through a series of transfers and 
sales until they were transferred by the sole proprietorship to the 
Liberian corporation ; and then sold to the Government of Cambodia? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And they were transferred to the Liberian corporation 
for a total value of $17,957.72? 

Mr. Carn. Yes, sir. 

Mr. Harpy. That is right? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And sold by that corporation. And the Government 
paid for that same equipment $112,079.28 ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And then you have another one of two Caterpillar 
D-8’s that went through a series of sales and transfers, and finally 
the title was vested in the Liberian corporation ? 

Mr. Carn. Yes, sir. 
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Mr. Harpy. The cost to the Liberian corporation from the sole 
proprietorship represented a total of $8,125, plus $999.56, and they 
were paid for by the Government at a price of $20,494.60 plus 
$20,918.45; is that correct ? 

Mr. Carn. Yes, sir. 

Sir, on schedule C, I might add that the two footnotes are trans- 


Mr. Harpy. I have that noted in my book. 

Mr. Carn. Yes, sir. 

Mr. Harpy. I don’t believe there is any need of reading the rest of 
these. They are all similar, and without objection they will all be 
put in the record at this point. 
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(The documents referred to follow :) 


Exureir 10—CHArtTs oF TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT SOLD 
TO CAMBODIAN GOVERNMENT, OCTOBER 1, 1956 


TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,1956 


SCHEDULE A: Nine Euclid Bottom Dump Trucks. Serials: 11708, ' 
11885, 11886, 12328, 12333, 11713, 11887, 12330,¥ 
and 12334 ne 


General Motors, Euclid Division 
Manufacturer 


Clark Wilcox, Inc. 
Distributor 





March, April, May, 1951 


,_ Sold for $211,120 to Carlo Bianchi & Co. 


8/25/53 sold for $125,550 to 
A. L. Dougherty Company 


















11713, 11087, 12330, 1°33 
7/1/55 sold for $40,000 
(72% of original cost) to 
Winkelman - Doug 














12328, 12333 

9/9/56 transferred for 5 
$6,975 (bv) . 

(10% of original cost) 

y Overseas, Inc. 













9/9/56 transferred for 
$26,000 (bv) 

(47% of original cost) to 

Dougherty Overseas, Inc. 





10/1/56 sold for $168,251.48 
(134% of original cost) to 
Cambodian Government 


7“ 

Note: Sale price to Government of Cambodia was about 5 times (5106) . 

the amount at which the equipment had been transferred to the 
Liberian corporation three weeks before. 
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TITLE SUCCESSION OF DOUGHERTY USED EQUI>MENT 
SOLD TO CAMBODIAN GOVERNMENT OCTOBER 1,1956 


SCHEDULE B: Six Euclid Bottom Dump Trucks. Serials: 12318, 
12323, 12326, 12317, 12322, 12320 
Source: Dougherty Books of Account 











General Motors, Euclid Division 
Manufacturer) 












| L. B. Smith, Inc., Camp Hill, fa. 
Distributor) 





6/26/51 sold for $148,731 to 
A. L. Dougherty Co 





6/1/52 transferred for $105,557.70 
(bv) (69% of original cost) to 


A. L. Dougherty Overseas (Indiana) 








12323 and 12317 
7/1/55 sola for $20,000 
(40% of original cost) to 
Winkelman - Dougherty 


12320, 12318, 12326, and 12322 
1/1/56 transferred for $4,957.72 
(ov) (5% of original cost) to 
A.-L. Bo erty C 




















9/9/56 transferred for $13,000 
(bv) (26% of original cost) to 
ougherty Overseas, Inc. (Liberia) 


| 9/9/56 transferred for $4,957.72 
(ov) (5% of original cost). to 
bo erty Overseas, Inc. (Liberia 





10/1/56 sold for $112,079.28 
(75% of original cost) 
(75% of A. L. Dougherty Company 

original purchase price) 
to Cambodian Government 


NOTE: Sale price to Government of Cambodia was about 6 times (624%) the amount 


at which the equipment had been transferred to the Liberian corporation 
three weeks before. 
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TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,195 








(SCHEDULE : Two Caterpillar D-8's. Serials 2U16704 and 2U16705 


Ee 
aie 
% 


Caterpillar Tractor Company 
(Manufacturer 


Cassellini Veneable Corporation 





3/7/52 sold for $19,991.14 each to 
A. L. Dousherty Compan 


we 


6/1/52 transferred for $36,817.04 (bv) 
(92% of original cost) to 
A. L. Dougherty Overseas, Inc. 











2U1670 
7/1/55 sold for $12,500 
(63% of original cost) to 
Winkelman - Dougherty 


2U16705 
1/1/56 transferred for $999.56 
(ov) (5% of original cost) to 
A. L. Dougherty Compe 













9/56 transferred for $6,125 
(ov) (41% of original cost) to 
Dougherty Overseas, Inc. 


9/9/56 transferred for $999.56 
(ov) (5% of original cost) to 
Dougherty Overseas, Inc. 





10/1/56 sold for $20,494.60 


10/1/56 sold for $20,918.45 
(103% of original cost) to 
Cambodian Government 


(105% of original cost) to 
Cambodian Government 





NOTE: Sale price to the Government Note: Sale Price to Government of , 


of Cambodia was about 23 times Cambodia wes about 21 times 
(252%) the amount at which (2100%) the amount at which 
the equipment had been trans- the equipment had been trans- 
ferred to the Liberian cor- ferred to the Liberian cor- 


poration three weeks before. portation three weeks before. 








H 
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TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,1956 


, SCHEDULE D: Two D-8 Caterpillar Tractors. 


> 


Serials 2U16711 and 2026295 


Caterpillar Tractor Company 
Manufacturer 


McAllister Company 
Distributor 













2/22/52 & 1/15/52 one new for 
0,590.50 to A. I erty Compan 


due 


6/1/52 transferred for $35,234.82 (bv) 
(87% of original cost) to 
A. L. Dougherty Overseas, Inc. 


1/1/56 transferred for $2,029.52 (bv) 
(5% of original cost) to 
A. L. Dougherty Compan 


9/9/56 transferred for $2,029.52 (bv) 
(5% of original cost) to 
gherty Overseas, Inc. 


10/1/56 sold for $41,703.90 
(103% of original cost) to 
Cambodian Government 





Note: Sale price to Government of Cambodia was about 20 times 


(2055%) the amount at which the equipment had been transferred 
to the Liberian corporation three weeks before. 
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TITLE SUCCESSION OF DOUGHERTY USED 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,1 


SCHEDULE D-1: ‘Two D-8 Caterpillar Tractors. Serials 2U13543 


and 2019502 
. 
| Caterpillar Tractor Company 
Manufacturer 
2U1 3543 2U19502 
Cassellini and Company Jarry and Sons 
Distributor Distributor 









2/9/51 sold new for $20,850 


/17/56 sold used for $15, 
to. A. L. Dougherty Company 
for resale to Cambodia 


to"A. L. Dougherty Company 














6/1/52 transferred for 

$12,046.67 (bv) (58 of 
original cost) to 

- Le Dougherty Overseas 


10/1/56 sold for $20,918.45 
(139% of original cost) to 
Government of Cambodia 
Inc. 








1/1/56 transferred for 
$1,042.50 (bv) 


(5% of original cost) 





9/9/56 transferred for 
$1,042.50 (bv) 

(5% of original cost) to 

Dougherty Overseas, Inc. 


10/1/56 sold for $20,851.95 
(100% of original cost) to 
Government of Cambodia 


Note: Sale price to Government Note:Equipment was purchased 13 days 
of Cambodia was about 20 prior to sale to Government of “ 
times (2000%) the amount Cambodia. 
at which the equipment 
had been transferred to 
the Liberian corporation 
three weeks before. 


| 








| 
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TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, SCTORER 11956 
SCHEDULE E: Caterpillar D-8 Tractors. Serials 14A1536, 
14A1177, 144906, and 13A458 


Caterpillar Tractor Company 
(Manufacturer) 


1441538, 14A1177, 14A906 13A458 
Patten Tractor Company Penn Machinery Company 
Distributor Distributor 













July and Sept. 1955 leased 
with option for $2,200 a month 
to A. L. Dougherty Compan 


3/31/54 sold for $25,500 
to A. L. Dougherty Company 





February and May 1956 sold 7/1/55 sold for $12,500 (bv) 
used for $40,721 (49% of original cost) to 












9/9/56 transferred for $34,056 
(ov) (84% of original cost) to 
Dougherty Overseas 


9/9/56 transferred for’ $8,125 
(about 1/3 of original cost) 
gherty Overseas 





10/1/56 sold for $61,482 10/1/56 sold for $20,494 
(about 150% of original cost) (80% of original cost) to 
to Cambodian Government Cambodian Government 





Note: Sale price to Government of Cambodia was about 1+ times 
(124%) the amount at which the equipment had been trans- 
ferred to the Liberian corporation three weeks before. 
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TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,1956 


SCHEDULE F: Three Caterpillar D-12 Motor Graders. Serials 
872783, 817382 and 877771 










IT2753 
William Lubrect 
Contractor 


7/13/52 sold used for $8,000 
to A. L. Dougherty Company 








7/1/55 sold for $8,000 
(100% of original cost) to 
Winkelman - Dougherty 





9/9/56 transferred for $5,20 
(bv)(65% of contractor's cost 
to Dougherty Overseas, Inc. 





10/1/56 sold for $11,104.60 


(138% of original cost) to 
Cambodian Government 





Caterpillar Tractor Company 
Manufacturer) 












OT7302 and OT7771 
Jerry and Sons 
Distributor) 






7/25/51 sold new for $29,046 
to A. L. Dougherty Company 














| 6/1/52 transferred for 
$20,614.55 (bv) 
(71% of original cost) to 
- L. Dougherty Overseas, Inc. 















1/1/56 transferred for 
$1,452.30 (bv) 

(5% of original cost) to 

A. L. Dougherty Company 














9/9/56 transferred for 

$1,452.30 (5% of original 
cost) to 

Overseas, Inc. 


Doughert 








10/1/56 sold for $22,239.10 
(70% of original cost) to 
Cambodian Government 


Note: Sale price to Cambodian Note: Sale price to Cambodian Govern- 


Government was about ment was about 15 times (15424) 
twice (214%) the amount the amount at which the equip- 
at which the equipment had ment had been transferred to the 
been transferred to the Liberian corporation three weeks 
Liberian Corporation three before. 


weeks before. 








i 
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TITLE SUCCESSION OF DOUGHERTY USED EQUIPMENT 
SOLD TO CAMBODIAN GOVERNMENT, OCTOBER 1,1956 
SCHEDULE G: Nine Euclid Scrapers. Serials: 14153, 14154, 
14154, 14156, 14157, 14158, 14322, 14323 and 143204 


General Motors, Euclid Division 


Manufacturer 
L. B. Smith 
Distributor 
14153 through 14156 14322 through 1432 
11/1/52 sold for $131,700 to 1/1/54 sold for $7,950 to 
A. L. Dougherty Compan A. L. Doughert ompan 


7/1/55 sola for $108,000 


7/1/55 sold for $54,000 
(680% of original cost) to 
Winkelman - Doughert 


(82% of original cost) to 
Winkelman - Doug 















/9/56 transferred for $70, 
bv) (53% of original cost) td 
Dougherty Overseas, Inc. 


9/9/56 transferred for $35,100 
(ov) (442% of original cost) 
Dougherty Overseas, Inc. 





es 


10/1/56 sold for $172,334.28 10/1/56 sold for $86,167.14 
(131% of original cost) to (over 1000% of original cost 
Cambodian Government to Cambodian Government 





Note: The nine (9) scrapers were sold to the Cambodian Government tor’ 


about 2} times (245%) of the September 1956 A. L. Dougherty .°” 
book value. 


Mr. Harpy. Go ahead. 

Mr. Reppan. Your other charts here do cover the entire group of 
these items that were involved in this $925,000 plus sale? 

Mr. Carn. I would like to check that first, sir (examining document.) 

Sir, there were only 37 pieces represented by these schedules. 

Mr. Harpy. What was the total number? 

Mr. Reppan. Forty. 

Mr. Harpy. Forty pieces in the total transfer ? 

Mr. Carn. Yes, sir. 

Mr. Reppan. You did not include thetwoshovels? Is that right? 

Mr. Carn. That is correct. 

Mr. Reppan. Now, the other piece that was not included in there, 
I believe appears on your schedule D-1, which is a piece of equipment 
purchased by the Indiana corporation from an outfit known as Jerry 
& Sons; is that correct ? 


Mr. Carn. You say the other piece that was not included ? 
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Mr. Reppan. Yes. You havea total of 37 pieces of equipment. 

Mr. Carn. Yes, sir. 

Mr. Reppan. Now, in figuring that up, have you included that # 

Mr. Carn. Yes, sir, I have included both pieces on schedule D-1. 

Mr. Reppan. Was there any piece of nen ano for which there 
was no invoice? Can you look at your work papers and tell us? 

Mr. Carn. There were several pieces of equipment that had no in- 
voice; that was not available at the sole proprietorship’s office. 

Mr. Reppan. Well, could you explain to the committee the absence 
of three pieces of equipment from the charts which you have just 
testified chown ¢ 

Mr. Carn. Well, if I would be given an opportunity to look over my 
work papers, I could tell you what the other pieces were. 

Mr. Harpy. Take your time. 

Mr. Reppan. Surely. 

On schedule F there, I believe there is one motor grader missing. 

Mr. Carn. That could be serial No. 8T12394. 

Mr. Reppan. Yes, and from your papers there can you determine 
whether or not that is there ? 

Mr. Carn. Yes, sir, there was no invoice available for that par- 
ticular item. 

Mr. Reppan. And that was a motor grader which was sold to the 
Government of Cambodia by the Indiana corporation, and it does 
not appear in your schedule here ? 

Mr. Carn. It does not appear on the schedules here; that is correct, 
sir. 

Mr. Reppan. That is, it does not appear in the charts which you have 
just been testifying from ¢ 

Mr. Carn. Yes, sir. 

Mr. Reppan. Can you run through, from your working papers, and 
give us the information concerning that piece of equipment? 

Mr. Carn. That particular piece of equipment is a Caterpillar 
grader, No. 12. The serial number is 8T12394. It was sold to A. L. 
Dougherty Co. during January of 1954 for the amount of $10,500. It 
was sold to the Cambodian Government for an amount of $11,104.60. 

Mr. Harpy. What was the amount it was transferred to the Liberian 
Corp. for? 

Mr. Carin. When was it transferred ? 

Mr. Harpy. What was the amount charged for it on the transfer to 
the Liberian Corp. ? 

Mr. Carn. It was transferred at a book value of $2,100, but I donot 
know that it remained—of course, I could check—just a minute. 

It remained on the books of the sole proprietorship from the date 
of purchase to the date of transfer. 

Mr. Reppan. What was the date of the transfer to the Liberian 
Corp. ? 

Mr. Carn. It was September 9, 1956. 

Mr. Harpy. And ata value of how much? 

Mr. Carn. Twenty-one hundred dollars. 

Mr. Harpy. And it wassold by the Liberian Corp.—— 

Mr. Carn. For $11,104.60, 








} 
| 
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Mr. Harpy. Then, with that additional information, that brings 
your charts up complete as to all of the equipment involved in this 
used transfer ? 

Mr. Carin. Except these two new shovels. 

Mr. Harpy. Except the two new shovels; yes. 

I would like to refer further to your schedule D-1 for a moment. 
That covers two D-8 Caterpillar tractors. Will you quickly sketch 
the series of transfers and amounts involved on each of those two 
tractors ? 

Mr, Carn. They were manufactured by the Caterpillar Tractor Co. 
One of them was distributed by Cassellini & Co. That particular 
Caterpillar. tractor, on February 9, 1951, was sold new to the sole 
proprietorship. 

On June 1, 1952, it was transferred for $12,000-—— 

Mr. Harpy. What was the price of its new sale? 

Mr. Carn. Its new sale price was $20,850. 

On June 1, 1952, it was transferred for $12,046.67, book value, to 
the—let me see—to the Indiana Corp., which was at 58 percent of the 
original cost. 

On January 1, 1956, it was transferred for $1,042.50, book value, to 
the sole proprietorship, transferred back to the sole proprietorship, 
which was 5 percent of the original cost. 

On September 9, 1956, it was transferred for $1,042.50, which was 
5 percent of the original cost, to the Liberian Corp. 

On October 1, 1956, it was sold for $20,851.95 to the Government of 
Cambodia. 

Mr. Harpy. Go back over this with me for a moment. 
bought originally new by the sole proprietorship ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And some year and a half later it was transferred by 
the sole proprietorship to the Indiana Corp. ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. At 58 percent of its original new cost ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. One month later it was transferred back from the 
Indiana Corp.—no, that is, 4 years later. 

Mr. Carn. Yes, sir. 

Mr. Harpy. It was transferred back to the Indiana Corp. 

Mr. Carn. To the sole proprietor. 

Mr. Harpy. Wait a minute. It was sold in February of 1951 to the 
sole proprietorship. 

Mr. Carn. Yes, sir. 

Mr. Harpy. It was transferred at 58 percent of its new cost in June 
of 1952 to the Indiana Corp. ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And it was then again transferred back to the sole 
proprietorship ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. Having been depreciated down to 5 percent of its 
original cost ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And then, 8 months later, approximately—— 


Mr. Carn. Yes, sir. 





It was 
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Mr. Harpy. It was transferred at that same value to the Liberian 
Corp. # 

Mr. Carn. Yes, sir. 

Mr. Harpy. And that value was $1.042.50? 

Mr. Carn. Yes, sir. 

Mr. Harpy. And then, it was sold a few weeks later 

Mr. Cain. The reason for those transfers during 1956 being at the 
same amount was that the equipment was fully depreciated down to 
its scrap value, and no more depreciation was taken on it, so conse- 
quently the transfer in January was for the same amount as the trans- 
fer in September. 

Mr. Harpy. I see. But it then had been depreciated to scrap value, 
and actually was sold at $1.95 more to ICA than Dougherty paid for it 
new to start with ? 

Mr. Carn. That is correct, sir. 

Mr. Harpy. Now, will you trace the other one ? 

Mr. Cain. The other one was manufactured by the Caterpillar 
Tractor Co. and distributed by Jerry & Sons. 

On September 17, 1956, it was sold used for $15,000 to the sole 
proprietorship. 

On October 1, 1956, it was sold for $20,918.45 to the Government of 
Cambodia, which was 139 percent of its original cost. 

Mr. Harpy. That, then, was acquired just 15 days before it was 
sold to that ICA ? 

Mr. Catn. Thirteen days; yes, sir. 

Mr. Harpy. Thirteen days. Thirteen days before it was sold—— 

Mr. Mraper. You are sure they sold it used, Mr. Cain, but there is 
no indication of who used it. It looks like it came directly from the 
Caterpillar Tractor Co. through this distributor. It says “sold used.” 

Mr. Carn. When the sole proprietorship bought it, it was used 
equipment; yes, sir. 

Mr. Harpy. It was used equipment in the hands of the distributor ; 
is that right? 

Mr. Cain. The previous history on the machinery on this par- 
ticular item was not readily available. 

Mr. Harpy. It would not have been significant, either. 

So far as you know, this was the first time that Dougherty or any 
of his companies had title to it, when they acquired it from Jerry & 
Sons as used equipment ? 

Mr. Carn. Yes, sir. 

Mr. Meaper. Could I ask another question ¢ 

Mr. Harpy. Surely. 

Mr. Meaper. Mr. Cain, do the books reflect any pattern or formula 
for arriving at the cost at which the Government of Cambodia 
acquired this machinery ? 

Mr. Carn. No, sir. All the books were not available at the sole 
proprietorship. The Liberian Corp. books and many of the books of 
the Indiana Corp. were not available in Indiana. 

Mr. Meaper. What I am getting at is, in your study of the books 
and the prices at which these various transfers of title to the tractors 
and other equipment took place, was there any pattern that you could 
find? Why did they fix the price in the case of this D-8 Caterpillar 

24700—58—pt. 16 
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tractor 2U13543 at $20,851.95? Is there any explanation of the 
method of arriving at the price? 

Mr. Carn. I think the previous testimony brought that out. 

Mr. Harpy. I think the particular thing you are talking about is in 
exhibit 6, which has already been put in the record, which establishes 
manufacturers’ list price as being acceptable to ICA. 

Mr. Meaprr. There is nothing in the books that reflects this except 
this letter from ICA;; is that it? 

Mr. Carn. Yes. These selling prices that I obtained were obtained 
from the invoices that were billed by the Indiana Corp. 

Mr. Knox. Mr. Chairman, I would like to ask one question. 

Mr. Harpy. Yes. 

Mr. Knox. In your study of the books that were available, and 
also the contract which ICA entered into—— 

Mr. Carn. I did not study the contract, sir. 

Mr. Knox. You did not? 

Mr. Carn. No, sir. 

Mr. Knox. You did not know, then, whether or not the price was 
excessive of the original cost that was submitted by the Dougherty 
Co. in order to be able to sell this caterpillar tractor to the Cambodian 
Government for $1.95 more than its original cost ? 

I was wondering as to whether or not ICA was apprised of the 
original cost through some communication from Dougherty to ICA. 

Mr. Carn. I do not know that, sir. 

Mr. Knox. Do you not think we should know it ? 

Mr. Carn. Yes, sir. But the contract was not available. I was 
working on the sole proprietorship books, and that information was 
not available. 

Mr. Kwox. Mr. Chairman, I think we should have that information. 

Mr. Harpy. I think the key to that problem rests in the agreement 
of ICA to pay a certain percent of the then list price. Apparently, 
the price had increased considerably during this period of time, and 
ICA did not concern itself, apparently, with the original new cost, 
but was concerned with the new cost as of the date of the procurement. 

That would be my interpretation of the way this thing worked. 

Are there any further questions down there ? 

Mr. Blatnik? 

Mr. Buatntx. No questions. 

Mr. Harpy. Now, Mr. Cain, in connection with your examination 
of the Dougherty books, did you attempt to find out what was done 
in the way of overhauling or rebuilding any of this equipment? 

Mr. Carn. I was informed by Mr. Baumann, who is Mr. Dough- 
erty’s certified public accountant, and Mr. Dougherty, that the equip- 
ment as purchased was purchased for inventory, and that it was not 

attached—it was attached to particular equipment in the physical 
sense, but as far as allocating costs, it was not attached to any particu- 
lar equipment. 

Mr. Harpy. Parts, you mean? 

Mr. Carn. Yes, sir. 

Mr. Reppan. Was there any record of the Dougherty organization 
that you could find from which it could be determined what rebuild- 


ing or repairing or refurbishing of this equipment took place? 
Mr. Carn. No, sir. 
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Mr. Reppan. Did you ask for such records? 
Mr. Carn. Yes, sir. And Mr. Baumann informed me that it would 


be practically an impossible job to allocate the cost to any particular 
machinery. 


Mr. Reppan. Now, did you prepare a summary based upon your 
study of the Dougherty organization records? 

Mr. Carn. Yes, sir; I did. 

Mr. Reppan. And do you have that with you here, sir / 

Mr. Carn. Yes, sir. 

Mr. Reppan. Mr. Chairman, may we introduced that as exhibit 11? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 11 and follows :) 


ExuHisit 11—GENERAL ACCOUNTING OFFICE (HAMMOND, IND.) SUmMMaBY REPORT 


Mr. A. L. Dougherty operates and owns A. L. Dougherty Company as a sole 
proprietor. He organized the Corporation A. L. Dougherty Overseas, Inc. (an 
Indiana corporation solely owned by Mr. A. L. Dougherty), in the spring of 
1952 to carry out a project for the Federal Government in Newfoundland. 

On or about June 3, 1955, Mr. A. L. Dougherty entered into a Joint Venture 
with D. W. Winkelman Company, Ine. (called Winkelman-Dougherty, Joint 
Venture) to perform some work on the Indiana Toll Road for the State of 
Indiana, both parties contributing $50,000 cash. The Joint Venture bought prop- 
erty from A. L. Dougherty Company amounting to $349,375 and property from 
D. W. Winkelman Company, Inc., amounting to $497,947.93. Money was loaned 
to the Joint Venture by the two participating companies for use as working 
eapital. On May 3, 1956, Mr. A. L. Dougherty bought out D. W. Winkelman’s 
share in the Joint Venture (the work on the Indiana toll road was not yet com- 
pleted). The Joint Venture on June 3, 1955, chose to report its profits or losses 
on a completed job basis and filed a partnership return May 3, 1956, reporting 
the earnings from July 1, 1955, to May 3, 1956, and the amount received by 
D. W. Winkelman Company, Inc., for its share in the earnings as of May 3, 1956. 
The total income reported was $779,514.29, of which D. W. Winkelman Company, 
Inc., received $535,298.40, consisting of the following : 


Machinery and Equipment at Cost____.-_____---____ $497, 947. 93 
Less: Depreciation July 1, 1955, to May 31, 1956______ 102, 649. 53 


$395, 298. 40 
akan crete rth ihe diapaiaiip aloe ica ara eat th i ce a SE 140, 000. 00 


I ss as Sas cis ede ia eines ces ela le 535, 298. 40 


The Books of Winkelman-Dougherty Joint Venture were not incorporated into 
A. L. Dougherty Company’s books as of May 3, 1956, but were continued as a 
separate entity of Mr. A. L. Dougherty (they are currently being incorporated 
into A. L. Dougherty Company’s books at September 12, 1957). 

On or about September 1, 1955, Mr. A. L. Dougherty organized the Corporation 
Dougherty Overseas, Inc.’ (Liberia), a foreign corporation solely owned by Mr. 
A. L. Dougherty to carry out a Federal government contract in Cambodia. 

The 40 pieces of equipment for which depreciation charges were traced to the 
books and available tax returns flowed through the books of the various com- 
panies mentioned above. All Inter-Company transfers were made at book value. 
Equipment sold to Winkelman-Dougherty Joint Venture by A. L. Dougherty 
Company and A. L. Dougherty Overseas was reported by A. L. Dougherty Com- 
pany and A. L. Dougherty Overseas, Inc.,’ as long term capital gains. Winkel- 
man-Dougherty Joint Venture picked up the equipment on their books at cost 
to them on July 1, 1955; when Mr. A. L. Dougherty bought out D. W. Winkelman 
Company, Inc.’s share in the Joint Venture. Mr. Dougherty assumed the Joint 
Ventures basis. 

The 40 pieces of equipment were transferred from Winkelman-Dougherty’s 
Joint Venture books and A. L. Dougherty Company’s books to Dougherty Over- 


2 Not to be confused with A. L. Dougherty Overseas, Inc., the Indiana Corporation. 
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seas, Inc., on September 9, 1956, at Book Value. (All three companies solely 


owned by Mr. A. L. Dougherty at this date) and subsequently sold to the 
Government. 


(Title vested in Cambodian Government by Dougherty Overseas, Inc.) No 
depreciation charges were taken by Dougherty Overseas, Inc., on the equipment, 
and the capital gains on the equipment will be reported by Dougherty Overseas, 
Inc., when work in Cambodia is completed and the funds of the Corporation are 
brought back into the United States according to Mr. H. E. Baumann, CPA 
representing Mr. A. L. Dougherty. 


DEPRECIATION CHARGES 


Depreciation charges were taken in accordance with a verbal agreement made 
in 1952, with Mr. Whitney, of the Internal Revenue Department, according to 
Mr. H. E. Baumann, CPA. The agreement provided for setting up a salvage 
value of 10% of cost for used equipment and 5% of cost for new equipment, 
the balance to be depreciated over the useful life of the asset. Based on the 
examination of the books of the above companies it is believed that depreciation 
charges were taken in accordance with the agreement made with Internal Rev- 
enue. It was noted that depreciation on 7 pieces of equipment sold to the Joint 
Venture of Winkelman-Dougherty on July 1, 1955 by A. L. Dougherty Company 
were incorrectly computed for the period January 1, 1955, to July 1, 1955, and 
consequently capital gains for the year 1955 by A. L. Dougherty Company 
were understated by $3,892.50 (see schedule IV) with a corresponding under- 
statement of 1955 Depreciation Expenses. However, the above error will not 
affect the profits made by Dougherty Overseas, Inc., on the equipment sold to 
the government. 


Mr. Knox. Mr. Chairman, may we be briefed on the summary ? 

Mr. Harpy. I would suggest the members look it over. I think it 
would cover substantially what we have been through. I believe that 
is right; is it not, Mr. Cain? Is it not right that your summary covers 
substantially what your testimony has been this morning ? 

Mr. Carn. It covers a little bit about the organization of the various 
corporations, as I obtained information by interview from Mr. 
Baumann. 

Mr. Harpy. Do I understand that the information contained in your 
memorandum with respect to the corporate organizations of Mr. 
Dougherty was obtained by you from Mr. Baumann ? 

Mr. Carn. Yes, sir. 

Mr. Harpy. Did you have access to any records to determine the 
accuracy of it? 

Mr. ce No, sir, I did not. There was just personal interview 
material. 

Mr. Harpy. I believe it would be better to get that from Mr. 
Baumann. 

Mr. Meaper. Who is Mr. Baumann? 

Mr. Harpy. He will be the next witness. 

Mr. Meaper. Does he have an official position with Dougherty ? 

Mr. Harpy. Accountant. 

Mr. Meaper. He is accountant for the various enterprises, is he? 

Mr. Carn. I do not know his full position. I do not know whether 
he represents all the enterprises or any particular ones. I do not know 
sir. 

Mr. Meaper. Wait a minute. Did you confirm any of this cor- 
porate organization information with anyone besides Mr. Baumann, 


anyone who did have an official position with any of the Dougherty 
enterprises ? 
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Mr. Carn. During the interviews, Mr. Dougherty was present, and 
he referred me to Mr. Baumann to obtain the information. 

Mr. Harpy. Is there anything further? 

Mr. Knox. Mr. Chairman, I still think it would be in the best in- 
terests of the committee to get all the facts and be briefed by the wit- 
ness at this time as to the contents of his summary of his findings, so 
that when the accountant comes before us we will have some conception 
of what the GAO has found. Perhaps we will have to go back and 
start reading it all in the record. 

Mr. Harpy. I have no objection to doing that. I think we have 
covered everything except the corporate structure; is that right? 

Mr. Carn. Yes. 

Mr. Harpy. Will you tell us briefly what you found in terms of the 
corporate structure. 

Mr. Carn. I found that the Indiana corporation was formed some 
time in 1952, in the spring of 1952, to carry out a project for the 
Federal Government in Newfoundland. 

Mr. Knox. May I have the date again ? 

Mr. Carn. The exact date I do not know. It was in the spring of 
1952. That was the Indiana corporation, A. L. Dougherty Overseas, 
Inc. 

Mr. Harpy. Do you have the officers of it ? 

Mr. Carn. No, sir, I do not. 

Mr. Meaper. Do you know who the stockholders were ? 

Mr. Carn. I do not know exactly, sir. 

Mr. Meaper. You never looked at any of the books ? 

Mr: Carn. No, sir; these books were not available in Indiana. This 
was just a summary of information received from Mr. Baumann, to be 
able to tie in the transfer of the material to the different corporations 
and different enterprises of Mr. Dougherty. To do this, I had to 
know a little bit about the background of the companies. 

Mr. Meaper. But you never saw their charter or stock book? 

Mr. Carn. No, sir. 

Mr. Meraper. Or corporate documents ? 

Mr. Carn. No, sir. 

Mr. Harpy. That was not available in the office of their accountant? 

Mr. Carn. This was the office of Dougherty, the sole proprietorship, 
in Indiana, and I do not believe that information was available there, 
sir. 

Mr. Meaper. What was the principal office of A. L. Dougherty Over- 
seas, Inc., the Indiana corporation? What was the principal office 
of that corporation ? 

Mr. Carn. I believe that was in New York, sir. 

Mr. Meraper. Did you visit the office? 

Mr. Carn. No, sir. 

Mr. Harpy. Mr. Sullivan did visit that office. 

Did you, Mr. Sullivan, inquire about the corporate structure? I 
believe you were asked that earlier. 

Mr. Sutiivan. No, sir, I did not. I was asked that before. 

The scope of our work as to the Indiana corporation was twofold, 
really: No. 1, to find out the availability of the surplus equipment 
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on the open market; and, No. 2, to get some idea of the dollar differ- 
ence between low bids received and prices at which items were ordered. 

Beyond that, we did no work. 

Mr. Meaver. Do I understand, then, that at the headquarters or 
principal office of the A. L. Dougherty Overseas, Inc., neither you 
nor anyone else on behalf of the General Accounting Office asked to see 
the corporate records, the books ? 

Mr. Suxivan. Sir, I do not know how important this is. We were 
not working for the General Accounting Office, but on instructions 
from Mr. Woods. And, in accordance with instructions received, 
those were the two areas that we went into in the Indiana corporation’s 
New York office. 

Mr. Harpy. Actually, I think the committee might know this. I 
think we will have available the corporation books from the Dough- 
erty companies so we can review them here. 

Mr. Meaper. I just have a question about accepting in our record 
a summary based upon hearsay. I think the record should show that 
is all it is, and it should not be regarded as firsthand evidence of what 
the books are. 

Mr. Harpy. I think that is pretty clear from the discussion we 
have had. 

Mr. Cain, I believe you said it was based solely on information given 
you orally by Mr. Baumann and Mr. Dougherty. 

Mr. Carn. Yes, sir. 

Mr. Harpy. Is there anything further ? 

Mr. Knox. Do you have the date of the other corporations Mr 
Dougherty was interested in ? 

Mr. Carn. Yes. 

On June 3, 1955, Mr. Dougherty entered into this joint venture with 
D. W. Wishtbnan Co., Inc., called Winkelman-Dougherty joint ven- 
ture, and this was to perform some work on the Indiana toll road. 

Mr. Dougherty bought out the other participant in the joint venture 
on May 3, "1956, and from that date on the joint venture was solely 
owned by Mr. Dougherty. 

Mr. Knox. Where was this corporation set up? What was the home 
of the corporation ¢ 

Mr. Mraper. It was not a corporation; it was a joint venture, was 
it not ? 
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Mr. Cain. Yes. 

Mr. Knox. Well, what isthe home of the joint venture? 

Mr. Carn. I really do not know, sir. This information, as I said 
before, was just obtained so I could trace the flow, with a little under- 
standing of the various companies involved. 

Mr. Harpy. I think we will not have any difficulty getting this kind 
of information when we have Mr. Baumann and the principals i in his 
auditing company. 

Now, did you have something further, Mr. Reddan ? 

Mr. Reppan. Yes, I do. 

Mr. Cain, in connection with your examination, did you have an 
opportunity to examine the books of the Liberian corporation ? 

Mr. Carn. No, sir; I did not. 

Mr. Reppan. Did you examine any of the work papers of Mr. Bau- 
mann, based upon any transactions of the Liberian corporation ? 

Mr. Carin. Well, he presented me with a work paper showing from 
what books specific items had been transferred to the Liberian corpora- 
tion, and in conjunction with those papers I prepared my summaries 
from the books of the sole proprietorship. 

Mr. Reppan. Did you obtain a profit and loss statement from Mr. 
Baumann ? 

Mr. Carn. On what particular entity ? 

Mr. Reppan. On the Liberian corporation. 

Mr. Carn. No, sir; I did not. 

Mr. Reppan. Did Mr. Baumann give you any records or working 
papers reflecting the payment of commissions out of the amount of 
money received by the Indiana corporation in connection with the sale 
of this machinery ? 

Mr. Carn. No, sir; that information was obtained from the papers 
I received from Mr. Woods. 

Mr. Reppan. All right. 

Mr. Harpy. I believe there is no objection to including the summary 
in the record in the light of the testimony we have adduced. 

Mr. Knox. [have no objection. 

Mr. Harpy. Allright. If there is no objection 

Mr. Reppan. I would prefer to have your original report, rather 
than the typewritten copy. 

Mr. Carn. You want the schedule with the selling prices, and so on ¢ 
That is schedule VI. 

Mr. Harpy. This will be marked “Exhibit 12,” please. 
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EXuHIsiT 12—GENERAL ACCOUNTING OFFICE SCHEDULE VI, SCHEDULE OF EQUIPMENT 
SOLD TO THE GOVERNMENT BY DOUGHERTY OVERSEAS, INC., AND DETAILS OF PROFIT 
MADE ON THE SALE 




















Serial No. Book value | Invoice No. Selling Gross 
Sept. 3, 1956 and page price profit 
ESE Se Oar eae ; _..---| 1 $49, 670. 67 4152-1 $60, 465. 31 $10, 794. 64 
18561___ : jnciaciege come. xi an 4152-2 70, 190. 31 3, 299. 18 
11713_- 2S soccueacaat (OG eS 4152-3 18, 679. 88 12, 179. 88 
12318_.- euciai a 4 ----| 1 1, 239. 43 4152-3 18, 679. 88 17, 440. 45 
12323__ ss 2 6, 500. 00 4152-3 18, 679. 88 12, 179. 88 
12320_ ~--| 11,239. 43 | 4152-3 18, 679. 88 17, 440. 45 
11886_ éwttiiga 4 ns 4152-3 | 18, 679. 88 17, 284. 88 
tS Ser 2 6, 500.00 | 4152-3 | 18, 679. 88 12, 179. 88 
ee... a ail 11,395.00 | 4152-3 | 18, 679. 88 | 17, 284. 88 
12326- : 3 1 1, 239. 43 4152-3 | 18, 679.88 | 17, 440. 45 
12317_ ae 2 6, 500. 00 4152-3 18, 679. 88 12, 179. 88 
12322_- 1 1, 239. 43 4152-3 | 18, 679. 88 | 17, 440. 45 
12334_ | 26,500.00 | 4152-3 | 18, 679. 88 12, 179. 88 
ik ce See | 11,395.00 | 18, 679. 88 17, 284. 88 
11887_.- a ----| 26,500.00 | 2-3 | 18,679.88 | 12, 179. 88 
2U-16704_..._._....- bees ----| 28,125.00 | 20, 494. 60 12, 369. 60 
a Ee ego | 116,924.05 | 20, 494. 60 3, 570. 55 
13A—458__ --| 28, 125.00 | 2-! 20, 494. 60 | 12, 369. 60 
14A-1177_.__- --| 111,507.85 | 4152-5 | 20, 494. 60 | 8, 896. 75 
14A-906_- ae a g --| 15,534.10 | 4152-5 | 20, 494. 60 14, 960. 50 
8T-2783_- a : | 25, 200.00 | 4152-4 | 11, 104. 60 | 5, 904. 60 
etal aster psinniiascnl ae 1 2, 100. 00 . | 9, 004. 60 
eae os Saas | 211,700.00 4152-4 | 17, 022. 38 
AES aS en ‘ | 211, 700. 00 4152-4 | 17, 022. 38 
14154_- .-| 211, 700.00 4152-4 17, 022. 38 
14324. 5 __| 211,700.00 4152-4 | , 17, 022. 38 
14156 ps --| 211,700.00 | 4152-4 | 28, 17, 022. 38 
| eee .-| 211, 700.00 | 4152-4 | 28, 722. 38 | 17, 022. 38 
cts _| 211, 700.00 4152-4 | 28, 722. 38 17, 022. 38 
aT... nied | 211,700.00 | 4152-4 | 28, 722.38 17, 022. 38 
a eS Bekah _..--| 211,700.00 4152-4 | 28, 722. 38 17, 022. 38 
2U-16705- Se call : _ 1 999. 56 4157-3 | 20, 918. 45 19, 918. 89 
2U-19502_- J i 1 15, 000. 00 4157-3 | 20, 918. 45 5, 918. 45 
20-10905. =. .....- 1 978. 40 4152-6 | 20,851.95 19, 873. 55 
2U-16711_-- | 141,051.12 4152-6 | =: 20, 851. 95 19, 800. 83 
2U-13543__- ee 1 1, 042. 50 4152-6 | 20, 851.95 | 19, 809. 45 
eg , : So 1 726. 15 | 4152-5 11, 119. 55 10, 393. 40 
8T-7771.. bes io 1 726.15 | 4157-2 | 11, 119. 55 | 10, 393. 40 
a oe eR a as ‘5 1 1,395.00 | 4157-1 | 18, 746. 16 17, 351. 16 
12331 | 
de Poe ; : . 1 1, 395. 00 4157-1 18, 746. 16 17, 351. 16 
Big Tears 3 4152-3 | 3, 030. 00 3, 030. 00 
Tm 3 4152-3 2, 281.00 | 2, 281. 00 
| a ne 350, 924. 40 4926, 112. 85 | 575, 188. 45 
Gross profit. -o< coca | 575, 188. 45 
10 percent commission ¢.- sguacakebut ; | 92, 611. 28 
Net profit on sale_........-_-- ake einen a ed 482, 577.17 


1 Shipped to Cambodia from A. L. Dougherty Co.’s books. 


.- Shipped to Cambodia from Winkelman Dougherty’s books—Solely owned by A. L. Dougherty as of 
May 3, 1956. 


3’ Dragline buckets not capital asset. 
410 percent commission paid (see Mr. Baumann’s papers). 


Mr. Harpy. Mr. Sullivan, I had one other question for you. In 
your examination of the books and records of the Dougherty Co., did 
you attempt to ascertain whether or not competitive bids were solicited 
or received by the Dougherty Co. in connection with material or equip- 
ment such as he sold to the Cambodian Government as used equipment ? 

Mr. Suuurvan. As I recall, there were two exceptions, but we could 
find no evidence of solicitation of bids. There was a solicitation of 
prices so they would be able to arrive at the billing price to ICA. 

Mr. Reppan. From whom were those prices solicited ? 

Mr. Sutiivan. McAllister Equipment Co., and Gilboers Equip- 
ment Co. 

Mr. Reppan. Do you have the addresses of those two companies? 


ee ee 
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Mr. Sutiivan. McAllister Equipment Co., 1615 North Mannheim 
Road, Melrose Park, Chicago, Il. 

Gilboers Equipment Co., 7625 South Kedzie Avenue, Chicago 29, 
Til. 

Mr. Mraper. Mr. Sullivan, you say those were requests for prices 
on equipment ? 

Mr. Sutiivan. Yes, sir. 

Mr. Meapver. But not solicitation of bids for selling the equipment. 

Mr. Sutiivan. That is right. 

Mr. Meaper. And what equipment was covered by that correspond- 
ence# All of the equipment we are talking about. 

Mr. Sutxiivan. Could I sort of summarize the thing? I think it 
would clarify what you want to know, sir. 

On the drag line buckets and the Euclid equipment, the Euclid bot- 
toms and the Euclid scrapers, we found no evidence there was solici- 
tation of vendors for actual purchase of quantities. I might remind 
you, the purpose of our work was to determine the availability of this 
equipment on the open market. We therefore attempted to get all the 
information that was supplied by potential suppliers, and whether or 
not they had been requested to ask whether they could deliver certain 
quantities. 

Mr. Knox. At that point, may I ask you if the suppliers of equip- 
ment were requested to inform the Dougherty Co. of the availability 
of the equipment at their respective outlets? 

Mr. Sutivan. I saw no evidence of that, sir, in these cases. 

Now, there are two instances where part of the requirements were 
filled through actual purchases, and part were filled through used 
equipment. 

Now, in those two instances, there were evidences that this equipment 
was avaiable on the open market. The exact equipment involved—— 

Mr. Knox. Did any of the companies list the prices of their respec- 
tive equipment that they had on hand? 

Mr. Suttivan. Well, we could take the used equipment and divide 
it into two groups: For one group, all I find is price information, no 
information on the availability of quantities; and I believe the base 
os of that was to obtain the information so that they would 

ave a billing price, be able to take the 65 percent and the 70 percent 
to bill ICA. 

Now, in two instances, crawler tractors and motor graders, there 
were definite quotations with definite quantities. There was solicita- 
tion of potential vendors. And, if memory serves me correctly, some 
‘ those items were filled both from used equipment and from pur- 
chases. 

Mr. Harpy. Mr. Cain, in the course of your examination of the 
records, the Dougherty records, in connection with this transfer of 
equipment, did you secure information which enabled you to compute 
the net profit which accrued to the Liberian corporation as a result 
of this sale? 

Mr. Carn. From the available records at the sole proprietorship, and 
from information given to me by Mr. Woods, I was able to compute the 
net profit on the sale. 

Mr. Reppan. Mr. Cain, will you look at those documents and see 
whether or not those are the ones from which you prepared the 
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schedule which you have in front of you now with respect to net and 
gross profits. 

Mr. Carn. Yes, sir. 

Mr. Harpy. Now, what are they ? 

Mr. Carn. These are work papers that were prepared by Mr. Bau- 
mann, the CPA. 

Mr. Reppan. Mr. Chairman, those include work papers and photo- 
stats of the books of the Liberian corporation. 

Mr. Harpy. You are going to put those in the record ¢ 

Mr. Reppan. We are going to put them in with the next witness, 
ery them by Mr. Baumann. 

= iliser: From those papers, you computed a net profit which 
se to the Liberian corporation? 

Mr. Carn. Yes, $482,587.17. 

Mr. Harpy. Do you know whether that figure appeared on the books 
of the corporation ¢ 

Mr. Carn. No, sir, it did not. 

Mr. Harpy. Did you determine whether or not that profit was a net 
profit after payment of commissions? 

Mr. Carn. That was a net profit after payment of commission, yes, 
sir. 

Mr. Harpy. Did you make any determination as to whether commis- 
sions were paid, and if so, the amount ? 

Mr. Carn. Again, from information presented to me by Mr. Woods. 

Mr. Harpy. From information contained on those sheets that will 
subsequently be identified ? 

Mr. Carn. Yes, sir. Yes, sir, the commission on those sheets was 10 
percent of the gross profit of $92,611.28. 

Mr. Harpy. Thank you. 

I think maybe we should have had these identified first, but we will 
have to do it with the next witness. 

Mr. Reppan. And the documents that the witness is referring to 
will be exhibit 13A, when we have the next witness come on. They 
are photostats of records of the Liberian corporation. 

Mr. Knox. At that point, Mr. Reddan, I wonder if we can determine 
as to who received the commission. 

Mr. Reppan. Yes, sir. 

Do those records ‘contain a list of the persons who received a com- 
mission on the sale of this equipment? I am now referring to what 
will be exhibit 13A. 

Mr. Carn. Yes, sir, they do. 

Mr. Harpy. Will you read the list of individuals, or companies, or 
corporations that received commissions on the sale, together with the 
amounts they received. 

Mr. Carn. Framak Service Corp. received $21,000. 

Witmac Corp. received $16,458.46. 

A. F. Axelrod Co., Inc., received $20,000. 

W. H. McPheters received $3,152.82. 

The Agencia Industrial C por A, I believe it is, received $32,000. 

Those figures add up to the total of $92,611.28. 

Mr. Knox. May I inquire as to whether or not Mr. Dougherty is 
financially interested in any of the companies that received commis- 
sions. 
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Mr. Carn. I do not know, sir. 

Mr. Harpy. Off the record for a minute. 

(Discussion off the record.) 

Mr. Harpy. Gentlemen, you may be excused for the time being. 

(Witnesses temporarily excused.) 

(The General Accounting Office subsequently supplied the sub- 
committee with the following information :) 


UNITED STATES GENERAL ACCOUNTING OFFICE, 
REGIONAL OFFICE, 
New York, N. Y., November 27, 1957. 
Subject: A. L. Dougherty Overseas, Inc. 
Mr. W. Woops, 
International Operations Subcommittee, 
Washington, D.C. 


DEAR Siz: On November 15, 1957, we visited A. L. Dougherty Overseas, Inc., 
and discussed with Mr. John Armstrong the procurement of the heavy construc- 
tion equipment under the ICA contract. 

Our questions and Mr. Armstrong’s replies follow : 

1. Question: Did you seriously consider bids made by firms other than 
the ones to whom the purchase orders were issued? 

Reply: To the best of his knowledge, all bids were considered. Early in the 
procurement there may have been some criticism of the procurement. At the 
outset it was necessary to make a study of the equipment types before pre- 
paring the specificattions. As a result, they were not immediately available for 
submission to vendors. Some vendors did not submit timely proposals, never- 
theless all bids received were considered before the awards were made. 

2. Question: Were bids solicited for the types of equipment ultimately pur- 
chased from A. L. Dougherty & Co.? 

Reply : No bids were solicited for the Euclid dumps and serapers. The Cater- 
pillar tractors and graders could have been purchased on the open market. 
Funding, however, was a consideration at the time. Sufficient funds were not 
available and Mr. Dougherty was spending his own money to prevent a delay on 
the job since he had no authority to make commitments beyond the funds avail- 
able. The Euclid and Caterpillar equipment were available in Mr. Dougherty’s 
own shop. Through arrangement with ICA, A. L. Dougherty Overseas, Inc., 
purchased the equipment from A. L. Dougherty Co. 

3. Question: Did Michael Baker, Jr., specify the types of equipment and ap- 
prove the specifications of the equipment purchased, as provided in the contract? 

Reply: Michael Baker, Jr., submitted only an equipment list. Detailed pur- 
chase specifications were not submitted to Michael Baker, Jr., nor was approval 
obtained. 

4. Question: Why did you purchase only Caterpillar equipment although 
vendors submitted lower bids en other equipment of the same type? 

Reply: Caterpillar is the leader in its field. Equipment of other manufac- 
turers were considered but Caterpillar’s were purchased because it would be 
cheaper over the long run despite the higher initial cost. He had found, from 
his long experience, that the Caterpillar equipment had less “down time” (layup 
for repairs) than the other equipment. 

5. Question: How did the contractor determine the need for spare parts 
purchased in significant quantities for some equipments? 

Reply: The initial supply of spare parts was based on the manufacturer’s 
specifications which were screened by Mr. M. Lyons, master mechanic employed 
by A. L. Dougherty & Co. Later purchases of spare parts were made on the 
basis of requisitions submitted from the job site in Cambodia. 

We solicited these replies from Mr. Armstrong to attempt to further clarify 
the information we obtained previously. 

Sincerely yours, 
HERBERT LARSON 
(For Robert Drakert, Regional Manager). 


Mr. Harpy. Mr. Baumann, will you come up, please. 
(Whereupon, Harold E. Baumann was called as a witness and was 
duly sworn by Mr. Hardy.) 
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TESTIMONY OF HAROLD E. BAUMANN, CERTIFIED PUBLIC 
ACCOUNTANT, NEWARK, N. Y. 


Mr. Reppan. Mr. Baumann, will you please give the reporter your 
name and address. 

Mr. Baumann. Harold E. Baumann, 149 Pierson Avenue, Newark, 
N. Y. 

Mr. Reppan. Where is your office located ? 

Mr. Baumann. It is at 211 West Avenue, Newark, N. Y. 

Mr. Reppan. You are a certified public accountant ? 

Mr. Baumann. I am. 

Mr. Reppan. In the State of New York? 

Mr. Baumann. And the District of Columbia. 

Mr. Reppan. And the District of Columbia. 

How long have you been a certified public accountant ? 

Mr. Baumann. Since 1950 or 1951; I do not remember which. 

Mr. Reppan. Are you employed by the Dougherty organization ? 

Mr. Baumann. I am employed as an independent accountant; yes. 

Mr. Reppan. All right. Would you tell us just what the nature of 
your employment is. 

Mr. Baumann. I come in—— 

Mr. Reppan. And how long you have been so employed, sir. 

Mr. Baumann. I would say since about the middle of 1952. And 
I come in sometimes twice a year, but generally once a year, to assem- 
ble a consolidated balance sheet for the individual companies, which 
is used in obtaining credit and for bidding purposes. 

And I also make frequent visits to the various locations in an 
effort to try to keep the bookkeepers from going—from obtaining Mr. 
Dougherty’s money without his knowledge. 

Mr. Reppan. And you have been doing that since—— 

Mr. Baumann. Since 1952. 

Mr. Reppan. Since 1952. Continuously ? 

Mr. Baumann. Yes. 

Mr. Harpy. What you do then, in a general way, is supervise the 
bookkeeping of all of his organizations? 

Mr. Baumann. No, sir; I come in only at the year end. 

Mr. Harpy. I understood you to say you did periodically, to keep 
the bookkeepers 

Mr. Baumann. That is on the field offices, generally on their con- 
struction projects. And we did have the misfortune that one book- 
keeper did get away with some money, because I did not get over often 
enough. 

Mr. Harpy. So you do have a responsibility, then, for general super- 
vision to the keeping of the books and records of his corporations / 

Mr. Baumann. That is right. 

Mr. Reppan. How often do you visit the field ? 

Mr. Baumann. There is no set schedule. In 1957 it was quite fre- 
quent. 

Mr. Reppan. Where did you visit in 1957 ? 

Mr, BaumANN. Hammond, Ind., and in New York. 

Mr. Reppan. You do not mean that you visited any of the overseas 
operations, for instance, in Cambodia? 

Mr. Baumann. No. 
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Mr. Reppan. What offices in Hammond, Ind. ? 

Mr. BAuMANN. At 3333 Sheffield Avenue. 

Mr. Reppan. I said which offices. The office of which company ? 

Mr. Baumann. A. L. Dougherty Co. That was primarily the office 
of Winkelman-Dougherty Co. When Mr. Dougherty purchased the 
Winkelman venture, that became his home office for the A. L. Dough- 
erty Co. 

Mr. Reppan. The various members of the committee have asked for 
information with respect to the structure of these various organi- 
zations. 

From your employment and your work with the companies, are 
you qualified to answer the committee’s questions concerning that 
structure ¢ 

Mr. Baumann. I think so. 

Mr. Reppan. All right, if you will then tell the comumnittee briefly 
how these organizations fit in, and what the operation of each com- 
pany is, please, sir. 

Mr. Baumann. A. L. Dougherty Co. is a sole proprietorship. Ex- 
actly how long it has been in business, I cannot say, but certainly 
back in the 1940’s it was in business. 

A. L. Dougherty Overseas 

Mr. Mraper. Wait a minute, please, before you leave the company. 

Under what State is that registered ? 

Mr. Baumann. It is a sole proprietorship. They have always oper- 
ated in the State of Indiana. 

Mr. Meappr. Do you happen to know whether the laws of Indiana 
require registration of an assumed name ? 

Mr. Baumann. I do not. 

Mr. Mraper. But you understand the homesite or home office of the 
sole proprietorship, the A. L. Dougherty Co., is Indiana ? 

Mr. Baumann. That is correct. 

Mr. Meaper. And as to any documentary evidence of the name, you 
are not familiar with it? 

Mr. Baumann. No. 

Mr. Meraper. At any rate, it was in existence before you were em- 
ployed as an accountant ? 

Mr. BauMANN. Fora good many years; yes. 

A. L. Dougherty Overseas—— 

Mr. Mraper. What would be the home address of it ? 

Mr. Baumann. It is now 3333 Sheffield Avenue, Hammond, Ind. 

Mr. Meaper. Was it at the time you commenced working for Mr. 
Dougherty ? 

Mr. Baumann. No, it was 403 Guaranty Building, Indianapolis, at 
that time. 

Mr. Meaper. And it became the Sheffield address after the Winkel- 
man-Dougherty joint venture terminated ; is that correct ? 

Mr. Baumann. That is right. In, I believe, 1955, Mr. Dougherty 
moved his office to Chicago, intending to adopt a Chicago address, 
and he had rented office space on S. Torrance Avenue in Chicago, but 
that did not work out well, so when he had bought the joint-venture 
location, he adopted that as his home office. 

The Indiana corporation, A. L. Dougherty Overseas, Inc.—I be- 
lieve the date is May 28, 1952, but I cannot be sure about the date. It 
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was formed for the purpose of performing certain Government work 
in Newfoundland, hae was completed in about 1954 or 1955—1955, 
I believe. And since that time, it has been virtually dormant, except 
that they are now engaged in 1 joint venture in the Azores with 2 
other Kentucky corporations. 

Mr. Reppan. You say the Indiana corporation is now dormant? 

Mr. Baumann. It was virtually dormant, except for this joint 
venture. 

After the termination of the Newfoundland contract, they had no 
work until they entered a joint-venture agreement in 1955 or 1956 
with 2 Kentucky corporations. 

Mr. Reppan. What group isthat? Tyler Breslin? 

Mr. Baumann. Yes, sir. 

Mr. Reppan. What type of joint venture were they engaged in 
there? 

Mr. Baumann. It was work at Santa Maria, Azores, work on an air- 
base there. 

Mr. Reppan. Go ahead: 

Mr. Meaper. Before you leave the A. L. Dougherty Overseas, Inc., 
the Indiana corporation, what was the home office of that company ? 

Mr. Baumann. It is listed as 115 Broadway, New York. 

Mr. Meaper. And always has been, to your knowledge? 

Mr. Baumann. Yes, sir. 

Mr. Meaper. And you have seen the corporate documents of that 
company ; have you? 

Mr. Baumann. Yes, sir; that is their attorney’s office in New York. 

Mr. Meaper. That is their attorney’s office in New York ? 

Mr. Baumann. Yes. 

Mr. Meaper. And do you know about the beneficial ownership 
or 





Mr. Baumann. It is solely owned by Mr. A. L. Dougherty. 

Mr. Meaper. Solely owned? It may have 1 or 2 qualifying share- 
holders ¢ 

Mr. Baumann. No, sir, solely owned. 

Mr. Mraper. He owns all the stock, 100 percent of it / 

Mr. Baumann. One hundred percent of the stock. 

Dougherty Overseas, Inc., the Liberian corporation, was formed, 
I believe, in early September of 1956. And Mr. Dougherty is the sole 
owner of that corporation also. 

Mr. Mrapor. And what is the home office of that company, that 
corporation ¢ 

Mr. Baumann. It is considered 420 Lexington Ave., New York 
City. 

Mr. Meaper. What do you mean “considered” ? 

Mr. Baumann. Well, I have never seen any official document say- 
ing where the home office was. 

Mr. Meaper. You have not seen the corporate documents for 
Dougherty Overseas, Inc. ? 

Mr. Baumann. No, sir. 

Mr. Meraper. How do you know that he is the sole owner of the 
stock, then / 

Mr. Baumann. From discussions with his attorney. 

Mr. Meaper. Who is his attorney ? 
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Mr. Baumann. Nevius, Jarvis & Pelz. 

Mr. Meaper. And, as far as you know, they handled the incor- 
poration of Dougherty Overseas, Inc.¢ __ 

Mr. BauMANN. Yes, sir; they and Prentice Hall, Inc. 

Mr. Meraper. And they also handled the Indiana corporation, A. L. 
Dougherty Overseas, Inc. ? 

Mr. Baumann. I believe they did. I think it was a different part- 
nership at that time. I think it was Nevius, Brett & Kellogg, at 
that time, but still it was the same firm. 

Mr. Meraper. As far as you know, they have been his attorneys 
as long as you have been his accountant ; correct ¢ 

Mr. Baumann. Yes, sir, before that. 

Mr. Harpy. Did they not give two separate addresses for the New 
York offices of these corporations ? 

Mr. Baumann. Yes, sir. The 420 Lexington Ave. office is the 
Cambodian project office, in the Graybar Building, in New York. 

Mr. Meaver. But the Indiana corporation has only the office of the 
lawyers that incorporated the company, so far as you know ? 

Mr. Baumann. That is right. 

Mr. Meaper. The Indiana corporation has no actual working of- 
fices in New York City ? 

Mr. Baumann. Their work is also done in the Lexington Ave. 
office. 

Mr. Meaner. I see. 

Mr. Harpy. What evidence is there that the Liberian corporation’s 
office is on Lexington Avenue / 

Mr. Baumann. Very little evidence. 

Mr. Harpy. What is it? 

Mr. Baumann. It is general knowledge in the company, and the 
various individuals in the company tell me that is where their office 
is, so I assume that is it. 

Mr. Harpy. How many people are employed in that office ? 

Mr. Baumann. Lam not certain. I would say about 10. 

Mr. Harpy. Are they all paid by checks on the Liberian corpo- 
ration ¢ 

Mr. Baumann. I cannot tell you that, sir. 

Mr. Harpy. Do you not go over those books? 

Mr. Baumann. Not in the New York office; I have not in detail. 

Mr. Harpy. Do you not prepare the income tax returns for Dough- 
erty’s various interests ? 

Mr. Baumann. No, sir. 

Mr. Harpy. Do you prepare any of them ? 

Mr. Baumann. No, sir, I prepare the financial statements for his 
credit purposes, and his bidding purposes. 

Mr. Meaper. But you have had no connection with his income-tax 
returns ¢ 

Mr. Baumann. No, sir. He has always had an income-tax man in 
his own organization. 

Mr. Mraprer. Going back to the Indiana corporation, you mentioned 
a New York office, but where is the home office in Indiana? I am 
talking about the corporation A. L. Dougherty Overseas, Inc., an 
Indiana corporation. It must have a home office in Indiana to be 
incorporated in Indiana. Where is it ? 
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Mr. Baumann. It must have been in the Guaranty Building before 
I came with them, the same place that his A. L. Dougherty company 
was. 

Mr. Meaper. In Indianapolis, you mean ? 

Mr. Baumann. Yes. 

Mr. Mraper. You do not know that for sure; you just assume it? 

Mr. Baumann. No, I do not. 

Mr. Meraper. And you do not, I presume, know where the home 
office in Liberia of the Liberian corporation is ? 

Mr. Baumann. No. 

Mr. Harpy. Have you ever made any audit of the books of the 
Liberian corporation ? 

Mr. Baumann. No, sir, only of the one bank account, the State Bank 
of Albany. 

Mr. Harpy. You made an audit of that account ? 

Mr. Baumann. I made a record of the receipts and the disburse- 
ments through that account in order to be able to arrive at a balance 
at December 31, 1956, because no one had made any entries on the 
books, and I had to assemble the information in a fashion in which 
it could be put into a financial statement. 

Mr. Harpy. Were you given information indicating that was the 
only bank account of that corporation ? 

Mr. Baumann. It is the only one I have seen in that name; yes, sir. 

Mr. Harpy. Well, you were given instructions to prepare a balance 
sheet for the corpor: ation ; weren't you? 

Mr. Baumann. Yes, sir. 

Mr. Harpy. And you could not very well do that unless you had 
access to all of the bank ree ords ; could you ? 

Mr. Baumann. We did incorporate in the financial statement the 
eash balance carried in the New York office, in the Chemical Corn 
Exchange Bank, all of the assets and liabilities in that office. 

Mr. Harpy. And you were given to understand then that those 2 
bank accounts were the only 2 accounts that the Liberian corporation 
had ? 

Mr. Baumann. That is right. 

Mr. Harpy. And did you audit both of those accounts? 

Mr. Baumann. No, sir, I did not audit the one in the New York 
office. 

Mr. Harpy. Do you know whether the Chemical Corn Exchange 
Bank in New York actually had an account for the Liberian corpora- 
tion ? 

Mr. Baumann. I believe it is in the name of A. L. Dougherty Over- 
seas, Inc., of Indiana. 

Mr. Harpy. Then it is not the Liberian corporation. 

Mr. Baumann. It is not in the name of the Liberian corporation, 
but they tell me that that is the Liberian corporation’s money. 

Mr. Reppan. Who tells you that? 

Mr. Baumann. Mr. Dougherty, Mr. May, Mr. Jansen, all the 
personnel. 

Mr. Harpy. Did you include an accounting of that in drawing a 
balance sheet for the Liberian corporation ? 

Mr. Baumann. Yes, I did. 
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Mr. Meaper. What evidence did you have that the money in the 
Chemical Corn Exchange Bank account actually was the property 
of the Liberian corporation / 

Mr. Baumann. I had no evidence, sir, and I stated on the statement 
there was no opinion expressed on the statement because we had not 
made any audit of the New York office books. 

Mr. Meaper. But you incorporated it in the balance sheet or state- 
ment of the Liberian corporation on the basis of oral statements made 
to you by Mr. Dougherty—and by whom else ? 

Mr. Baumann. Well, I cannot name specific names, but I assume 
it was Mr. May and Mr. Jansen, the other two gentlemen in the office 
who would be most qualified to know. 

Mr. Meaper. ton what are their positions ? 

Mr. Baumann. Mr. Jansen is office manager, and Mr. May is the 
business manager. 

Mr. Meaper. Of what, now? 

Mr. Baumann. The New York office. 

Mr. Meaper. Of what ? 

Mr. Baumann. The Cambodian job. 

Mr. Meaper. For the Liberian corporation ? 

Mr. Baumann. For the Liberian corporation. 

Mr. Harpy. Who pays them? 

Mr. Baumann. They are paid out of the New York office, out of the 
A. L. Dougherty Overseas, Inc., account. 

Mr. Harpy. So they are paid from the account of the Indiana cor- 
poration / 

Mr. Baumann. That is right. 

Mr. Harpy. And yet you maintain they are employees of the Li- 
berian corporation, and as a CPA, is that good business ? 

Mr. Baumann. I think that they are better qualified to tell me who 
they work for than I am to tell them. 

Mr. Harpy. Do you know who pays them ? 

Mr. Baumann. I know which accounts they are paid from. 

Mr. Harpy. Did you make any reference to that when you prepared 
a balance sheet for the Liberian corporation to be used for credit 
purposes ¢ 

Mr. Baumann. That balance sheet was not used for credit purposes. 

Mr. Harpy. How do you know that ? 

Mr. Baumann. Because I know to whom it was sent. 

Mr. Harpy. How do you know to whom it was sent? You sent it 
towhom! You sent it to Mr. Dougherty, did you not ? 

Mr. Baumann. That is right; that is right. 

Mr. Harpy. How do you know what he used it for? 

Mr. Baumann. Because he had me send the original to his office. 

Mr. Harpy. Well, does that give you any idea as to whether he used 
it for credit purposes ? 

Mr. Baumann. No; not that specifically. 

Mr. Harpy. You do not know what he did with it ? 

Mr. Baumann. I think I do. 

Mr. Harpy. How do you know? 

Mr. Baumann. I know the man quite well from having been with 
him for 5 or 6 years. 
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Mr. Harpy. And that is the basis on which you determined the use he 
made of a statement, a balance sheet from a certified public accountant ? 

Mr. Baumann. That is right. 

Mr. Harpy. And you signed it as a certified public accountant ? 

Mr. Baumann. That is right, with no opinion. 

Mr. Harpy. And knowing the funds you listed in there as assets did 
not appear under the name of the Liberian corporation ? 

Mr. Baumann. That is right. 

Mr. Harpy. Is there any reason why Mr. Dougherty might not have 
used this for any purpose at all ? 

Mr. Baumann. No; there is no reason why he could not. 

Mr. Harpy. If he did use it for credit purposes, would it be mis- 
leading to a bank? 

Mr. Baumann. It would not, with the statement on the bottom that 
there is no opinion expressed on the statement. 

Mr. Harpy. With what opinion on the bottom. 

Mr. BauMANN. Inthe letter. It isthe first page in the report. 

Mr. Harpy. Where is that ? 

Mr. Baumann. On the lefthand side. 

Mr. Harpy. I do not know what that means. 

Mr. Reppan. Would it not have been more correct, Mr. Baumann, 
if in your letter you had stated that over $100,000 worth of funds listed 
as cash of the Liberian corporation was, in fact, contained in the 
Indiana corporation’s account. Would that not have been a full 
disclosure ¢ 

Mr. BaumMANN. Very likely; yes, sir. 

Mr. Harpy. Well, would it or would it not? As an accountant, 
you know whether it would be or not. I have been an accountant 
myself, not a CPA, but certainly you know whether it is good account- 
ing, and whether that is really presenting a factual picture. 

Now, is it ? 

Mr. Baumann. I do not know how to answer your question. 

Mr. Harpy. You know that statement can be used for any purposes 
that the holder of it sees fit to use it for; is that not true? 

Mr. Baumann. I know that any banker that would take a look at 
it and see there is no expression of opinion given—that they will not 
place much credence in it for credit purposes without calling the 
accountant to see what is the matter with it. 

Mr. Harpy. Did any bank ever call you about this statement ! 

Mr. Baumann. Sir? 

Mr. Harpy. Did any bank ever call you about this statement ¢ 

Mr. Baumann. Yes, sir. 

Mr. Harpy. What bank ¢ 

Mr. Baumann. Chemical Corn Exchange Bank. 

Mr. Harpy. Whospecifically in that bank? 

Mr. BauMANN. I cannot remember the gentleman’s name. 

Mr. Harpy. When did he call you? 

Mr. Baumann. In January of this year. 

Mr. Harpy. Did he tell you why? 

Mr. BauMANN. Hedid not call me. Mr. May called me. 

Mr. Harpy. You are changing your testimony. 

Mr. Baumann. I am not. 

Mr. Harpy. Let us get it straight. I want it to be just as factual as 
we can get it. 
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Mr. Baumann. Mr. May called me, and I went down and ac- 
companied Mr. May and Mr. Jansen tothe bank. And the name of the 
man whom we met I cannot say. 

Mr. Harpy. What was the purpose of the visit ? 

Mr. Baumann. They were trying to get the bank to accept their 

ayrolls for reimbursement, so that they would not have a half million 
oe tied up in payrolls, and they wanted to know the relationship 
of Dougherty Overseas, A. L. Dougherty Overseas, and A. L. 
Dougherty Co. 

We sat down and discussed it for about an hour, and they were 
apparently satisfied with it, because they granted the credit. 

r. Harpy. You do not know who the individual to whom you 
talked was? 


Mr. Baumann. The only thing I remember is that his name was Joe. 
I think I could find out. 


Mr. Harpy. You got on a first-name basis, but you did not get his 
last name ¢ 


Mr. Baumann. I did not, but they were on a first-name basis with 
him. 


Mr. Harpy. Have we had any access or requested access to any of 
these bank records ? 

Mr. Reppan. We asked to look at them, and they wanted a subpena. 

Mr. Harpy. We will give them a subpena if necessary. 

Mr. Baumann. May r ask what the gentleman’s name is? 

Mr. Harpy. We will find it out from somebody else here. 

Mr. Baumann. I can ask the man who introduced me to him. 

Mr. Harpy. Let us go ahead. 

Mr. Meaper. Could I ask a question, too, about this statement, Mr. 
Chairman ¢ 

Mr. Harpy. Surely. 

Mr. Meaper. I notice this statement, or what appears to be a copy 
that we have here 

Mr. Baumann. It very likely is a carbon copy, sir. 

Mr. Meaper. It is dated June 13, 1957, on your letterhead. 

Mr. BauMANN. Yes, sir. 

Mr. Meaper. It is addressed to Mr. A. L. Dougherty, president, 
Dougherty Overseas, Inc., 3333 Sheffield Avenue, ccna Ind. 

Mr. Baumann. Yes, sir. 

Mr. Meaper. Was that the home office of Dougherty Overseas, Inc.? 

Mr. Baumann. That is the office where I am most likely to find 
Mr. Dougherty or get his mail to him. 

Mr. Meaper. Now, it is only a one-page, very brief statement. 

Mr. Baumann. That is right. 

Mr. Meaper. What is this actually based upon if you did not make 
a review of the records? 

Mr. Baumann. It is based upon a listing of the receipts and dis- 
bursements through the State Bank of Albany, plus the trial bal- 
ance of the accounts maintained in the New York office at 420 Lex- 
ington Avenue, 

Mr. Meaper. You did not go through any of these accounts? 

Mr. Baumann. Only the State Bank of Albany, because no one had 


recorded the checks. I had to record them myself, in order to reach 
a balance. 
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Mr. Meaper. Let me see if I understand this. The State Bank of 
Albany. Was that account carried in Dougherty Overseas, Inc., 
Liberia ? 

Mr. Baumann. Yes, sir. 

Mr. Meaper. But the other account that you mentioned, the Corn 
Exchange Bank 

Mr. Baumann. Chemical Corn Exchange Bank. 

Mr. Meaver. That account was not carried in Dougherty Overseas, 
Inc., but in A. L. Dougherty Overseas, Inc., the Indiana corporation ? 

Mr. Baumann. Yes, sir; that is correct. 

Mr. Meaper. And the evidence that you have that that was an 
asset of the Liberian corporation was the statements of these gentle- 
men you mentioned / 

Mr. Baumann. That is right. 

Mr. Mraper. And no other evidence ? 

Mr. Baumann. No,sir. 

Mr. Meaper. So with respect to the State Bank of Albany, all you 
had was the bank’s records; is that correct ¢ 

Mr. Baumann. That is correct. 

Mr. Meaver. You had the deposit slips and the canceled checks; 
is that correct ? 

Mr. Baumann. That is correct. 

Mr. Meaper. And that is all you made up the statement from? 

Mr. Baumann. That is right; there were no books. They had no 
accountant in the office, and no one had made any records, so I had 
to get the bank statements and summarize them so I could tell to 
whom the money had been tendered, and what the balance remain- 
ing in the bank was at that time. 

Mr. Meaper. Well, now, if the check did not show on its face the 
purpose for which it was issued, how did you determine whether that 
was for payroll or advances or what it might be ¢ 

Mr. Baumann. At the next opportunity that I could reach Mr. 
Dougherty, I asked him to explain the purpose of the checks, and 
he explained those to me. 

Mr. Meaper. So you had no documentary evidence of any kind? 

Mr. Baumann. No, sir. 

Mr. Meaper. You had a bunch of canceled checks, and a list of 
the deposits in the bank? 

Mr. Baumann. That is right. 

Mr. Mraver. And then the purpose for which those checks were 
issued, you got only orally from Mr. Dougherty himself; is that 
right ? 

Mr. Baumann. That is right. 

Mr. Harpy. Actually, how many entries were there in that bank 
account? Were there many? 

Mr. Baumann. No; I would think maybe 40 to 50. 

Mr. Harpy. Total withdrawals of around 40 or 50% Do you recall 
how many ? 

Mr. Baumann. I believe so. I could tell you by looking at my 
papers. 

Mr. Harpy. Do you recall how many deposits there were? 

Mr. Meaper. Do you have those bank records with you here? 
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Mr. Baumann. I have a schedule similar to the one from which 
that photostat is prepared. I have the original of it. 

Mr. Harpy. Let us get these identified. 

Mr. Reppan. Do you have your records, there, Mr. Baumann ‘ 

Mr. Baumann. Yes. 

Mr. Harpy. And how many deposits were there, Mr. Baumann / 

Mr. Baumann. Through lin 31, 1956, there were two. 

Mr. Harpy. And what were the amounts of them ? 

Mr. Meaper. Dates and amounts. 

Mr. Harpy. Yes. 

Mr. Baumann. October 18, 1956, deposit of $835,664.08. 

Mr. Reppan. Do you know the source of that ? 

Mr. Baumann. That was the first invoice which I heard discussed 
here awhile ago. 

Mr. Reppan. The proceeds of the sale of equipment were covered 
by that first invoice. 

Mr. Meaper. October—what was the date / 

Mr. Baumann. October 18. 

Mr. Meaper. 1956? 

Mr. Baumann. Yes, sir. 

Mr. Harpy. What was the other one? 

Mr. Baumann. A deposit of $100,000 on November 13, 1956, which 
was a redeposit of funds which had been advanced by Mr. Dougherty 
to Dougherty, Tyler, Breslin, on October 31, 1956, and it was re- 
deposited November 13, 1956. 

Mr. Harpy. In effect, that was just an exchange of checks? 

Mr. Baumann. Yes, sir. 

Mr. Meaper. You mean the $100,000 came out of the $835,000 

Mr. Baumann. Came out of that account. 

Mr. Meaper. And that went back in? 

Mr. Baumann. Went right back in. 

Mr. Meaper. So the total deposits in the account that you are 
describing now never exceeded $835,000 ¢ 

Mr. Baumann. If you offset the two checks, the check and the de- 
posit, that is correct. 

Mr. Harpy. So that the sole income of that account, the sole source 
of revenue in that account, actually was the $835,000, the proceeds of 
the sale of equipment. 

Mr. Baumann. That is correct. 

Mr. Mraprer. Now, how do you know that that is where the $835,000 
came from? Isthat what they told you? 

Mr. Baumann. No; I finally located a copy of that purchase order 
showing that amount. That is the way I had to get the information. 

Mr. Reppan. From your examination of the records of the 
Dougherty organization, do you know who pays the expenses of the 
offices located at 420 Lexington Avenue ? 

Mr. Baumann. They all come out of that Chemical Corn Exchange 
Bank in the name of the Indiana corporation. 

Mr. Reppan. Now, have there been any other deposits in the Li- 
berian corporation account of the State Bank of Albany, other than 
those which are contained on the sheets you have just been testifying 
from? 

Mr. BauMANN. I don’t know where your sheet is. 











84 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Reppan. I have a photostatic copy, “Dougherty Overseas, Inc. 
(Liberia) October 18, 1956, to December 31, 1956.” 

Mr. Baumann. I have another one from January 1, 1957 to Feb- 
ruary 28, 1957. 

Mr. Reppan. I see. How many deposits do you have there? 

Mr. Baumann. One, also a repayment of an advance, $50,000. 

Mc. Reppan. Repayment of an advance from this account ! 

Mr. Baumann. That is right. 

Mr. Meaper. And what is the date of that ? 

Mr. Baumann. The repayment is March 14, 1957. 

And there is one further, I believe—just one moment—which has 
not been put on that schedule. There is one other deposit on Septem- 
ber 3, 1957, for $553.70, which is also a repayment of an advance. 

Mr. Reppan. To whom was that advanced ? 

Mr. Baumann. It was a check written to Pan American Airways 
one day when Mr. Dougherty apparently had left his airline ticket in 
his office on his way to the Azores, and he wrote a check on this ac- 
count and Dougherty, Tyler, Breslin, then reimbursed him for that. 

Mr. Meaper. What is the $50,000 ? 

Mr. Baumann. That was\A. L. Dougherty Co. 

Mr. Meaper. Oh, I—— 

Mr. Baumann. I believe it was in repayment of a check drawn to 
J. A. Briggs, a real estate agent in Chicago. 

Mr. Meaper. So those two deposits, of $100,000 and $900-odd were 
repayments by Dougherty, Tyler & Breslin; is that correct? 

Mr. Baumann. That is correct. 

Mr. Meaper. And the $50,000 was a repayment of an advance to 
the A. L. Dougherty Co., the sole proprietorship ? 

Mr. Baumann. That is correct. 

Mr. Harpy. For the real estate transaction, did you say ? 

Mr. Baumann. I am not certain of this, sir, but I believe that Mr. 
Dougherty was either getting ready to go to Cambodia or was to go 
to the Azores, I do not know which, and he left a check with his 
office manager in Chicago, Robert Cleary, knowing that this deposit 
had to be made before he would return, and he did not know whether 
Mr. Cleary would have sufficient funds to make the deposit. And 
this check was left for him to use if he needed to use it, and he did 
need to use it, and when Mr. Dougherty returned it was returned 
to the Liberian corporation. 

Mr. Reppan. Mr. Baumann, I want to show you 12 photostats of 
what purports to be records of the Liberian corporation and ask you 
to examine them and tell me whether or not there are any other records 
of the Liberian corporation, other than those. 

Mr. Baumann. These are copies of my working papers at the time 
I prepared the statement in December 1956, and at that time there 
were no entries made in any set of books recording any of these trans- 
actions, as I said, because we did not have a competent person to do so, 
and I had to get the information down to where I could use it 
some way. 

Mr. Harpy. You mean there was not a competent person in the office 
of A. L. Dougherty Co. ? , 

Mr. Baumann. That is right. 

Mr. Harpy. And there was no competent person in the whole 
Dougherty organization to do the job? 
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Mr. Baumann. Not in the Chicago office; that is correct. 

Mr. Harpy. Was there one in the New York office? 

Mr. Baumann. There were. 

Mr. Harpy. But they did not keep the books for the Liberian cor- 
poration in the New York office? 

Mr. Baumann. No,sir. 

Mr. Reppan. Now, at the time you gave those to us, you said those 
were the only books and records of the Liberian corporation; is that 
correct ? 

Mr. Baumann. Except those that have been considered a part of the 
Liberian souperetion which are carried as the New York office books. 

Mr. Reppan. Now, will you explain that to the committee. What 
do you mean by that? 

Mr. BauMANN. That is all of the transactions concerning the Cam- 
bodian project. 

Mr. Reppan. You are telling the committee now that it is the Li- 
berian corporation that has this contract with Cambodia? 

Mr. Baumann. That is what I am informed. 

Mr. Reppan. Did you ever see any documents or records which 
would indicate that in any way whatsoever ? 

Mr. Baumann. No, sir. 

Mr. Reppan. Do you not know, as a matter of fact, from the exam- 
ination of the records of the company that the ICA deals with the Indi- 
ana corporation as the holder of that contract ¢ 

Mr. Baumann. I do know that; yes, sir. 

Mr. Reppan. Then what is this you are telling us that it is con- 
sidered? Who considers it? 

Mr. Baumann. Mr. Dougherty, Mr. May, everyone concerned with 
that office. 

As I explained to you Friday, I believe it was, I was told a year and 
a half ago that the Liberian corporation was formed for the purpose 
of doing the Cambodian project, that it was some 7 or 8 months before 
ICA ever actually got a signed contract completed; that the assign- 
ment had never actually been made, due to the fact that they had no 
signed contract to assign; and that 

Mr. Reppan. What are you basing this testimony on’ Your per- 
sonal knowledge or something somebody told you ? 

Mr. BAuMANN. Some conversations with Mr. Dougherty and Mr. 
May. 

Mr. Reppan. You have no firsthand knowledge of this? 

Mr. Baumann. No. 

Mr. Reppan. All right, I think we had better wait until Mr. Dough- 
erty gets on to explain that. 

Mr. Harpy. But you did know that the ICA agreement was with 
the Indiana corporation / 

Mr. Baumann. I did see a copy of the letter agreement; yes, sir. 

Mr. Harpy. And did you also see a copy of the letter authorizing 
the purchase of this equipment, this used equipment / 

Mr. Baumann. No, sir. That had all been accomplished long be- 
fore I got to the Chicago office and started the 1956 examination. 

Mr. Harpy. And you did not have occasion to get into any of that 
at the time that you did your recapitulation of what had transpired ? 

Mr. Baumann. The equipment was already in Cambodia before I 
even knew that it was sold. 











86 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Harpy. But you did know that the ICA agreement was with 
the Indiana corpor ation, and not the Liberian corporation ¢ 

Mr. Baumann. That is right. 

Mr. Harpy. And you had no reason to suppose that the Liberian 
corporation had legally any actual jurisdiction over that contract ; did 
you ¢ 

Mr. Baumann. No, sir. 

Mr. Harpy. And yet you prepared their balance sheets and other 
financial information on the assumption that the Liberian corporation 
was a legitimate holder of that contract / 

Mr. Baumann. I do not believe my statement says anything about 
who holds the contract. 

Mr. Harpy. No; your statement does not say that. 

Mr. Meapver. Hold on a minute. You have your second item of 
reimbursable expenditures, submitted for reimbursement $522,808.10. 

Mr. Baumann. That is right. 

Mr. Meaper. Now, what was that. based upon ? 

Mr. Baumann. A copy of the trial balance taken from the 420 
Lexington Avenue books, December 31, 1956, from Mr. Carl Jansen, 
the office manager. 

Mr. Meaper. Reimbursement for what ? 

Mr. Baumann. All of the regular expenditures under this ICA 
contract. 

Mr. Meaper. You are showing that as an asset of the Dougherty 
Overseas, Inc., the Liberian corporation ¢ 

Mr. Baumann. Yes, sir. As I explained earlier, I was told that 
all of the New York office was Cambodia, and was the Liberian 
corporation. This was prepared from the best information that I 
could obtain at that time. 

Mr. Harpy. You are saying there were not adequate books and 
records for you to find out just exactly what the situation was? 

Mr. Baumann. I am saying that they did not even have a book- 
keeper at that time. 

Mr. Harpy. As aC. P. A., did you call Mr. Dougherty’s attention 
to the fact that that was a dubious way of keeping records on a 
Government contract, or did you think it was all right? 

Mr. Baumann. No; I was not quite happy with it, I will readily 
admit, but I did do the best I could with the best information that I 
could obtain. 

Mr. Harpy. Did you make any written suggestion to Mr. Dougherty 
that it should be changed or improved ¢ 

Mr. Baumann. I seldom make any written suggestions to Mr. 
Dougherty. 

Mr. Harpy. Did you make any oral suggestions to him that he 
should improve it # 

Mr. Baumann. Yes; I did. 

Mr. Harpy. What suggestions did you make ¢ 

Mr. Baumann. I have been suggesting for 2 years that we get a 
very fine accountant in the Chicago office, and we have tried very 
sincerely to do so, and it has been only within the last 30 days that 
we have been able to do so. 

Mr. Harpy. Were you able to really tell—or did you audit the ac- 
counts of the New York office? 
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Mr. Baumann. No, sir; I state very plainly in the letter that I 
did not. 

Mr. Harpy. Were you reasonably certain that the information that 
you put down on this sheet, taken from your trial balance, was reliable, 
or did you just accept the figures at face value? 

Mr. Baumann. I examined their bank eee checked the 
checks that were returned in the month. did go back and see what 
reimbursements were made of these mpubiitenn submitted for reim- 
bursement, and virtually all were collected in the month of January. 

Mr. Harpy. Did you take a look at what these expenditures su 
mitted for reimbursement consisted of ? 

Mr. Baumann. No,sir. 

Mr. Harpy. You do not have any idea what they were? 

Mr. Baumann. No, sir; I have a list of the voucher numbers. 

Mr. Harpy. You have no notion whether they were valid reimburse- 
ment items or not # 

Mr. Baumann. No,sir. 

Mr. Harpy. You do not know whether they really have any value 
as an asset or not ? 

Mr. Baumann. I can pretty well conclude they must have had, or 
they would not have paid them. 

Mr. Harpy. You do not know whether they were paid or not? 

Mr. Baumann. Oh, yes; I do. I said I went back and checked, and 
they were all paid in January except one. There is a list of those in- 
cluded in those schedules that Mr. Reddan just gave me—all but one. 
The next-to-last item was collected in part on January 7. 

Mr. Harpy. Can you refer to your records there and tell us the 
amounts of the two items which serve to make up the cash balance as of 
December 31, 1956 ? 

Mr. Baumann. Yes, sir. In the State Bank of Albany in the ac- 
count that we have just discussed, there was $104,357.28. 

Mr. Harpy. Now, where does the remainder of it come from? 

Mr. Baumann. I will tell you that right now. 

Chemical Corn Exchange Bank—in the general account, there is 
$101,250.40. 

Mr. Reppan. In whose name is that account carried ? 

Mr. Baumann. That is the one we just carried—that is in the name 
A. L. Dougherty Overseas, Inc. 

Mr. Harpy. And that is added to the other one? 

Mr. Baumann. Not yet. 

Mr. Harpy. Excuse me. 

Mr. Baumann. Inthe Chemical Corn Exchange Bank, in the payroll 
account, there is $542.96. And in the petty-cash fund in the New York 
office, which I did not count, there is $150. 

And, if I may add those, it is the $206,300.56, which is shown on the 
statement. 

Mr. Harpy. I take it that A. L. Dougherty, the Indiana corporation, 
did not have any cash of its own in New York. 

Mr. Baumann. No,sir. 

Mr. Harpy. Well, where else did they have money ? 

Mr. Baumann. They had $828.54 in the State Bank of Albany. 

Mr. Harpy. And is that where the $9,000, A. L. Dougherty Co., the 
sole proprietorship, was also deposited ? 
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Mr. Baumann. I cannot tell you exactly. I think not. They prob- 
ably had that in 4 or 5 accounts. I do not have a copy of that state- 
ment that you are referring to. 

Mr. Harpy. Well, in any event, that was not involved in the amounts 
on deposit in the Chemical Corn Exchange Bank. 

Mr. BaumAnN. No, sir. 

Mr. Harpy. All right. 

Mr. Meaper. May I ask about this Chemical Corn Exchange Bank 
account. It was carried in the name of the Indiana corporation ¢ 

Mr. BauMANN. Yes, sir. 

Mr. Meaper. But you say that the funds in that bank account be- 
longed to the Liberian corporation ; that no funds in that bank account 
belonged to the Indiana corporation ? 

Mr. BauMANN. Yes, sir. 

Mr. Meaper. Had that always been true? I mean, from the opening 
of the account ? 

Mr. BauMANN. To the best of my knowledge, yes, sir. 

Mr. Meaper. It was not an account which had been maintained by 
the Indiana corporation before the Liberian corporation was formed 

Mr. Baumann. No, sir; they had no connection with the Chemical 
Corn Exchange Bank until the Cambodian project. was started. 

Mr. Meaper. Now, what explanation did they give you for opening 
the account in the Chemical Corn Exchange Bank in the name of the 
Indiana corporation when the funds were those, they claimed, of the 
Liberian corporation { 

Mr. Baumann. The letter contract with ICA was in the name of 
the Indiana corporation, and was to have been assigned to the Dough- 
erty Overseas Liberian Corporation. I believe that some verbal 
arrangements were made with ICA—I do not even know that it was 
veiled It may have been written. But it was never accomplished. 
There was no actual signing of a contract for about 8 months. 

Mr. Meaper. You did not give us the deposits in the Chemical Corn 
Exchange Bank, you? 

Mr. Baumann. I do not have them, sir. 

Mr. Meaper. Y ou do not have them / 

Mr. BauMANN. No, sir. 

Mr. Meaper. Well, did you not make the same review of the de- 
posits and canceled checks from the Chemical Corn Exchange Bank 
that you did with the naneney State Bank / 

Mr. Baumann. No, sir. I did not have to. They had a staff of 
accountants in the New York office who kept it current. And, as I 
explained, with the State Bank of Albany, there was no one recording 
anything. 

Mr. Meaper. How do you explain that? Just because there was a 
different bank ? 

Mr. Baumann. This was a very bad time for A. L. Dougherty Co., 
as far as personnel was concerned. They had no one in their home 
office who could make a simple entry without having a great deal of 
difficulty with it, and Mr. Dougherty did not attempt to make any 
entries. 

We were trying to locate a good topnotch accountant. Conse- 
quently all that was done was that the bank statements were sent to 

arl Jansen in the New York office and were held, and when I came 
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down—I do not remember when it was, in February, March, or April 
of 1957—I took them, and assembled these statements, and wrote 
them down on the schedule which is part of the record. 

Mr. Meaper. Well, they could take care of the transactions in the 
Chemical Corn Exchange Bank all right, but could not take care of 
the transactions in the Albany bank. That is kind of hard for me to 
understand. 

Mr. Baumann. It is not, sir, if you take a look at the nature of 
the disbursements. They affected A. L. Dougherty Co.; they affected 
Winkelman-Dougherty Co.; Dougherty, Tyler, Breslin’s books; and 
A. L. Dougherty Overseas, Inc. books. There was no one in the com- 
pany who had any knowledge of the intercompany relationships, 
which is normally the home office’s function. 

So, rather than have this one incompetent bookkeeper that they 
had out there make any entries at all, they just let them go altogether. 

Mr. Harpy. Did you not testify earlier there was nobody in the 
New York office that was aeeipeien to handle these transactions that 
took place in the Albany bank ‘ 

Mr. Baumann. I may have. If I did, it was a mistake, because I 
never intended to say such a thing. 

Mr. Harpy. I think you did, so I wanted to get that correction 
made. 

Mr. Baumann. They had very competent personnel in the New 
York office. 

Mr. Harpy. Now, did you have anything to do with the original 
setup of the operation in New \York from an accounting point of 
view / 

Mr. Baumann. No, sir; I did come down one day and discuss with 
them how they were going to do it. They had just come off other 
cost-plus-fixed-fee contracts and they had their own procedures, and 
I believe that I did spend maybe an hour talking to them. 

Mr. Harpy. Did you ever see these corporate papers of the Liberian 
corporation ¢ 

Mr. Baumann. No, sir. 

Mr. Harpy. You do not know then, of your personal knowledge 
where the ownership rests ? 

Mr. Baumann. I know I heard Mr. Dougherty say that Mr. Dough- 
erty is the sole owner—not any personal knowledge. 

Mr. Harpy. Do you have any knowledge where the funds, the capi- 
tal investment, in the Liberian corporation originated ? 

Mr. Baumann. Primarily from sale of equipment to it, or invest- 
ment of equipment in it. 

Mr. Harpy. What other equipment, other than the $900,000 worth 
that we have been discussing ? 

Mr. Baumann. None. 

Mr. Harpy. How did that get into the operating funds of the 
Indiana corporation in the New York operation ? 

Mr. BauMANnN. I beg your pardon, sir? 

Mr. Harpy. I am just trying to understand where they got the 
money to operate this New York account. 

Mr. Baumann. Part of it came from the sale of that equipment, 
and part of it they borrowed. 
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Mr. Harpy. Do the records show how much of the funds that were 
deposited in the Albany bank were transferred to the New York bank? 

Mr. Baumann. Yes, sir; three hundred and eleven thousand nine 
hundred and ninety dollars-and-some-odd cents. 

Mr. Harpy. Then, is it your testimony that that, plus borrowing, 
was substantially the total cash operating structure of the New York 
office of the Indian: 1 corporation ? 

Mr. Baumann. That is correct. 

Mr. Harpy. Have you reviewed the records of the Indiana corpo- 
ration’s New York operation sufficiently to be sure that that is an 
accurate statement ¢ 

Mr. Baumann. No, I did not. That is the amount that appears on 
their trial balance, and I know the checks that make that amount up. 

Mr. Harpy. Well, I am trying to get at the beginning of the New 
York office’s operation, and I do not have the figures here. Do you 
have the original trial balance ? 

Mr. Baumann. No, sir, I do not. Sometimes it may be several 
months before I arrive on these periodic visits. 

Mr. Harpy. I am trying to understand how you know where the 
funds for the operation of the New York office came from. 

Mr. Baumann. Because I tried to find out where these checks went, 
and for what purpose they were drawn. 

Mr. Harpy. Can you give us the dates of those ¢ 

Mr. Baumann. Yes, sir. 

The first one was a deposit of $90,448.77, which was the balance 
of the equipment sale. 

Mr. Reppan. Did you examine the invoices to determine who sold 
what to whom there ? 

Mr. Baumann. No, sir, I did not. 

Mr. Reppan. You did not see any of the supporting documents? 

Mr. Baumann. No, sir. 

Mr. Reppan. Did you see the checks or copies of the checks? Did 
you see photostats / 

Mr. Baumann. No, I did not. 

Mr. Harpy. So that was the first check that went into the A. L. 
Dougherty Overseas, Inc., bank account in the Chemical Corn Ex- 
change Bank ? 

Mr. Baumann. I cannot say that at all, sir. 

Mr. Harpy. That is what I thought you were indicating. 

Mr. Baumann. I said I know the amounts that make up this $311,- 
000, but whether they had a little working fund before that, I cannot 
say. 

Mr. Harpy. Where does that $311,000 come into it / 

Mr. Baumann. This first item of $90,448.77— 

Mr. Meaper. What wasthat? That was check on the Albany bank 
cleposited—— 

Mr. Baumann. No, I beg your pardon, sir. That was the second 
public voucher that was disc -ussed here awhile : ago. 

Mr. Harpy. That was a Government check which was a payment 
for a portion of the used equipment ¢ 

Mr. Baumann. That is correct. 

Mr. Meaper. And it w as deposited i in the Albany bank ? 

Mr. Baumann. No, inthe Chemical Corn Exchange Bank. 
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The second thing that they carried in the New York office in advances 
fur management. I do not know whether this went in the bank or 
not, but it was a payment to the Rounds Travel Service in New York 
for travel to Cambodia, amounting to $45,672.25 and it is right in 
this column. 

Mr. Harpy. What records are those, Mr. Baumann / 

Mr. BaumMANN. That is the record of the State Bank of Albany, 
which you have right there. 

Mr. Harpy. That isthe record of the State Bank of Albany ¢ 

Mr. BAuMANN. Yes, sir. 

Mr. Harpy. Wait aminute. What was that date again / 

Mr. Baumann. The date was October 26, 1956. 

Mr. Harpy. That isthe Rounds Travel Service ? 

Mr. BaumMaANN. That is right. 

Mr. Harpy. All right. 

And what was your next one / 

Mr. Baumann. A check to W. C. Thornton for $15,000. 

Mr. Harpy. Did that go into the New York account ? 

Mr. BauMANN. No, wait just a minute. I want to make sure that 
I am not on the wrong track myself. 

I have got that summarized somewhere else, too (examining docu- 
ments). 

I beg your pardon. I was thinking of something else. I would like 
to start over. 

Mr. Harpy. All right, sir. 

Mr. BauMANN. There was a check on September 6, 1956, for $20,000. 

Mr. Harpy. Do you know the source of that 4 

Mr. Baumann. I cannot say with certainty, but I believe it came 
from the State Bank of Albany, the A. L. Dougherty account. 

The second check was on September 20, for $21,145.74. I cannot 
say for sure that that came from the A. lL. Dougherty Co. account or 
from Winkelman-Dougherty’s account, or from what source. I do 
know that I have gone back to find out. Frequently, we have to go 
back and try to find out what these checks were drawn for, and there 
is where I found it. 

The next one was six checks on the State Bank of Albany from this 
Dougherty-Liberia account, running from October 29, October 30, 
November 6, November 13, November 23, and November 28, for vary- 
ing amounts. If you would like me to read them, I will. 

Mr. Harpy. Yes, just run through the amounts. 

Mr. Baumann. The first is $45,672.25, which is the one that I 
started to read there awhile ago. 

Mr. Harpy. Yes. 

Mr. Baumann. And $13,182.01, which you will find as the 10th 
check listed on your schedule. 

Mr. Harpy. I see it. 

Mr. Baumann. And $8,645.69, which is the next one in that same 
column. 

Mr. Harpy. I see it. 

Mr. Baumann. And $12,983.34, which is check No. 13, directly be- 
low that. Then $20,000, which is check No. 17, which is your 21st 
line on that schedule. 

Mr. Harpy. I see it. 
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Mr. Baumann. And $18,036.71, which is check No. 19, which is 
directly below that. 

Mr. Harpy. And all of those were deposited to the account in New 
York? 

Mr. Baumann. Yes. 

Mr. Harpy. These other checks that were drawn—lI believe all of 
those were drawn to A. L. Dougherty Overseas, Inc. 

Mr. Baumann. That is right. 

Mr. Harpy. And the other checks that were drawn to A. L. 
Dougherty Overseas, Inc., were for other purposes ? 

Mr. Baumann. Some of them were, yes, especially 

Mr. Harpy. Now, those amounts that you have called out total 
how much? 

Mr. Baumann. That is $311,000—that is only part of them. I did 
not call the last 3 or 4. 

Mr. Harpy. There are some more that fall in the same category 
drawn from the account in Albany of the Liberian corporation? 

Mr. Baumann. Most of them. There is one more for $100,000 I 
do not believe came out of that account. Where it came from, I can- 
not say with certainty, without going back and looking into their 
records. 

Mr. Harpy. What was the date of that one ? 

Mr. Baumann. November 28. 

Mr. Harpy. But that $100,000 that you have just referred to, plus 
the two initial ones, I believe are the only cash amounts that started 
the initial account in the Chemical Corn Exchange Bank, which did 
not come from the Liberian corporation account ? 

Mr. Baumann. I cannot say that is true. It is the only one that is 
carried as advances by management. There may have been temporary 
advances by management that did not go into that account, and I imag- 
ine there were. 

Mr. Harpy. Do you know whether there was a paid-in capital of the 
Liberian corporation ? 

Mr. Baumann. At December 31, 1956, $311,990. 

Mr. Harpy. That represented a paid-in capital, and none of that 
was loans ? 

Mr. Baumann. Not considered as loans, called advances by manage- 
ment of capital advanced by management. 

Mr. Harpy. Capital advanced by management? Is there any dif- 
ference between that and capital represented by capital stock of paid-in 
surplus? 

Mr. Baumann. Well, there is quite a difference between capital stock 
and paid-in surplus, but why they chose this particular nomenclature, 
I have no idea. 

Mr. Harpy. Capital advanced by management is essentially a loan 
from the management ; is it not ¢ 
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Mr. Baumann. I expect they did not know whether they were going 
to retain it, or not. 

Mr. Harpy. Then it wasa loan? 

Mr. Baumann. No; I did not say it was a loan at all. 

Mr. Harpy. Well, it could have been a loan. 

Mr. Baumann. It could have been a loan, but I do not know whether 
it was. 

Mr. Harpy. And who would have made the determination as to 
whether it would be a loan or the equivalent of paid-in surplus ! 

Mr. Baumann. I suspect Mr. Dougherty would. 

Mr. Harpy. Of course, he would. 

Mr. Mrapver. May I ask a question at this point ? 

I know you have under “Assets” up here advances to A. L. Dough- 
erty Overseas, Inc., $299,000; advances to A. L. Dougherty Co., 
$89,000. 

Mr. Baumann. That is right. 

Mr. Meaper. If you add the two of those together, you get more than 
$311,000. 

Mr. Baumann. That is right. 

Mr. Harpy. You are looking at the wrong account. 

Mr. Meaper. In other aces, there has been more money advanced 
to A. L. Dougherty Overseas, Inc., the Indiana corporation, plus the 
advances to A. L. Dougherty Co., the sole proprietorship, than was 
listed as capital advanced. 

Mr. Baumann. That is right. 

Mr. Meaper. From the same people ? 

Mr. Baumann. That is right. 

Mr. Meaper. Well, it had a negative capital then, did it not ? 

Mr. Baumann. No, sir. 

Mr. Meaper. I cannot quite—— 

Mr. Baumann. Those amounts were due to Dougherty, Liberia, 
from those various enterprises, and as such are assets. 

Mr. Meaper. Well, but it seems to me from what I have gathered 
that you list under “Net worth” the capital advanced, which would 
lead a creditor to think that was the equity in the company. 

Mr. Baumann. It was at that particular time, including those 
assets. 

Mr. Harpy. Is it your testimony that this balance sheet that you 
have drawn up for the Liberian corporation represents the bank 
account at Albany, plus the total financial picture of the A. L. Dough- 
erty operation in New York ? 

Mr. Baumann. That is right. 

Mr. Harpy. Go ahead. 

Mr. Reppan. Mr. Chairman, may we admit as exhibit 13-A the 
photostatic copies of the records which constituted the total records, 
books, and records of the Liberian corporation as of December 31, 

1956 ¢ 

Mr. Harpy. Without objection. 
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Mr. Reppan. I will ask Mr. Baumann to look at those once more 
to make sure. 

They constitute, as I understand your testimony, the total books 
and records of the Liberian corporation as of December 31, 1956; is 
that right, sir ? 

Mr. Baumann. No; that is not correct. I said that this does not 
include the New York office records. It includes the totals of the 
figures taken from the New York office records, but it is by no means 
the total records maintained. 

Mr. Reppan. That is your interpretation. You understand, do you 
not, Mr. Baumann, that corporations are separate entities ? 

Mr. Baumann. I do. 

Mr. Reppan. And when I am talking about the books and records 
of the Liberian corporation, I am talking about the Liberian corpo- 
ration as a legal entity. 

Mr. Baumann. Yes, sir. 

Mr. Reppan. And I ask you whether or not there are any other books 
and records of the Liberian corporation as of December 31, 1956, other 
than those which I have just handed you, consisting of 12 pages. 

Mr. Baumann. In answer to that question, that is correct. 

Mr. Harpy. In answer to that question, there are no other books 
and records of the Liberian corporation as such ¢ 

Mr. Baumann. Not that are labeled as “Dougherty Overseas, 
Liberia”; that is correct. 

Mr. Harpy. You know what their label means, Mr. Baumann, and 
you know that A. L. Dougherty Overseas, Inc., in New York, or what- 
ever it is, is a separate corporate entity from the Liberian corpora- 
tion, and that one cannot be confused with the other one. 

Do you not know that? As an accountant, as a certified public 
accountant, do you want to sit there and tell us you do not see that 
distinction ? 

Mr. Baumann. At that date, I did not. 

Mr. Reppan. You did not what? 

Mr. Baumann. I did believe, and was convinced, that the A. L.— 
let us say, the office at 420 Lexington Avenue, was a part of the 
Dougherty Overseas Liberia c orporation. 

Mr. Harpy. Did you not know it was operated in the name of A. L. 
Dougherty Overseas, Inc., an Indiana corporation / 

Mr. Baumann. I knew the bank account and all records were in 
their name. 

Mr. Harpy. And you still want this committee to understand that as 
a C. P. A. you construed that to mean that those funds belonged to the 
Liberian corporation ? 

Mr. BAuMANN. Yes, sir. 

Mr. Reppan. If a creditor of the Indiana corporation had come in 
and attached all those funds in the name of the Indiana corporation 
in the Chemical Bank, would the Liberian corporation be able to do 
anything about it ? 

Mr. Baumann. That is a question we would have to take up with 
our attorneys. I think Iam not—— 

Mr. Harpy. I think I will invite the Department of Justice to sit 
in on this thing. 

Mr. Reppan. Do you have the financial statements of the Liberian 


corporation and the sole proprietorship for the period ending Decem- 
ber 31, 1956? 
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Mr. Baumann. Yes. 

Mr. Reppan. Do you have those with you, sir? 

Mr. Baumann. Yes, I have. 

Mr. Reppam. May we have the records marked “Exhibit 13B” 
that cover the period through December 31, 1956, introduced into the 


record ¢ 
Mr. Baumann. I believe I gave a copy of this to Mr. Woods, did 


I not? 
Mr. Woops. No, not on these. , a 
Mr. Harpy. Without objection, these will be included as exhibit 


13B. 
(The documents referred to were introduced into the record as 
exhibit 13B and follow:) 


ExHIBIT 13B—FINANCIAL STATEMENTS OF A, L. DoUGHERTY Co. (SOLE PROPRIETOR- 
SHIP) AND A. L. DouGHeRTY OVERSEAS, INC. (INDIANA CORPORATION), AND 
BALANCE SHEET FOR DOUGHERTY OVERSEAS, INC. (LIBERIAN CORPORATION), PRE- 
PARED BY HAROLD E. BAUMANN, CERTIFIED PUBLIC ACCOUNTANT, DECEMBER 31, 
1956 

NEWARK, N. Y., June 13, 1957. 

Mr. A. L. DOUGHERTY, 

Hammond, Ind. 

Dear Sir: Submitted herewith are the financial statements of A. L. Dougherty 
Co. and A. L. Dougherty Overseas, Inc., dated December 31, 1956. We offer the 
following comments concerning the assets and liabilities as they appear on the 
balance sheet : 

CURRENT ASSETS 


Bank balances were confirmed and reconciled to the amounts shown in the 
books, but petty cash funds in the various offices were not counted. 

The current account receivable of $285,800 is due from Dougherty-Tyler-Breslin, 
a 50 percent owned joint venture, for equipment sold to the venture. The amount 
agrees with the balance shown on the joint venture books. 

Retained percentage agrees with the amounts shown on the earnings estimates 
at the balance sheet date. We requested confirmation of the balances from the 
Indiana Toll Road Commission and the United States Government, but we 
received no reply to our requests. 

Miscellaneous receivables are due for equipment rentals, equipment sales, and 
loans. These amounts were not verified. 

Work in progress inventory represents an estimated overrun on the Indiana 
toll road project and was computed by your engineer at the job site. 

Inventory of parts, tires, tracks, etc., was estimated by your personnel. 

Securities, shown at a cost of $62,847.98, have been held for several years. 
A substantial portion of these are held by your bank as collateral for a note 
payable. 

FIXED ASSETS 


Additions, retirements, and allowances for depreciation were test checked. 
Machinery and equipment appreciation represents the difference between esti- 
mated fair market value and depreciated value. 


OTHER ASSETS 


Investment in joint venture represents your cash investment in Dougherty- 
Tyler-Breslin, a joint venture engaged in construction of airport facilities at 
Santa Maria, Azores, for the United States Government. 

Investment in foreign affiliate is the cash investment in Dougherty Overseas, 
Inc., a Liberian corporation, engaged in the construction of highways for the 
Government of Cambodia. 

Cash surrender value of life insurance was furnished by the life-insurance 
companies. 

Nonconstruction assets consist primarily of real-estate purchased for invest- 
ment, farms, a restaurant, rental property, and your residence. The individual 
items are shown in a separate schedule in this report. 
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CURRENT LIABILITIES 


Note payable to bank was confirmed by the bank. 

Notes payable for equipment apply to three items of equipment. These 
amounts were confirmed. 

Accounts payable were not confirmed, but we checked invoices on file and noted 
payments of same subsequent to the balance sheet date. 

Payments due to subcontractors are primarily for retained percentage on sub- 
contracts, due to be paid when your retained percentage is collected. The amounts 
were substantiated by your job-site engineer. 

Provision for Federal income tax was computed by your personnel. The 
amounts do not include any provision for taxes on unrealized gain on sales of 
equipment or on deferred income on the construction contract in progress. 
Income-tax returns for the years 1954 and 1955 are currently being examined. 

Accrued expenses and payroll taxes were reviewed and appear to be correct. 


LONG-TERM LIABILITIES 


The mortgage of $13,900 applies to one piece of real property owned by A. L. 
Dougherty Co. and is payable in September 1958. 

Advances from foreign affiliate represent loans from Dougherty Overseas, Inc. 
There is no requirement that these amounts be repaid during the succeeding 
12 months. 

DEFERRED INCOME 


Unrealized gain on sales of equipment represents the gain on installment 
sales of equipment which will be realized as the proceeds are collected. 

Construction contract in progress is the excess of revenues over costs and 
expenses, plus inventories, on the Indiana toll-road project. This contract is 
being reported on the completed contract basis. Details are shown in a separate 
schedule in this report. 

At this date the renegotiation board is reviewing the records of A. L. 
Dougherty Overeas, Inc., to determine whether there were any excess profits on 
a United States Government contract completed in 1955. It is not possible to 
state whether there will be any liability for excess profits, although your per- 
sonnel state that it is their belief that there will be none. 

In view of the fact that your inventories and receivables comprise a substantial 
portion of your current assets, and that we did not obtain independent verifi- 
cation of these items, we are not permitted to express an opinion on the attached 
statements. 

Yours truly, 
Hakotp E. BAUMANN, 
Certified Public Accountant. 


A. L. Doughetry balance sheet, Dec. 31, 1956 


ASSETS 
A. L. Dough- | A. L. Dough- 
erty Co. erty Overseas, Total 
Inc 
Current 
Cash $9, 204. 59 $828. 54 $10, 033. 13 
Accounts receivable 
Current 285, 800. 00 285, 800. 00 
Retained percentage 437, 915. 37 437. 915. 37 
Miscellaneous 55, 860. 71 55, 869. 71 
Inventories: 
Work in progress. 330, 000. 00 330, 000. 00 
Parts, tires, tracks, etc 40, 000. 00 40, 000. 00 
Securities (market $112,860.13) ¥ 62, 847. 98 62, 847. 98 
Total, current assets 935, 828. 65 | 286, 628. 54 1, 222, 457. 19 
Fixed: 
Land 65, 785. 00 18, 000. 00 
Buildings and improvements 45, 892. 63 $1, 587. 33 
Subtotal 111, 677. 63 99, 587. 33 
5 


Less depreciation 5, 127. 60 11, 695. 50 
Subtotal 106, 550. 03 87,901.83 | 194, 441. 86 





se 
ed 


b- 
ts 


he 
of 


K) 
‘7 


u) 
") 
is 


FOREIGN-AID CONSTRUCTION PROJECTS 107 


A. L. Dougherty balance sheet, Dec. 31, 1956—Continued 


Machinery and equipment, cost__. 
Less depreciation 


Subtotal amen 
Machinery and equipment appreciation 


Furniture and fixtures 
Less depreciation 


Subtotal 
Total, fixed assets 


Other: : 
Investment in joint venture__-_. 
Investment in foreign affiliate. __ 
Life insurance and sundry 
Employees’ advances 
Equipment and other deposits 
Nonconstruction assets (net) -. 


Total 
Total, assets 


1 Schedule 1. 


Current: 
Note payable, bank 
Notes payable, equipment 
Accounts payable__- 
Payments due subcontractors 
Provisions for Federal income tax- 
Accrued expenses 
Payroll taxes 


Total 
Long term 
Mortgage payable 
Advances from foreign affiliate 
Total 
Deferred income 
Unrealized gain on sales of equipment 
Construction contract in progress 
Total 


Total, liabilities 


Net worth accounts 
Machinery and equipment appreciation 


Total 


Total, net worth 


2 Schedule 2 


ASSETS—Continued 


A. L. Dough- | A. L. Dough- 
erty Co. erty Overseas, Total 


Inc. 


$680, 758. 39 





= | 


LIABILITIES 


408, 656.77 | 
272, 101. 62 | - $272, 101. 62 
342, 448. 38 |__ 342, 448. 38 
5,038.04) $577.90 |... 
2, 527. 21 396. 60 
2, 687. 13 


2, 505. 83 | 181. 30 





260, 811. 23 | 260, 811. 23 
311, 990.23 | 311, 990. 23 


32, 179. 75 | 32, 179. 75 
16, 990. 74 | 16, 915. 79 33, 906. 53 
3, 879. 00 100. 00 3, 979. 00 
990, 632. 42 1 990, 632. 42 
, 043, 681. 91 589,817.25 | 1, 683, 499. 16 


$70, 000. 00 $70, 000. 00 
161, 074. 28 | - 161, 074. 28 
61, 526. 26 61, 526. 26 
276, 184. 83 276, 184. 83 
226, 949. 24 | $37, 973. 63 | 264, 922. 87 
9, 709. 42 45, 000. 00 54, 709. 42 
12, 451. 64 12, 451. 64 
817, 895. 67 82, 973. 63 900, 869. 30 
13, 900. 00 13, 900. 00 
89, 875. 40 288, 344. 49 378, 219. 89 
103, 775. 40 | 288, 344. 49 392, 119. 89 
80, 462. 57 123, 151. 83 203, 614. 40 
728, 073. 40 2728, 073. 40 
808, 535. 97 123, 151. 83 931, 687. 80 


2, 224, 676. 99 


$630, 461. 00 $470, 048.97 | $1, 100, 509. 97 
342, 448. 38 342, 448. 38 
972, 909. 38 470, 048. 97 1, 442, 958. 35 


3, 667, 635. 34 
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A. L. Dougherty nonconstruction assets, Dec. 31, 1956 


Land and buildings: 
National Tea building - al 
Restaurant, 95th St. Southwest Highway - 
Land: 
95th St., Southwest Highway.. 
89 acres Parke County, Ind__. 
Southwest Highlands 
Ogden Ave--.-_-. 
Otto Pi. and 52d Ave 
—_ and Kilbourn --. 


102d St_.-- 

105th St and Lavergne 

Olympia Fields- 

87th Pl. and Stoney Island 

Waynick farm --_- 

Dougherty farms. -- 
Lots and residence, 8958 S. Hamilton 
Architect’s fee, new buildings 


Subtotai 
Equipment 
Farm machinery --- 
Furniture and fixtures, 95th St 
Signs, 95th St 
Subtotal 
Other: 
Restaurant inventory 
Restaurant cash 
Tax reserve, mortgage 
Subtotal 


Total 
Mortgage payable, payments deductible from rentals 


Total_ 


Cost | Depreciation 


reserve 


$126, 657. 07 | 
91, 451. 10 | 


$13, 194. 65 
25, 825. 64 


. 48 
64, 774. 30 
11, 085. 06 


10, 899. 52 
27, 237. 81 
7, 914. 44 
. 84 | 46, 051. 77 


35, 412. 24 | 


| 1, 141, 381. 35 | 


85, 072. 06 





1 
| 


Net book 
value 


$113, 462. 
65, 625. 


11, 000. 
3, 500. 


979, 653. 98 
535. 96 

37, 536. 49 
3, 170. 62 


4, 048. 31 
28, 389. 15 


| 


1, 056, 309. 29 
65, 676. 87 


990, 632. 42 
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SCHEDULE 2 


A. L. Dougherty construction contract in progress (to be reported on completed 


» contract basis Dec. 31, 1956 
Revenues : 
Earnings estimates paid to date_...............___.._____- $6, 882, 160, 22 
aie Equipment rental__-..-....~.-_--- 7 Eee meEnE 13, 890. 45 
Sales of scrap_-_ _--- eS SE EN a SAS EE ES NDE RT 150. 00 
6 arte Laces aa cen ellanisieasle’ aan ao deranaaiteieashai oceania asinine aaa 6, 896, 200. 67 
00 Costs and expenses : 
00 i ee A ee ae $3, 539, 684. 86 
00 UR Sida ah as Wa Td i ness cee ba chinese gue 744, 542. 02 
“4 Direct materials and supplies____....--_--_- 565, 181. 93 
0) Repairs and maintenance___________________ 407, 549. 95 
40 ae eee 248, 934. 10 
~ in Tree. on eee 107, 414. 70 
0 wes ana tones, SuueeIee. 8 106, 342. 24 
50 eee Orn TIM, 2a a 102, 416. 59 
= II ice hor otnen dain debian Seen eee et 73, 024. 55 
81 Moving, freight, erection._.___________ ee 38, 101. 45 
D0 SEE, TOLIOOMEE, CNUWOR cet ae ee 20, 681. 00 
98 eulnniemt fentale. 31.20 ose 16, 800. 25 
Temporary buildings, roads, signs___._._._____~- 7, 953. 64 
6 ID sicectice cxihaltaneih tidtilns dada taponlaiy Sprang eiadatatedl 7, 867. 28 
49 I aia ctcrgancies an IR Ml niente den Indah een 7, 853. 46 
62 DN i celasstinsnic ai cle ttcanidi ieee oe etalon cco 7, 304. 22 
7 Eee ch ge alts bin wa anes Re 1, 904. 02 
— PO S222. wee le Ui ee 1, 410. 22 
GOOUS) 108 eis. 3 dss eee =) et bees 862. 39 
4 etme « GORE 
> Co : Seer ire engages 4 TEPEE  E ae eM ee SES re 893, 371. 80 
24 Deduct withdrawal by former joint venturer_______________ 535, 298. 40 
= Worst. Saat Fe) Os) ul seawll Ss i ilg bated eee ead 258, 073. 40 
— Add estimated inventories : 
42 Work in progress__..........____________ $330, 000. 00 


— Parts Acarees POCIORIOE. ncn cicsiesiinweennian 40, 000. 00 
— ——-- 370, 000. 00 


Excess of revenues over costs (deferred income)__ ______ 728, 073. 40 


A.L. Dougherty income statement for the year ended Dec. 31, 1956 
(A. L. Dougherty Co. only) 


Reeds {CCONEETOCEOR ORIN ) onc cee aden nes bb eeewe $745, 967. 36 
Costs and expenses : 
Cost of work sublet _- a A 
Fe kee a eee 107, 325. 73 
BORG hha cia dp neta aa ae 93, 407. 78 
RG hire sinter ccc ciasatags enmanens 58, 284. 67 
SINRE = FONNUN Ee... int, aw Dac nmanh ane adbcginecianiaad. Gi ae 
mepeiss and maintenance... _. - on eee 36, 494. 41 
TIN So Abed ouch. ete het ee diaerahe aeile ieivaeebeaiethcedtdreiaeale 29, 343.18 
Sc al a aa a eres sain ees ck puaeginaaiatiou 18, 926. 22 
SI SITE, RUN ON soicine cnccgista cise tcteereenlganadetings aa meee 11, 370. 33 
MO a | aids celtclnacngd hamie lentes Renta 11, 333. 61 
eee Bee ecco... .. .- oneeeooes 8, 081. 57 
Wennenes c= 8 esa cicce ss See Bae 6, 587. 21 
NINN Sn 8 3 i a iinasin cesipchliticetiaas 4,531.15 
Ts ook nna ea eee ee ieee 8, 154. 87 
i a a a ee 2, 671. 08 
Wes 2 oh ee ga is Ses a es he _.. 2, 566. 61 
Pe CRN, TEADOG, CURIOO ka icine — even enincemiens 2, 237. 10 
HOGS 2st dames ie ited be etude ee hale 2, 066. 2: 
Unclassified______ nina staat eet asc daNaaciae th dlc ia 1, 750. 00 
————————-_ 590, 198. 62 


Net income from construction__-_-__-~ siniecciimces Ge Toe oe 
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Other income: 





Gain.on enles of eemtnment.. $175, 747. 55 
Loss from other operations______________________ (8, 939. 24) 
Dividend. income... ii sheet. SS ees 5, 255. 00 
——— —— 172,063. 31 
PL .....«: Senccnncunnetcceieitiaimeasnakenwasadee oat 327, 832. 05 


NEWARK, N. Y., June 13, 1957. 
Mr. A. L. DouGHERTY, 


President, Dougherty Overseas, Inc., 
Hammond, Ind. 


Dear Str: Submitted herewith is the balance sheet for Dougherty Overseas, 
Inc., dated December 31, 1956. 

The records maintained in the New York office have not been examined in detail, 
although we reviewed the bank reconciliation and checked collections of the 
expenditures submitted for reimbursement, all of which were collected in Jan- 
uary 1957. The records maintained in the home office were examined and bank 
balances were confirmed and reconciled to the books. Advances to A. L. Dough- 
erty Overseas, Inc., and A. L. Dougherty Co. agree with their records. 

Inasmuch as we did not verify the assets and liabilities on the New York office 
books, no opinion is expressed on the balance sheet. 

Yours truly, 
HaAro_p E. BAUMANN, 
Certified Public Accountant. 


Dougherty Overseas, Inc. (Liberia), balance sheet, Dec. 31, 1956 





ASSETS 
Current : 

A a iat anesennniatsinstinininieannisiosinist sescesictibinstinecn Me alg $206, 300. 64 

Reimbursable expenditures : 
Submitted for reimbursement_______________ 522, 808. 10 
i process, not submitted... ..........6.- 67, 739. 32 
OR ih Att iO Oe on scceincsteintncannandids liad 590, 547. 42 
AGvanCes Te ON INES... 6. secicidiicicmiediictime te 445. 92 


— $797, 293.98 
Other: 
Advances to A. L. Dougherty Overseas, Inc_______ 288, 344. 49 
Advances to A. L. Dougherty Co_____--_- 89, 875. 40 
Defered expense, not reimburseable_______-__--- 13, 820. 97 
pcan 392, 040. 86 
__ 1, 189, 334. 84 


Total, assets 





Current: 
Loan account—bank____..__._-__-__--__- ___ $350, 809. 68 
Travel reserve___- : ; : Sarde — 40, 645. 00 


Payroll taxes withheld aoe 3, 312. 76 


sec eeeee ee 394, 767. 44 


Deferred income: Gain on sales of equipment___-_--_---- a 482, 577.17 


Total, liabilities ms as 877, 344. 61 


Capital advanced — _- si acacia ae 311, 990. 23 


TOTAL .. te.3 nl ero sl ici nnalen a Mi lipasnd aaa eee FR 


Mr. Reppan. Now. I have here a trial balance sheet dated December 
31, 1956, for the Indiana corporation, which is one of the documents 
included in exhibit 13A. 

Did you prepare that / 

Mr. BacMANN. No,sir. 
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Mr. Reppan. Do you know who prepared it ? 

Mr. BauMANN. Yes, sir. 

Mr. Reppan. Is that part of the records of the Indiana corporation ? 

Mr. Baumann. That is, yes, sir, in the light that you just gave it 
there. 

Mr. Harpy. Let us not talk about in the light of anything. Is it or 
is it not a part of the records of the Indiana corporaiton? And as a 
certified public accountant, you ought to know. 

Mr. Baumann. It is in the name A. L. Dougherty Overseas, an 
Indiana corporation ; yes, sir. 

Mr. Reppan. Now, do you have records of the Liberian corporation 
subsequent to that date? 

Mr. Baumann. Yes, sir. I have records of the State Bank of Al- 
bany. 

Mr. Reppan. Are there any other records of the Liberian corpora- 
tion other than the State Bank of Albany ? 

Mr. Baumann. Not in my possession ; no. 

Mr. Reppan. Not in what? 

Mr. BauMANN. Not in my possession. 

Mr. Reppan. Are there any in the possession of anyone else ? 

Mr. Baumann. This has now been put in book form, Mr. Reddan. 
This is the basis of what went into the books. 

Mr. Harpy. Did you set up the books? 

Mr. Baumann. Yes, sir, I set up the headings. 

Mr. Harpy. When did you set them up ? 

Mr. Baumann. I cannot say with any certainty. I would think 
along about last Christmas. 

Mr. Harpy. Do you not have anything to indicate when you set 
them up ? 

Mr. Baumann. No, sir, I donot. 

Mr. Harpy. Nocorrespondence or anything else ? 

Mr. Baumann. No, sir. I set them up in a permanent binder, or a 
binder. It isa direct copy of this. 

Mr. MeEaper. Thseaher of 1957 is your best recollection of when 
you set them up? 

Mr. Baumann. In the fall of 1957, yes. 

Mr. Harpy. You set them up after Mr. Woods of our staff was up 
to discuss this case with you; did you not? 

Mr. Baumann. That is correct. 

Mr. Reppan. You do not have those books and records with you ? 

Mr. Baumann. No, I donot. 

Mr. Reppan. Mr. Chairman, may we inquire of Mr. Dougherty or 
Mr. May whether or not they have the books and records of the Liberian 
corporation with them today. 

Mr. Harpy. Can you answer that for us, Mr. Dougherty ? 

Mr. Doueuerty. At 115 Broadway, New York, the lawyers’ office. 

Mr. Harpy. We want to know whether you have them with you. 

Mr. DoueHerty. Oh, no. 

Mr. Harpy. Are you aware of a conversation which a member of 
our staff had with your Mr. Jansen requesting that those books be 
here today ? 

Mr. Doveuerty. Mr. Hardy, there are so many things requested be 
here today, we would have to have moved an entire office or two. 

24700—58—pt. 1——_9 
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Mr. Harpy. Iam awfully sorry we did not arrange that. 

But they were covered by a subpena. 

Mr. Reppan. Mr. Baumann, the work papers that you have in front 
of you—do they cover all of the entries which you made in the books 
of the Liberian corporation ? 

Mr. Baumann. Yes, they do. 

Mr. Reppan. Do you know whether any other entries had been made 
in those books ? 

Mr. Baumann. I believe not. 

Mr. Reppan. Do those records which you have in front of you con- 
tain anything else, other than information relating to the Liberian 
corporation ¢ 

Mr. Baumann. No. 

Mr. Reppan. Mr. Chairman, may we have those documents intro- 
duced as exhibit 13C ? 

Mr. Harpy. Without objection, so ordered. 

(The documents referred to were introduced into the record as ex- 
hibit 13C and follows :) 


Exuisit 13-C—ScHEDULES OF BANK TRANSACTIONS FRoM Frepsruary 28, 1957, 
To OcToBER 31, 1957, AND From January 1, 1957, THroucH AvuGusT 31, 1957, 
OF THE LIBERIAN CORPORATION, PREPARED BY HAarotp E. BAUMANN 


Dougherty Overseas, Inc., bank transactions Feb. 28, 1957 through Oct. 31 


Balance per statement, Feb. 28, 1957_.......--.--.--.-. cai $17, 340. 28 
Dec. 27, 1956, DO 28, Erco Contracting Corp. W—D ? 

I i i aE i ae . $1, 500. 00 
Mar. 5, 1957, DO, Cash (endorsed by C. Janssen) bid 

and travel-_-__- Sete 5, 000. 00 


Mar, 14 Deposited by A. L. D. Co. “(Mutual Nat ional) HS it3c. Fe) OD, OBS. 00 


67, 340. 28 
6, 500. 00 


Balanec; Mar. 34;°:4957;: per: bankcos.i<z J. 32 0 ek . 60, 840. 28 
May 11, 1957 DOL 1 Mrs. O. 1. Dougherty, loan__......--.----_- 1, 500. 00 
ASCE MEAT. 20, 100s. TE SR. on on oe nee ena 59, 340. 28 


May 17, DOL 2, Director of Internal Revenue (Amt. on 1955 tax)_. 40, 000. 00 


Balance June 3, 1957, per. bank__...........-.--- fee 


TU Bh, SPORE, Pic Bh Ne NOs a Stee arti ie ied 1, 000. 00 
July 20, DOL 5, Pan American Airways, chg. DTB- - 553. 70 
July 6, DOL 3, Marion Lyons (Exp. 1955, September 
through June 1957) 50 cents extra per hour____.___ 5, 067. 37 
July 15, DOL 4, Roy Crist Cadillac, 1955 car trade_.__ 2,319. 00 
—————__ §, 940. 07 
Balance, July 31, 1957, per bank___--_-_--- pLedbhuondesla |) I aeeeas 
July 5, DOL 8, Carlos Freeman, balance on Ven. 
i: ise I ahaa eal a ete see Rigel eheaanar ys dpdaces 2, 440. 00 
Age. 2 TOT 7 ree E1060), Bs Bo chee kn wens 93. 56 
Aug. 2, DOL 8, Louis A. Cohen, on salary_-_____---_-_-- 250. 00 
Aug. 24, DONYLI, New York Life Insurance Co., 
a ae ces. Sa ecm aede en ks 2, 110. 50 


4, 894. 06 


Balance per bank, Aug. 28, 1957__......-.------- oe 5, 506. 15 
De: Dee SOR RINONE WY 2. Ts Sienccnant mae saat mean au 2 553. 70 


Balance per bank, Oct. 31, 1957 (Still OK Dec. 31, 1957)-___- 6, 059. 85 



















































































ick Enea aad eaadag eiheadies pala ecatilaadica tartan anneal 


























TS aaaeaesidaaepapemmmnpenpeindaaiiaatl ST SE or SF ATTA PETROL I TRIER aad GRRE LISI A alate 
ov) . e a os ——— - 
4 «OL 99 008 ‘9 8h 'L6L ‘16 eT'Tss ‘srt | 000'09 

oree9e aoe nese | 90 BSF ‘Z LOCA eer 

ae ee a ee 09 ‘OIL ‘Z ee ee ae ~--="==1em0si0d ‘a “I'v | 0° OIL ‘% ee oot eal 1 ANIOG ““"=""OC) dOUBINSU] AIT YOK MON 

— a ee oe - ie. =< tee ““-"""AJBIBS LO BDUBAPY | 00 092 > ee 8 IOod ae _— = usxyOO “V sTno’y 

a eee ee a | oo oe a eA . .. = »- ne a Or. we ee sige @ "i Ree ee ee oe 
—— |= aa = = = = =| ee - 

OL “eg¢ — *  <t on oe Oo ve stats At — a en tae eae | 20 ‘088 ‘II 

MN hs. 4. eee ="! OL eo¢ Poe aah a. ee rhea SABMIT VY UBITIOULY ued 
eens earn ee ee ee ee ee Ap® YyseD | 00°000'T a ae F r10Od eT BY cate , OP ae Ee 
© IVTIPBO S961 UO “BIC | 006Ie Z a oSapcaeie~stse-s8 JEIbEE Bote eae" roneeates oRlIpeg Is LOY 
Bee nk ee er aer eae. ta ~~" 2661 ounf Nagy eggt “Ides “dxg | LE “290 ‘¢ oe ioe a 59a. > suoA’] UOLIe 
3 ee ee | OO OFF ‘Z Dheibsen Ser ea yom JO} SUPYoo]—‘dxe ejanzeusA | 00 OFF ‘Z as we 8s 10d a. ee ee UBUIDIIY SOLIBO 
x cane cegeishoss sea----=-====-| 99 °900 ‘Tp ecewccccecsces | coccwewecccescecseccceccescesenccees 00 008 ‘IF gecughoncsonn 
ie ee ee a es ea... “----xB} OUIONUT [BUOSIed EEK, WO % | 00 ‘000 ‘OF = . Cae 210d t's ONUDADY [BUIN}U] JO 10jaI1 CT 
5 ———— fle Ce see ee eos eA. 7 - eo 110d a Aqioyqanog “IO ‘Siw 
— — => |5baa—=——————_S__= |_ ———_— — = =— = — — = = 
5 ene ak aaa eae ina a 00 °00¢ ‘9 000 ‘0g 
es roe tt es (00 000 ‘0¢) Bea aes ee Pe a i ee oo Bo ae Ne ae ~ 09 “a "I “Vv Aq quourAvdoy 

a he) es 00 ‘000 "¢ ae a [9AB1} pue Pl | 00000 '¢ > a od (uessutr “Gg Aq pesiopus) yseO 

& eee SS oe Se “eons Wyaee aay eee” lU6 eee eee sz Od : <= OO ZuyjoeU0Y oo14 
Qo =e | oven fo sssesweeeene-l OO LBM Po 
= a Ed ee 00 ‘IST ‘> nyoodsuy | 00 IST ‘F oe a es “92 ~-"""UMELYBO JO OFRTITA 
._ ae eee | 00 ‘980 ‘F T'V_“340 | 00 ‘980 “+ i "_......|_. 2... 88 Cf | 77777 OF dOUBIMSU] VT FIOX MON 
a ME eee a cece ceee eaten See 8 2h acer fas IO ft -cocl—n - 

9% re Se “"""OD Yong sey uv, 

7, ee ee a See see ee ee a | 00000 ‘O¢ ee ag ee Sas Soa! a 
a |-=--===-=----- ene eer ae renee =o enenee sere edrer | 00 ‘000 ‘e oa “-"c8 GV ae ~- APOYINOC -UBUjOyUT MA 
= 2| eee 
a Tee Cer en a ee ee | 00 002 ‘ZI ae ee 
° P *s100U 
_ — ee ee ee —e. =:hChmhCUCUC | -3ua ‘uezeyD Y UszZRYD 9/8 UC an ae a oe Er Sreroraree es usyOO STMa’] 

| *(uas 
aa ~ ae oe 00 ‘000 ‘T a ae a | So ae joAvly pus plq ‘dW “I “V | 00°000‘T oh ““|]>""*"=""7e Og | -suer Aq poysnd) ‘oO Aqioysnog “Ty 
‘(epid 
ae eh ae ae ay | 00 002 ‘S$ Se 002‘T$ TeAvsy ‘dxe ‘000'2$ ‘snuOg ee en ae Ig Od | “WL ‘¢ AQ poysed) ‘oO Ayoysnvg “T *y 
| | 
j | a | =F ies > aS re "7 r = - ae hee ar, 
10 “Id 
‘Id ‘Ia ‘Iq | 
a-L-a 700 G-M ‘00 s82g,0 SyIVUIIY = os 5 
"SIT ‘= kw | yurg 
£961 ‘1g “6ny 07 ‘2061 ‘T ‘uve ‘suoipnsun.y yung ‘(pisaquv’T) *2UT ‘svascaag fiz4 syb6noq 
~— mM @ . ‘ ' ~.* Cc CO;1omoco limo ny ! 
a4 o ra 5S = sins |l88/8 - | le 
Oe ee OS a “ SINS |AS {NS | A S| $/22/8 








114 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Baumann. I would like to keep a copy of them if I may have 
them later. 

Mr. Harpy. We will try to give them back to you as soon as we can 
get them photostated. 

Mr. Baumann. All right. 

Does your last entry go to February 28, 1957, Mr. Woods? 

Mr. Woops. Yes, sir. Well, December 27 is the last withdrawal I 
have. 

Mr. Baumann. Of what year? 

Mr. Woons. Of 1956. 

Mr. Baumann. Then that begins on the next page. 

Mr. Reppan. And exhibit 13C is a continuation of exhibit 13-A: 
is that correct? With respect to the Liberian company account? 

Mr. BAuMANN. Yes. 

Mr. Meaper. I would like to ask a question. 

Mr. Harpy. Go ahead. 

Mr. Meaper. I want to ask you now about the books of the Indiana 
corporation. 

Mr. Baumann. Yes, sir. 

Mr. Meaper. You have not submitted those here today. Those are 
not these exhibits? 

Mr. Baumann. No; they are not. 

Mr. Meaper. These exhibits are only the Liberian corporation; is 
that correct ? 

Mr. Baumann. Yes, sir. 

Mr. Mraper. But you are employed as an accountant with respect 
to the books of the Indiana corporation; is that right ? 

Mr. Baumann. That is right. 

Mr. Mraper. Now, have you made similar analyses of the books to 
those that you made for the Liberian cor poration ? 

Mr. Baumann. No, sir; it has not been necessary, because they 
have had an accountant in the New York office or had a number of 
accountants in the New York office, and I have not been required to 
go down and record this information. 

Mr. Meaper. I wanted to ask you specifically with reference to 
equipment accounts. Are you at all familiar with the equipment ac- 
count of the Indiana cor poration ? g 

Mr. Baumann. Yes, sir, lam. 

Mr. Meaper. You heard testimony here by representatives of the 
General Accounting Office ? 

Mr. Baumann. Yes, sir; I did. 

Mr. Merapver. Are you familiar with those transfers of title from 
the Indiana corporation to the Liberian corporation of equipment? 

Mr. Baumann. Yes, sir. 

Mr. Mraper. And are the statements made by the General Ac- 
counting Office in that regard correct to the best of your knowledge? 

Mr. Baumann. To the best of my knowledge, yes. 

Mr. Mraper. And you are familiar with the books ? 

Mr. Baumann. I assisted him in preparing a schedule. I was asked 
to go to Chicago and point out to him in the books where he could find 
this information, and I did, for approximately a week or 10 days. 

Mr. Meaper. So these tables we went over with the General Ac- 
counting Office representatives are accurate as you recall them ? 

Mr. Baumann. They soundso. I have not seen them. 
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Mr. Meapver. You assisted in the preparation of those schedules ¢ 

Mr. Baumann. Yes, I did. 

Mr. Meaper. But that was done when, Mr. Baumann ? 

Mr. Baumann. It was either in late August or early September, I 
think. 

Mr. Meaper. Of last year? 

Mr. Baumann. Of 1957? 

Mr. Meaper. Of 1957? 

Mr. Baumann. Yes. 

Mr. Mraper. At the time these transfers took place in September, 
is it of 1956? 

Mr. Baumann. Of 1956, yes, sir. 

Mr. Meaper. Were you aware of those transfers, at that time? 

Mr. Baumann. I discovered it some months later, yes, sir. 

Mr. Meaper. Prior to the inquiry by the General Accounting Office ? 

Mr. Baumann. Oh, yes. 

Mr. Meaper. When did you first discover the transfers of the equip- 
ment from the Indiana corporation to the Liberian corporation ? 

Mr. Baumann. Probably in November or December of 1956. 

Mr. Meaper. Was that prior to any member of the committee’s staff 
inquiring about this matter ? 

Mr. Baumann. Oh, yes. 

Mr. Meaper. Or was it because they inquired about it ? 

Mr. Baumann. Oh, gracious, it was7 or 8 months before. 

Mr. Harpy. What was the procedure by which this transfer took 

lace ¢ 
7 Mr. Baumann. As a book entry. They are always transferred at 
book value, no gain or loss recognized between the various enterprises. 

Mr. Meaper. You mean with respect to the equipment we have been 
talking about ? 

Mr. Baumann. All equipment. 

Mr. Meaper. You mean it is always done that way ? 

Mr. Baumann. Always. 

Mr. Harpy. Was it set up on the books of the Liberian corporation 
at the time of the transfer ? 

Mr. Baumann. Yes, sir. 

Mr. Meaper. I did not know they had any books. 

Mr. Baumann. They are right on there. 

Mr. Mraper. You did not make this record until sometime in Feb- 
ruary of 1957, did you? 

Mr. Baumann. That is right. 

Mr. Meaper. But you are contending that they were set up on the 
books of the Liberian corporation in eotendeel of 1956? 

Mr. Baumann. Oh, no, sir, they were not, because there was no 
one that had made any record of anything in 1956. They did not have 
anyone who could make a record in 1956 in the Chicago office. 

Mr. Harpy. So that as far as the records are concerned, these items 
of equipment were still the property of either the Indiana corporation 
or Mr. Dougherty’s sole proprietorship ? 

Mr. Baumann. No, the transfer of the equipment from the com- 
pany’s books that I am talking about, the proprietorship, had been 
accomplished, but nothing had been done with receiving them on the 
Liberian books, because there were no Liberian books. 
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Mr. Meraper. Just how was this transfer effected, Mr. Baumann, if 
youknow? Wasthere any bill of sale or document ? 

Mr. Baumann. I believe that there was; I am not sure. My first 
knowledge of it was running across a journal entry in the equipment 
account. 

Mr. Meaper. In the equipment account of the Indiana corporation ? 

Mr. Baumann. No, of the proprietorship. At the time of this sale, 
the Indiana corporation owned no equipment. 

Mr. Meaper. Well, here, for example, is schedule B, 6 Euclid bot- 
tom-dump trucks. There 1 is an entry on this table showing that on 
June 1, 1952, they were “transferred for $105,557.70 (bv) (69 percent 
of original cost) to A. L. Dougherty Overseas, Indiana.” 

Mr. Baumann. That is right; that is when the Indiana corpora- 
tion took over the Newfoundland work. And all equipment at that 
time was transferred from A. L. Dougherty Co., that is, the proprietor- 
ship, to the corporation, the Indiana corporation. 

Mr. Mraper. That is for the Newfoundland job? 

Mr. Baumann. Newfoundland job; yes, sir. 

Mr. Mraper. On July 1, 1955, $20,000, or part of it—2 items—were 
sold to the Winkelman-Dougherty joint venture. 

Mr. Baumann. That was an out-and-out sale. 

Mr. Meapver. That was an out-and-out sale? 

Mr. Baumann. Yes, it was recognized there. 

Mr. Meaper. And apparently, on September 9, 1956, they were 
transferred for $13,000 to Dougherty Overseas, Inc., Liberia. 

Mr. Baumann. Which would be the depreciated cost at that date. 

Mr. Meaper. So then you were familiar with the Winkelman- 
Dougherty books ? 

Mr. BAUMANN. Yes. 

Mr. Mreaper. And also the A. L. Dougherty Overseas, Inc., Indiana, 
books ? 

Mr. BAuMANN. Yes. 

Mr. Meaver. And there you saw recorded entries of the transactions 
of transfer ? 

Mr. Baumann. That is right, but no receipt, because there was no 
other sets of books to record a receipt. 

Mr. Meaper. And whether or not in each case a bill of sale or some 
evidence of transfer was actually executed, you do not know, do you? 

Mr. Baumann. I do not know for sure, but—I cannot say so. 

Mr. Mraper. You never saw any ? 

Mr. Baumann. No. 

Mr. Meaper. The only evidence you saw was the entry on the books? 

Mr. Baumann. That is right. I know it is customary within the 
company that when any piece of equipment is sold, there is a bill of sale 
issued. But I donot know; I did not see one at this time. 

Mr. Harpy. Go ahead. 

Mr. Reppan. In connection with the transfer of this equipment 
to the Liberian corporation, was there any capital gain to the sole 
proprietorship ? 

Mr. Baumann. There has never been any capital gain recognized 
between companies, no, sir, or loss. 

Mr. Reppan. I see. Now, was there any capital gain on the sale of 


the equipment from the Liberian corporation to the Cambodian 
Government ? 
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Mr. Baumann. I beg your pardon ? 

- Mr. Reppan. From the Indiana to the Liberian corporation you 
say there was no recognized capital gain; is that right? 

Mr. Baumann. No. 

Mr. Reppan. Was there any capital gain to the Liberian corpo- 
ration on the sale of this equipment to Cambodia? 

Mr. Baumann. There certainly was. 

Mr. Reppan. Was any tax ever paid on that? 

Mr. Baumann. No, sir, it is shown on that statement as deferred 
income. 

Mr. Reppan. What do you mean by deferred income? 

Mr. Baumann. It is to be reported at a later date. 

Mr. Reppan. At whose discretion? How much later? 

Mr. Baumann. I imagine at Mr. Dougherty’s discretion. 

Mr. Reppan. And is there any time limit within which he can re- 
port that as income? 

Mr. Baumann. None that I know of. 

Mr. Reppan. Could you keep that as much as 10 years without 
reporting it? 

Mr. Baumann. I imagine he could. 

Mr. Reppan. 20 years? 

Mr. Harpy. Are we talking about under the Internal Revenue 
Code now? 

Mr. Baumann. I have not made a study of it, sir. I cannot say with 
any certainty. But I would think so. According to what I have 
read in the tax services—but I have not tried to make a study of it. 

Mr. Reppan. Do you know whether or not this sale to Cambodia 
was completed within the continental United States? In other words, 
can you testify from your examination of the documents whether 
title passed to Cambodia in the United States? 

Mr. Baumann. I cannot say, but I think that it did. 

Mr. Reppan. Now, I would like to refer for a minute to exhibit 
13—A, to that page which is entitled “Bank Transactions, October 18, 
1956 to December 31, 1956.” 

Would you turn to your records on that, Mr. Baumann, please. 

Mr. Baumann. Yes, sir. 

Mr. Reppan. Do you find a column there headed “10 Percent 
Commissions” ? 

Mr. BauMANN. Yes, sir. 

Mr. Reppan. And did you put the figures in that column ? 

Mr. Baumann. I did. 

Mr. Reppan. And at whose instructions? 

Mr. Baumann. Well, it was my own idea to write the heading 
there. I can refer you back a little further, where Mr. Dougherty has 
written “part of 10 percent.” Which I assume meant 10 percent 
commission. 

Mr. Reppan. Iam sorry, sir—— 

Mr. Baumann. I said I would have to go back further to this sheet, 
to where Mr. Dougherty wrote “part of 10 percent.” 

Mr. Reppan. What sheet is that you are referring to? 

Mr. Baumann. Your original seven-column page there, where the 
checks are listed without being summarized. 
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Mr. Reppan. I do not see that sheet here. Will you take a look 
at that photostatic copy that we have and see if that compares with 
the one you are talking about. 

Mr. Baumann. That is it right there [indicating]. 

Mr. Reppan. Now, what are you referring to on that sheet? 

Mr. Baumann. I said Mr. Dougherty had gone down this list of 
checks and had marked some of them “part of 10 percent.” 

Mr. Reppan. That is the second column from the left; is that right? 

Mr. Baumann. That is right; that is correct. 

Mr. Reppan.’ And that is in Mr. Dougherty’s handwriting? 

Mr. Baumann. Yes, sir. 

Mr. Reppan. Now, did he have any discussion with you relative to 
that page or those entries ? 

Mr. Baumann. No, sir. 

Mr. Harpy. Did he tell you what that 10 percent represented? 

Mr. Baumann. No, he did not, specifically. I assumed—maybe [ 
should not have—that it was commission, but I do not know. So, 
I Jabeled it “10 percent commission.” 

Mr. Harpy. Have you ever discussed with Mr. Dougherty what 
that represents ? 

Mr. Baumann. I have heard Mr. Woods discuss it with him a 
number of times. 

Mr. Harpy. Were you present? 

Mr. Baumann. Yes; I was. 

Mr. Mraper. What did Mr. Dougherty say it represented ¢ 

Mr. Baumann. He said it represented commission. 

Mr. Harpy. Sothen you found out that you were correct ? 

Mr. Baumann. That is right. 

Mr. Harpy. All right. 

Mr. Reppan. This is commission on the sale of this used equip- 
ment you have just been discussing ? 

Mr. Baumann. That is correct? 

Mr. Reppan. And these figures in this column which is headed “10 
percent commission” total $92,611.28, which is exactly 10 percent of 
the invoice price to ICA ? 

Mr. Baumann. That is right. 

Mr. Reppan. Now, did you draw any of those checks ? 

Mr. Baumann. No, sir. 

Mr. Reppan. You just made the entries? 

Mr. Baumann. That is all. I just went from the canceled checks. 

Mr. Harpy. We will stand adjourned now, to reconvene in this 
room at 2:30. 

(Whereupon, at 1:30 p. m., the hearing was recessed, to reconvene 
at 2:30 p.m.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss and myself consti- 
tuting a quorum under the committee’s rules. 

Mr. W. H. McPheters. 

Mr. McPheters, would you come up, please, sir? Will you be 
sworn, please ? 

(Whereupon, William H. McPheters was duly sworn by Mr. 
Hardy.) 





0k 
ith 


of 


at? 


. to 


cl? 
a I 


So, 


iat 


Ip- 


10 


ks. 


his 


FOREIGN-AID CONSTRUCTION PROJECTS 119 


TESTIMONY OF W. H. McPHETERS, CONSTRUCTION CONSULTANT, 
NEW YORK, N. Y. 


Mr. Reppan. What is your home address, Mr. McPheters ? 

Mr. McPueters. 301 East 21st Street, New York 10, N. Y. 

Mr. Reppan. Do you have an office? 

Mr. McPueters. It’s my home. 

Mr. Reppan. And what business are you in? 

Mr. McPuerers. I’m what we call a construction consultant. 

Mr. Reppan. Are you an engineer ? 

Mr. McPuerers. | am. 

Mr. Reppan. What school did you graduate from ? 

Mr. McPuerers. Oklahoma A. and M. College. 

Mr. Reppan. With what degree ? 

Mr. McPuerers. Bachelor of science in chemical engineering. 

Mr. Reppan. And how long have you been engaged in the business 
that you are now in? 

Mr. McPueters. Oh, practically since the war. 

Mr. Reppan. That is, since 1945, you mean ¢ 

Mr. McPuerers. Well, I have been engaged in the equipment busi- 
ness, and that’s basically what I’m in now. 

Mr. Reppan. In the equipment business? 

Mr. McPuerters. In the equipment business in relationship to con- 
tractors, both as to engineering and sales. 

Mr. Reppan. What type of equipment is that? 

Mr. McPuerers. Heavy construction machinery. 

Mr. Reppan. And your function in connection with that has been 
what ? 

Mr. McPuerers. Well, I have bought it for companies. I have sold 
it to other companies. I mean I have sold to exporters. I have 
bought for exporters. I have bought for equipment dealers. I have 
sold to equipment dealers. It’s been basically in connection with 
export. 

Mr. Reppan. Now, do you do that under your own name or a cor- 
porate name ¢ 

Mr. McPuerers. Both. 

Mr. Reppan. Do you have any corporations in this business of yours? 

Mr. McPuerers. Yes. 

Mr. Reppan. More than one? 

Mr. McPuerers. Yes. 

Mr. Reppan. Would you tell the committee the names of those cor- 
porations, please ? 

Mr. McPuerers. Witmac Corp. 

Mr. Reppan. When was that corporation formed ? 

Mr. McPueters. 1945, I believe. 

Mr. Reppan. And who are the officers and directors ? 

Mr. McPuerers. I am the president of the corporation. My at- 
torney, Mr. Levenson, is the secretary. His name is Abraham Leven- 
son. My wife is the treasurer of the corporation. Her name is 
Beatrice McPheters. And there is a gentleman by the name of Mr. 
Lasker, Edward Lasker, who is the vice president of the corporation. 
He came into the corporation about July of this past year. 

Mr. Reppan. In what State is that 





A tt A as ne en eB 


TENS 


ee ee 


eT AR Ng ETT Neat em BT BE Doe 


RFE Te On MUP es WS Tk BRMNIIONE IE ge 


Se ee es eT ee ee 











120 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. McPuerers. New York. 

Mr. Reppan. It’s a New York corporation ? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. Its offices are where ? 

Mr. McPuerers. In my home. 

Mr. Harpy. How much of the capital stock of that corporation do 
you own? 

Mr. McPueters. Fifty percent. 

Mr. Reppan. How much does your wife own ? 

Mr. McPuerers. Fifty percent. 

Mr. Harpy. So between the two of you, you own the entire corpo- 
ration ? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. You said you had another corporation ? 

Mr. McPuerers. Yes, sir. I have an interest in the—well, let us 
say my wife has an interest in another corporation. 

Mr. Reppan. These are corporations now through which you carry 
on your business? Is that correct? 

Mr. McPuerers. That is correct. 

Mr. Reppan. What is the name of the other corporation ? 

Mr. McPuerers. Framak Service Corp. 

Mr. Reppan. When was that formed ? 

Mr. McPuerers. That was formed in, I believe, August of 1956. 

Mr. Reppan. What was the purpose of forming that corporation ? 

Mr. McPuerers. That corporation was formed because of some 
business that was pending and contemplated, a great deal of business, 
pending between the Axelrod Co. and myself. 

Mr. Reppan. The Axelrod Co. ? 

Mr. McPuerers. Company. And myself. 

Mr. Reppan. Isthat the full name of the company ? 

Mr. McPueters. A. F. Axelrod Co., Inc. 

Mr. Reppan. Where are they located ? 

Mr. McPuerers. 274 Madison Avenue, New York. 

Mr. Harpy. One minute. What is the extent of your stockholding 
in the Framak Corp. and your wife’s stockholding in that corporation ? 

Mr. McPuerers. My wife has a 50-percent interest in the company. 
And Mr. Axelrod’s daughter has a 50-percent interest in the company. 

Mr. Reppan. Who are the officers of that company ? 

Mr. McPuerers. Mr. Axelrod is the president. I am the vice presi- 
dent. My wife is the secretary. And Miss Axelrod is the treasurer. 

Mr. Reppan. Now, are there any other corporations through which 
you conduct this business that you’ve been telling us about? 

Mr. McPuerers. Well, I have bought and sold for companies that I 
worked for. 

Mr. Reppan. No, I 





Mr. McPuerers. You mean in which I have an equity ? 

Mr. Reppan,. That’s right. 

Mr. McPueters. No, sir. 

Mr. Reppan. I will show you a copy of what purports to be the 
minutes of the Witmac Corp., Mr. McPheters, and ask you if you 
can identify it as such. 

Mr. McPueters. They appear to be the corporate minutes. 
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Mr. Reppan. Is that the minute book that you turned over to Mr. 
Walton Woods of the committee staff ? 

Mr. McPuerers. My wife turned this over to him. 

Mr. Reppan. I see. 

Mr. McPueters. I was not—— 

Mr. Reppan. All right. Mr. McPheters, if you will turn to page 
44-—— 

Mr. McPuerers. Yes, sir. 

Mr. Reppan. What minutes appear on page 44? 

Mr. McPueters. Shall I start reading the—— 

Mr. Reppan. Just give us the date. 

Mr. McPuerers (reading) : 

Minutes, Special Meeting of Directors. A special meeting of the Board of 
Directors of the Witmac Corporation was held at the office of Abraham L. 
Levenson, 551 Fifth Avenue, New York, New York, on the 10th day of May 
1956 at 2:30 o’clock in the afternoon. Present: Mr. William H. McPheters, 
Mrs. Beatrice McPheters, Mr. Abraham L. Levenson. Mr. Levenson presided 
as chairman. He advised—— 

Mr. Reppan. Excuse me, Mr. McPheters. In the interest of brev- 
ity, the only part that I am interested in other than the identifica- 
tion of the minutes is the entry which appears in those minutes on 
page 44. 

Mr. McPuerers. Oh. All right. You mean where it’s marked 
down here ? 

Mr. Reppan. Yes, sir. If you will just identify that as to the 
paragraph number on that page. I believe it’s paragraph 3. 

Mr. McPuerers (reading) : 

The chairman then presented to the meeting the actual contract which had 
been entered into on April 27, 1956, between the corporation and the said 
Martha M. McPheters and further presented to the meeting a proposed con- 
tract between the Corporation and the A. L. Dougherty Company. 

Mr. Reppan. Are those contracts in the minute book ? 

Mr. McPuerers. One item identified as 14A is with Miss Martha 
McPheters. 

Mr. Harpy. Is that a contract between the Witmac Corp. and Mrs. 
Martha McPheters ? 

Mr. McPuerers. Miss Martha McPheters. 

Mr. Harpy. Miss Martha McPheters? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. May we have the contract with Miss Martha Mc- 
Pheters marked “exhibit 14A,” please? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 14A and follows:) 


Exuieit 14A.—Contract BETWEEN WitMAc CorP. AND MARTHA M. McPHETERS, 
APRIL 27, 1956 


THIS AGREEMENT, made this 27th day of April 1956, by and between the 
Wirmac CorpPoraATION, a New York corporation, with its office and principal 
Place of business at 301 East 21st Street, in the Borough of Manhattan, City 
of New York, hereinafter designated as “Witmac”; and MartHa M. McPHETERS, 
of Stillwater, Oklahoma, hereinafter designated as “Agent.” 

WITNESSETH : 

Whereas Witmac has been inactive for some years, but is desirous of reestab- 
lishing itself in the machinery business in which it had been originally engaged ; 
and 
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Whereas the Agent has represented unto Witmac that she is closely affiliated, 
on a friendly basis, with one A. L. Dougherty, who is the operator of a company 
bearing his own name in Whiting, Indiana, and has further represented that 
the said A. L. Dougherty Company is possessed of substantial amounts of ma- 
chinery which it is desirous of selling and that she will be able to introduce 
Witmac unto Dougherty and will exert her best efforts in order to persuade 
Dougherty to retain the services of Witmac as selling agent; 

Now, therefore, in consideration of the premises and the mutual promises 
and covenants herein contained, it is hereby agreed as follows: 

First: Immediately after the making of this Agreement, the Agent agrees 
to introduce Witmac unto the A. L. Dougherty Company, of Whiting, Indiana, 
agrees to exert her best efforts towards inducing the said A. L. Dougherty 
Company to retain the services of Witmac whom she will recommend as hav- 
ing the ability to sell and dispose of the machinery and heavy equipment 
possessed by the A. L. Dougherty Company, at prices which would represent 
a fair return in the existing market. 

Seconp: In consideration for such services as aforementioned, and in the event 
as a result of such introduction and recommendation, a contract eventuates be- 
tween Witmac and the said A. L. Dougherty Company or any of the latter’s 
subsidiaries or affiliates, which results in Witmac earning commissions, then 
and under such circumstances Witmac does hereby agree to pay unto the Agent a 
sum of money equivalent to one-third (14) of the net proceeds received by 
Witmac from the A. L. Dougherty Company or any of its subsidiaries or 
affiliates. 

Turrp: The term of the agency hereunder shall be until December 31st, 
1957. 

FourtH: The parties hereto hereby agree that the maximum sum which 
Witmac shall be obligated to pay unto the Agent during the term of this Agree- 
ment as aforestated, shall be Ten Thousand ($10,000) Dollars. In other words, 
if the net proceeds earned by Witmac shall be Thirty Thousand ($30,000) Dol- 
lars or greater, then and under such circumstances the 4 rate shall not apply, 
but the commissions due and payable unto the Agent shall be said sum of 
$10,000. 

Firtu: This Agreement shall be binding upon the parties hereto and their 
respective heirs, executors and/or assigns. 

Srxta: This Agreement cannot be modified or extended without another 
Agreement in writing signed by each of the parties hereto. 

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands and 
seals the day and year first above written. 

Wirmac Corp., 
By W. H. MoPuHEters, President. 
MArtTHA M. McPHETERS, L. 8. 


Mr. Harpy. Do you have another contract there? A contract be- 
tween whom ? 

Mr. McPuerers. A contract between Witmac Corp. and A. IL. 
Dougherty Co. 

Mr. Reppan. What is the date of that contract? 

Mr. McPuerers. Tenth of May 1956. 

Mr. Harpy. That is the contract that was referred to in the minutes 
that you just read ? 

Mr. McPuerers. Yes,sir. I assume so. 

Mr. Reppan. May we have that marked “14B,” please? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
14B and follows:) 


Exuipir 14B—ContTrRAct BETWEEN WITMAC Corp. AND A. L. DOUGHERTY Co., 
May 10, 1956 


THIS AGREEMENT, between the A. L. DouGHERTY Company, of Whiting, Indiana, 
hereinafter referred to as “Dougherty”; and WITMAC CORPORATION, a New York 
corporation, with its office and principal place of business at 301 East 21st Street, 
in the Borough of Manhattan, City of New York, hereinafter designated as 
“Witmac’”’, this 10th day of May 1956. 
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WITNESSETH : 

Whereas Dougherty is a contractor owning substantial quantities of heavy 
machinery and equipment which it is desirous of selling ; and 

Whereas Witmac has been engaged in the business of selling similar heavy 
equipment and represents that it will exert its best efforts to sell such equip- 
ment amongst its contacts within the United States and also abroad; and 

Whereas Dougherty is desirous of retaining the services of Witmac with respect 
to the sale of such equipment and Witmac is desirous of rendering such services 
under an exclusive basis for a fixed period of time ; and 

Where the parties are desirous of specifying in writing the terms of their 
arrangements: 

Now, therefore, in consideration of the premises and the mutual promises and 
covenants herein contained, it is hereby agreed as follows: 

Frrst: Dougherty does hereby give Witmac a six (6) month option, on an 
exclusive basis, to sell the following equipment: 

20 Caterpillar Tractors, Model D8. 

10 Caterpillar Motor Graders, Model No. 12. 
25 Euclid Bottom Dump Wagons, Model FDT. 
9 Euclid Scrapers, Model TDT. 

4 Northwest Shovels, Model 80D. 

1 Manitowoe Drag Line, Model 4500. 

SEcoND: Dougherty does hereby represent that it holds a free and unencum- 
bered title to the foregoing items of machinery. 

Tuirp: Witmac does hereby agree that it will exert its best efforts in attempt- 
ing to sell such equipment during the said six months’ period, representing the 
term of this Agreement. It is agreed between the parties that the prices at which 
such equipment is to be sold shall be no less than sixty per centum (60%) of 
today’s replacement value, but Witmac shall in each instance exert its best 
efforts towards procuring a better price. In the event that Witmac may be 
unable to sell such equipment at the minimum price of 60% of today’s replace- 
ment value, then Witmac shall not commit Dougherty towards any sale price 
less than such minimum without first submitting such price to Dougherty in 
writing and procuring Dougherty’s written consent to such sale. 

FourtH: The parties agree that in consideration of the exclusive authorization 
granted unto Witmac hereunder, that any and all traveling and selling expenses 
incurred by Witmac in the prosecution of its endeavors hereunder shall be borne 
by Witmac and shall not be chargeable to Dougherty. Further, Witmac agrees 
to render such services as may be necessary, by way of advice and directions, 
with respect to the rebuilding and refurbishing of such equipment as may require 
same in order that it may be put into a saleable condition. 

FirtH: Any sale effectuated by Witmac in pursuance of this Agreement must 
be on a cash basis. If a sale be made to a foreign concern or party, then it is 
permissible to arrange such sale predicated upon a letter of credit being arranged 
with a United States bank, providing for payment in full for said machinery 
upon delivery of same to a shipping port. Witmac is hereby afforded the right 
to sell the said equipment piecemeal, or as a packaged unit. In the event that 
Witmac procure an offer for any or all of such items of machinery on a basis 
other than cash, then the written consent to such sale by Dougherty shall first 
be procured before Witmac shall be enabled to consummate a contract of sale. 

SrxtH: In the event that Witmac shall consummate a sale of any or all of 
such machinery and equipment during the term of this Agreement, then it is 
agreed that Dougherty shall pay unto Witmac a commission of twelve and a 
half per centum (1214%) of the gross proceeds realized by such sale. In the 
event that Witmac be unable to consummate any such sale within the six- 
month term of this Agreement then this contract shall terminate and Dougherty 
shall be relieved of any and all responsibility unto Witmac, and shall thereafter 
be entirely free to dispose of such equipment under such terms and to whom 
soever Dougherty may decide upon. In the event that Witmac shall not have 
consummated any such sale of said equipment during the said six-month option 
period, and further in the event and after the expiration of thirty (30) days 
from the date hereof Dougherty shall have procured an offer for such machinery 
and equipment in excess of the minimum price (60% of replacement value) 
hereinbefore specified, then and under such circumstances Dougherty shall be 
free to accept such offer, but Dougherty then shall pay unto Witmac a sum of 


money equivalent to seven and a half (714%) per centum of the gross proceeds 
procured. 
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SEVENTH: This Agreement shall be binding upon the parties hereto and their 
respective heirs, executors and/or assigns. 


E1cHTH: This Agreement cannot be modified or extended without another 
Agreement in writing signed by each of the parties hereto. 


IN WITNESS WHEREOF, the parties hereto have hereunto set their hands and 
seals the day and year first above written. 


A. L. DougHERTY COMPANY, 
By A. L. Doucuerry, L. 8. 
WITMAC CORPORATION, 
By W. H. McPHETERs, 
President. 

Mr. Reppan. Now, the contract which has been received in evi- 
dence as exhibit No. 14B is between the Witmac Corp. and the A. L. 
Dougherty Co., of Whiting, Ind. ? 

Mr. McPueters. That is correct. 

Mr. Reppan. And what was that contract for, Mr. McPheters? 

Mr. McPuerers. That contract was an exclusive sales agreement 
between Mr. Dougherty’s company and my company. 

Mr. Reppan. To sell what ? 

Mr. McPuerers. To sell a large lot of equipment that he owned at 
that time or represented that he owned at that time. 

Mr. Reppan. Is it enumerated in there? Is it set forth? 

Mr. McPueters. Yes. There is quite a large amount of equipment 
enumerated here. Some 20 Caterpillar tractors, Model D-8. Ten 
Caterpillar motor graders, Model No. 12. Twenty-five Euclid bottom 
dump wagons, Model FDT. Nine Euclid scrapers, Model TDT. 
Four Northwest shovels, Model 80-D. And one Manitowoc dragline, 
Model 4500. 

Mr. Reppan. What was the date of that contract? 

Mr. McPuerers. May 10, 1956. 

Mr. Reppan. You were appointed exclusive agent to sell that 
material ? 

Mr. McPuerers. That is correct. 

Mr. Reppan. Now, what was the basis of the sale to be? 

Mr. McPueters. The basis of the sales was that I was to sell for 
the account of the company. 

Mr. Reppan. Of the—— 

Mr. McPuerers. Dougherty Co. 

Mr. Reppan. That is a sole proprietorship ? 

Mr. McPueters. I believe it to be. 

Mr. Reppan. What is the name in the contract? 

Mr. McPuerers. A. L. Dougherty Co. 

Mr. Reppan. And what commission were you to receive : 

Mr. McPuerers. I was to receive a commission of 714 percent of 


any equipment sold by the company and 121% percent on any equip- 
ment sold by me. 


Mr. Reppan. You mean 

Mr. McPuerers. Or by my company. 

Mr. Reppan. You were to receive 12 percent if you or your com- 
pany 








Mr. Harpy. Twelve and a half. 


Mr. Reppan. Twelve and a half percent if you or your company 
sold the equipment ? 


Mr. McPuerers. That’s right. 





| 
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Mr. Reppan. But if the Dougherty Co. sold it, then you were only 
to receive 714 percent ? 

Mr. McPuerers. That’s right. That was the terms. But I had 
an exclusive contract for which I devoted a lot of my time and atten- 
tion and effort, and I was to be compensated in the event he sold some 
of the equipment. I would receive that other compensation rather 
than the higher one. 

Mr. Reppan. What was the value of the equipment. 

Mr. McPuerers. Oh, the value of all the equipment? 

Mr. Reppan. Yes, sir. 

Mr. McPueters. Probably $2 million, more or less. 

Mr. Reppan. Now, how much were you supposed to sell the equip- 
ment for? Was there anything in the contract with respect to that? 

Mr. McPuerers. I believe that there was. Shall I read the part? 

Mr. Reppan. If you will, please. 

Mr. McPuerers (reading) : 

It is agreed between the parties that the prices at which such equipment is to 
be sold shall be no less than 60 percent of today’s replacement value but Witmac 
shall in each instance exert its best efforts toward procuring a better price. In 
the event that Witmac may be unable to sell such equipment at the minimum 
price of 60 percent of today’s replacement value, then Witmac shall not commit 
Dougherty toward any sale price less than such minimum without first submit- 


ting such price to Dougherty in writing and procuring Dougherty’s written 
consent to such sale. 


Mr. Reppan. Now, did you sell any equipment under that contract? 

Mr. McPuerers. No, sir. 

Mr. Reppan. Did you make any effort to sell the equipment ? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. What was the nature of your efforts to sell it ? 

Mr. McPuerers. Well, I thought that I had the equipment sold to 
a concern down in the Dominican Republic actually, but it developed 
that the sale did not materialize although the company claimed and I 
paid them on a basis of their claim that they were about to consum- 
mate a sale at the time that I stopped it. 

Mr. Reppan. Now 

Mr. McPuerers. I also——. Excuse me. 

Mr. Reppan. Go ahead. 

Mr. McPueters. I also made other attempts to sell the equipment 
through other people, namely, through Framak Corp., and they in 
turn made attempts through individual people engaged in the sale of 
used construction machinery. And in general I spent a lot of time 
and effort in attempting to sell this equipment. 

Mr. Reppan. Where was the equipment located ? 

Mr. McPuerers. The equipment was located in Albany, N. Y., and 
I believe Hammond, Ind. 

Mr. Reppan. Did you go to see the equipment ? 

Mr. McPuerrrs. I did not. I saw pictures of the equipment and 
a large, a very large, picture of the whole spread of equipment. Its 
appearance appeared to be in excellent condition. Mr. Dougherty 
represented that he had spent a lot of time and money repairing it. 
And it had all appearances of being excellent equipment. 

Mr. Reppan. You mean 

Mr. Harpy. As far as you could tell from the photographs? 
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Mr. McPuerers. As far asI could tell from the photographs. 

Mr. Reppan. You mean Mr. Dougherty told you he had repaired 
and refurbished this equipment ? 

Mr. McPueters. That’s right. It was all subject to inspection. In 
other words, at any time that a sale by me would have taken place, an 
inspection would have been arranged. 

Mr. Reppan. But, in other words, you didn’t refurbish it? Mr. 
Dougherty refurbished it? 

Mr. McPuerers. No, I didn’t refurbish it. 

Mr. Reppan. Did you supervise the refurbishing or rebuilding of it? 

Mr. McPuerers. No, sir. 

Mr. Reppan. I would like to direct your attention to exhibit 14A, 
which is the contract between Witmac Corp. and Martha M. Mc- 
Pheters under date of April 27, 1956. Would you tell the committee 
who Martha McPheters is? 

Mr. McPuerers. Martha McPheters is my aunt on my father’s side. 

Mr. Reppan. She is not a part of your corporate structure? Is that 
right ? 

Mr. McPueters. No, sir. 

Mr. Reppan. Now, what was this contract for? 

Mr. McPuerers. Well, this contract is not exactly as the wording 
goes. Miss McPheters is a very dear relative of mine 

Mr. Reppan. Before we get into that, would you just tell what the 
contract called for ? 

Mr. McPueters. Oh, the contract calls for her to receive compensa- 
tion by reason of having brought about an introduction of myself or 
my company to the Dougherty Co. And the consideration that she 
is to receive is one-third of the net proceeds of Witmac Corp., or a 
total amount of not to exceed $10,000. 

Mr. Reppan. Now, she was to receive this, as I understand you, for 
her services in introducing you to the Dougherty Co. Is that it? 

Mr. McPuerers. That’s what the contract states. 

Mr. Reppan. Is there something other than what the contract states 
involved in this? 

Mr. McPuerers. Miss McPheters did not introduce me or the Wit- 
mac Corp. to Mr. Dougherty or any of Mr. Dougherty’s companies. 

Mr. Reppan. Did you pay her under that contract ? 

Mr. McPuerers. What? 

Mr. Reppan. Did you pay her under that contract ? 

Mr. McPuerers. I did. 

Mr. Harpy. What was she paid for? 

Mr. McPueters. What do you mean? What she was paid for? 

Mr. Harpy. That’s right. You said she didn’t do what the contract 
said she was going to do. 

Mr. McPuerters. Well, actually she did point out to me—she was 
a guest in my home in the spring of 1956, and she has been an ad- 
viser to me all of my life and has been most helpful to me and in ex- 
tending many, many kindnesses to me and my family. 

Mr. Harpy. So you wanted to find some way to give $10,000 to her 
as a business expense / 

Mr. McPuerers. Well, I wouldn’t go so far as to put it that way. 
She did have an occasion to call to my attention an advertisement in 
one of the trade publications that was at my house that I hadn’t had 
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a reason to read, and she called an ad that was running at that time 
in this magazine of the Dougherty Co. 

Now, having had previous knowledge of the Dougherty Co., because 
at one time I had been a sales manager for a company where Mr. 
Dougherty had a great amount of equipment stored—but my personal 
experiences with him I think had been limited to possibly meeting 
him once or twice. But I was familiar in general with the company, 
that it was a large and very worthwhile contractor, and my aunt did 
call it to my attention that he had available for sale a large amount of 
equipment. 

Mr. Harpy. Was that the reason you wanted to pay her $10,000? 

Mr. McPuerers. Well, no; that is not the exact reason. I have felt 
a desire over the years to show her an expression that might be recog- 
nized of my appreciation of the help that she has given me. 

Mr. Reppan. Would you call it a gift, Mr. McPheters ? 

Mr. McPuerers. Well, I wouldn’t say so. 

Mr. Reppan. Did you deduct it as a business expense ? 

Mr. McPuerters. It was deducted on my books as a commission. 

Mr. Reppan. Did you deduct it on your tax return as a business 
expense ¢ 

Mr. McPuerrers. Yes, sir. As a commission. 

Mr. Harpy. As a commission ? 

Mr. McPuerers. As a commission. 

Mr. Harpy. For what? For showing you the ad? 

Mr. McPuerers. Pardon? 

Mr. Harpy. A commission for showing you the ad? 

Mr. McPuerers. Well, I don’t believe it was specified. It—— 

Mr. Harpy. Why did you write it up that way, Mr. 

a McPueters. I didn’t write it up. My attorney wrote it up. 
But 

Mr. Harpy. Did your attorney know what the real basis for this 
transaction was? 

Mr. McPueters. No, sir. 

Mr. Harpy. You mean you didn’t tell your attorney what the true 
facts were ? 

Mr. McPuerters. Well, I told him that she had been instrumental 
in introducing me to the situation, and if he didn’t construe the thing 
correctly I didn’t regard it as of any particular consequence. 

Mr. Harpy. Who was your attorney in that case ? 

Mr. McPuerers. Mr. Levenson. 

Mr. Harpy. Mr. Levenson? And he was an officer of the corpora- 
tion ? 

Mr. McPueters. That is correct. 

Mr. Harpy. And you didn’t even take him into your confidence? 

Mr. McPueters. I did not. 

Mr. Harpy. Well, now, he was an officer of the corporation, and 
I believe he presided at the meeting that was referred to there, did he 
not ? 

Mr. McPuerers. I believe that is correct. 

Mr. Harpy. Did he sign that contract as an officer of the 
corporation ¢ 

Mr. McPueters. I don’t believe he signed the contract at all. No. 
I signed the contract. 

24700—58—pt. 1—_—10 
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Mr. Harpy. As president of the corporation he approved of the 
contract ? 

Mr. McPuererrs. No, I’m the president of the corporation. 

Mr. Harpy. Well, in what capacity did he preside at that meeting? 

Mr. McPuerers. I think he may have been presiding while the cor- 
poration was being reconstituted. 

Mr. Harpy. I understood from these minutes that he presided at 
that particular meeting. Was that at the organization meeting of the 
corporation ¢ 

Mr. McPueters. No, this was at the reorganization. 

Mr. Harpy. Reorganization ? 

Mr. McPuerrrs. Yes, sir. 

Mr. Reppan. Who prepared the minutes of this meeting ? 

Mr. McPuerers. Mr. Levenson. 

Mr. Reppan. On page 44 the following appears: 

Mr. McPheters then informed the meeting that he had entered into an arrange- 
ment with Martha M. McPheters of Stillwater, Okla., wherein the said Martha 
M. McPheters felt that she could be instrumental in procuring a substantial 
amount of business for the corporation through the A. L. Dougherty Co., of 
Whiting, Ind. As a result, a contract had been entered into between the corpo- 
ration and the said Martha M. McPheters wherein the corporation undertook 
to pay a commission unto the said Martha M. McPheters in the event the corpo- 
ration might ultimately earn moneys as a result of introductions made arising 
out of such contract. Subsequently a meeting took place between Mr. William 
McPheters and Mr. A. L. Dougherty which resulted in the proposed contract 
between the corporation and the A. L. Dougherty Co. 

Now, where did Mr. Levenson get that information ? 

Mr. McPueters. He got it from me. 

Mr. Reppan. And was that correct ? 

Mr. McPueters. Well, not exactly. 

Mr. Harpy. So then you misrepresented the picture at the time of 
your corporate meeting? 

Mr. McPueters. You could say that. 

Mr. Reppan. May I see that? 

Mr. McPueters. Certainly. 

Mr. Reppan. The contract with Martha McPheters—the Witmaco 
contract with Miss Martha McPheters—states 

Whereas the agent has represented unto Witmac that she is closely affiliated 
on a friendly basis with one A. L. Dougherty, who is the operator of a company 
bearing his own name in Whiting, Ind., and has further represented that the 
said A. L. Dougherty Co. is possessed of substantial amounts of machinery which 
it is desirous of selling and that she will be able to introduce Witmac unto 
Dougherty and will exert her best efforts in order to persuade Dougherty to 
retain the services of Witmac as selling agent; * * * 

Now, did Martha McPheters actually say that to you? 

Mr. McPueters. No, sir. 

Mr. Reppan. Did she make any representations of that sort at all? 

Mr. McPuerers. Of course not. 

Mr. Harpy. She signed that contract ? 

Mr. McPuerers. Yes, sir. 

Mr. Harpy. Did she read the contract before she signed it ? 

Mr. McPuerers. That you’d have to ask her. She’s present in the 
room. 

Mr. Reppan. Mr. McPheters, I would like to show you a copy of 
the 1955 corporate income tax return of the Witmac Corp. 
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Mr. McPuerers. 1955 or 1956? 

Mr. Reppan. 1955. For the calendar year 1955. 

Mr. McPueters Oh, when is that ending? 

Mr. Reppan. I'll let you see it. 

Mr. McPuerers. All right. Excuse me. It ends November 30. 
Yes,sir. This appears to be correct. 

Mr. Reppa. Now, did you take a deduction on that return of the 
amount of commission you paid to or the amount of money which you 
paid to Martha McPheters? 

Mr McPueters. I did. 

Mr. Reppan. And does that appear on page 2 of that report ? 

Mr. McPueters. It does. It says “Sales commission, $5,486.15.” 

Mr. Reppan. Now, I would like to show you what purports to be a 
photostatic copy of the New York State corporation franchise tax 
report for the Witmac Corp. for the fiscal year ended November 30, 
1956. 

Mr. McPueters. It appears to be correct, sir. 

Mr. Reppan. Now, did you take the payment to Martha McPheters 
asa deduction on that return? The first page of it? 

Mr. McPuerers. Yes, sir. 

Mr. Reppan. You did take it, sir? 

Mr. McPueters. I did. 

Mr. Reppan. In full? 

Mr. McPuerers. $5,486.15. 

Mr. Reppan. Now, I would like to show you a photostatic copy of 
check dated October 30, 1956, payable to Martha M. McPheters in 
the amount of $5,486.15 and ask you if that’s the check that you paid 
to Miss McPheters. 

Mr. McPueters. I believe it represents a photostatic copy of the 
check. 

Mr. Reppan. That is drawn on what company ? 

Mr. McPuerers. Witmac Corp. 

Mr. Reppan. That’s the same amount that you took as a deduction ? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. And is that endorsed ? 

Mr. McPueters. It says, “For deposit only in First National Bank, 
Stillwater, Okla., Martha McPheters,” and it’s signed and deposited 
and cleared through the First National Bank in Stillwater, Okla., 
November 8, 1956. 

Mr. Reppan. Mr. Chairman, if we may have the check to Martha 
McPheters introduced as exhibit 15. 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as exhibit 
15 and follows :) 


Exutsit 15—CANCELED CHECK FOR MARTHA MCPHETERS, FOR ($5,486.15) SicgNep 
BY W. H. McPHETERS, OCTOBER 30, 1956 
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Mr. Reppan. Now, at page 53 of the Witmac minute book there 
appears a contract between the Witmac Corp. and Agencia Industrial. 
And Task you if you can identify that, please. 

Mr. McPuerers. Yes,sir. This appears to be correct. 

Mr. Reppan. Now, that is a contract between your organization 
and—what is the name of it? 

Mr. McPuerers. Agencia Industrial, C. por A. That means “cor- 
poration.” 

Mr. Reppan. That is a foreign corporation ? 

Mr. McPuerers. That is a “foreign corporation in the Dominican 
Republic. 

Mr. Reppan. In the Dominican Republic? 

Mr. McPuerers. Yes, sir. 

Mr. Reppan. Do you know who the officers and directors of that 
corporation were at the time you entered into that contract? 

Mr. McPuerers. Mr. Francis Rosenbaum. 

Mr. Reppan. Is he a Washington attorney ? 

Mr. McPueters. He is a W ashington attorney 

Mr. Reppan. Is his brother Mr. Joseph Rosenbaum? Do you 
know ? 

Mr. McPueters. I believe so. 

Mr. Reppan. Was he the president of the corporation ? 
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Mr. McPuerers. I believe Mr. Francis is the president, but I 
wouldn’t want to verify that. 

Mr. Reppan. What is the date of that contract ? 

Mr. McPueters. The 17th of May 1956. 

Mr. Reppan And what is the import of the contract ? 

Mr. McPuerers. The import of the contract is it refers to the 
Dougherty contract with Witmac whereby—considering the 6-months’ 
option that existed to Witmac—and conveys a similar situation in 
certain territories to Agencia and provides a consideration that 
Agencia shall receive 50 percent of the profits. 

Mr. Revpan. Fifty percent of what profits ? 

Mr. McPuerers. That will be derived from the sale between 

Mr. Reppan. That Witmac would derive? 

Mr. McPuerers. That Witmac would derive from Dougherty. 

Mr. Reppan. Is that gross profits or net profits? 

Mr. McPuerers. Well, now, just a moment. I will have to look 
that up. It says—shall I read it? 

Mr. Reppan. All right, if you will, sir. 

Mr. McPuerers (reading) : 

The parties hereto do hereby agree that in consideration of the services rendered 
by Agencia hereunder that Witmac shall pay unto Agencia, after first deducting 
all of the expenses actually incurred by Witmac in furtherance of its contract 
with the A. L. Dougherty Company and after deducting any actual commissions 
which Witmac may have incurred or paid unto any third party or parties, the 
sum of money equivalent to one-half of the moneys received by Witmac from the 
A. L. Dougherty Co. or from any of the latter’s subsidiaries or affiliates. 

Mr. Reppan. Now, was that commission to be paid even if Agencia 
did not sell the equipment? 

Mr. McPueters. I believe that it says so. 

Mr. Reppan. I believe it doesn’t. Better read it. 

Mr. McPuerers. Well, I think that that was the intent of it as far 
as Agencia was concerned. It says Witmac up here—if I can read 
from the start: 





Witmac does hereby appoint and designate Agencia as its exclusive agent to sell 
the aforementioned machinery and equipment during the six months’ option 
period expiring November 10, 1956 in the Caribbean area and South America 
only, with the exception, however, of Cuba. Agencia does hereby agree that it 
will exert its best efforts in attempting to sell such equipment in said areas. 
The prices for such equipment shall be no less than 60 percent of today’s replace- 
ment value in the United States, but Agencia shall in each instance exert its 
best efforts toward procuring a better price. In no event shall Agencia make 
any sale of such equipment at less than such minimum price. 

Further, any sale effectuated by Agencia must be on a cash basis. 

Second. Any and all traveling and selling expenses incurred by Agencia in the 
prosecution of its endeavors hereunder shall be borne by Agencia and shall not 
be chargeable to Witmac. 

Third. Any sale made by Agencia in pursuance hereof shall be conditioned 
upon its acceptance by the A. L. Dougherty Company. 

Witmac agrees to submit any offer of purchase procured by Agencia unte A. L. 
Dougherty Company within 48 hours after receiving such offer from Agencia. 

Witmac further agrees to transmit either an acceptance or rejection of such 
offer within an additional 48 hours thereafter via either RCA cablegram or 
regular United States airmail. Provided that Agencia has effectuated a sale in 
the assigned territory under the terms hereof and under the terms of agreement 
dated May 10th between A. L. Dougherty Company and Witmac, then and in 
such cases the only grounds for rejection of any such offer shall be a prior sale 
effectuated either by Witmac or by the A. L. Dougherty Company 
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Mr. Harpy. But did Agencia sell anything ? 

Mr. McPueters. No, sir. 

Mr. Harpy. Then if they didn’t sell anything, they, of course, didn’t 
sell it for cash, and then where is the section of the contract that 
stipulates that any commission would be paid to Agencia if it was sold 
by somebody else ? 

Mr. McPuerers. I’m just looking for it. I was fully convinced 
of it at the time or I certainly wouldn’t have paid them. 

Mr. Reppan. How much did you pay them ? 

Mr. McPueters. Paid them $32,000. 

Mr. Reppan. Did your attorney advise you not to pay it? 

Mr. McPuerers. My attorney advised me to pay it. 

Mr. Reppan. Are you sure of that? 

Mr. McPueters. Yes, sir. 

Mr. Harpy. Did Agencia make a demand for it? 

Mr. McPueters. Yes, they made a demand. I had to notify them 
that the Dougherty Co. was withdrawing the bulk of the equipment by 
reason of a prior sale made by them. And a hassle developed, and 
Agencia immediately then, of course, claimed that they had a sale for 
the equipment, and all kinds of commotion ensued, and I effected a 
settlement with them by agreeing to pay them out of the proceeds, if 
any, that I might received from the Dougherty Co. in any settlement 
that I make with them, and I agreed to an amount, and they eventually 
agreed to it, accepted it, rendered—I think they gave me an invoice 
but I wouldn’t want to swear to that. 

In any event, I paid them and was released from the contract. 

Mr. Reppan. Mr. Chairman, could we have this contract entered as 
exhibit 16? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
16 and follows:) 


BExursit 16—Contract BETWEEN WITMAC CorP. AND AGENCtA INDUSTRIAL, C. 
por A., May 17, 1956 


THIS AGREEMENT, made the 17th day of May 1956, by and between the W1iTmMaAc 
CorPORATION, a New York corporation, with its office and principal place of busi- 
ness at 301 East 21st Street, in the Borough of Manhattan, City of New York, 
hereinafter designated as “Witmac”; and AGENCIA INDUSTRIAL, C. por A., Post 
Office Box 197, Ciudad Trujillo, Dominican Republic, hereinafter designated as 
“Agencia”. 

WITNESSETH : 

Whereas Witmac has entered into a contract with the A. L. Dougherty Com- 
pany of Whiting, Indiana, which contract gives Witmac an exclusive six month 
(6) option to sell the following machinery and equipment: 

20 Caterpillar Tractors, Model D8. 
10 Caterpillar Motor Graders, Model No. 12. 
25 Euclid Bottom Dump Wagons, Model FDT. 
9 Euclid Scrapers, Model TDT. 
4 Northwest Shovels, Model 80D. 
1 Manitowoc Drag Line, Model 4500; and 

Whereas such six-month option runs from May 10th, 1956, until November 
10th, 1956; and 

Whereas Agencia has read such contract dated May 10th, 1956, between the 
A. L. Dougherty Company and Witmac, and is thoroughly familiar with the terms 
and provisions thereof ; and 

Whereas Agencia has been engaged in business in the Carribean Area and in 
South America and represents that it has many business contacts therein; and 

Whereas Witmac is desirous of procuring the services of Agencia in an at- 
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tempt to sell such machinery and equipment either in the Carribean Area or in 
South America, during the term of the option period afforded under its con- 
tract with the A. L. Dougherty Company ; and 

Whereas the parties are desirous of specifying in writing the terms of their 
arrangement ; 

Now, therefore, in consideration of the premises and the mutual promises 
and covenants herein contained, it is hereby agreed as follows: 

First: Witmac does hereby appoint and designate Agencia as its exclusive 
agent, to sell the aforementioned machinery and equipment during the six-month 
option period expiring November 10th, 1956, in the Carribean Area and South 
America only, with the exception, however, of Cuba. Agencia does hereby agree 
that it will exert its best efforts in attempting to sell such equipment in said areas. 
The prices for such equipment shall be no less than sixty per centum (60%) 
of today’s replacement value in the United States, but Agencia shall in each 
instance exert its best efforts towards procuring a better price. In no event 
shall Agencia make any sale of such equipment at less than such minimum price. 
Further, any sale effectuated by Agencia must be on a cash basis. 

Seconp: Any and all traveling and selling expenses incurred by Agencia in 
the prosecution of its edeavors hereunder shall be borne by Agencia and shall not 
be chargeable to Witmac. 

Tuirp: Any sale made by Agencia in pursuance hereof shall be conditioned 
upon its acceptance by the A. L. Dougherty Company. Witmac agrees to submit 
any offer of purchase procured by Agencia unto the A. L. Dougherty Company 
within forty-eight (48) hours after receiving such offer from Agencia, and 
Witmac further agrees to transmit either an acceptance or rejection of such 
offer within an additional forty-eight (48) hours thereafter, via either RCA cable- 
gram or regular United States airmail. Provided that Agencia has effectuated a 
sale in the assigned territory, under the terms hereof and under the terms of 
Agreement dated May 10th between the A. L. Dougherty Company and Witmac, 
then and in such cases the only grounds for rejection of any such offer shall be a 
prior sale effectuated either by Witmac or by the A. L. Dougherty Company. 

FourtH: The parties hereto do hereby agree that in consideration of the 
services rendered by Agencia hereunder, that Witmac shall pay unto Agencia, 
after first deducting all of the expenses actually incurred by Witmac in further- 
ance of his contract with the A. L. Dougherty Company, and after deducting any 
actual commissions which Witmac may have incurred or paid unto any third 
party or parties, a sum of money equivalent to one-half (44) of the moneys re- 
ceived by Witmac from the A. L. Dougherty Company or from any of the latter’s 
subsidiaries or affiliates. 

FirtH: This Agreement shall be binding upon the parties hereto and their 
respective heirs, executors and/or assigns. 

Stxto: This Agreement cannot be modified or extended without another 
Agreement in writing signed by each of the parties hereto. 

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands and 
seals the day and year first above written. 

WITMAC CORPORATION, 
By W. H. McPHEtTERs, President. 
AGENCIA INDUSTRIAL, C. PoR A. 
By President. 


Mr. Harpy. Didn’t you study that contract carefully before you 
paid that money ? 

Mr. McPueters. Well, I think that I did, but I mean my interpreta- 
tion was that I was obligated to pay this. My attorney 

Mr. Haupr. It’s your testimony that your attorney advised you to 
pay it? 

Mr. McPueters. My—to the best of my recollection, my attorney 
said I had to pay it. 

Mr. Harpy. And that attorney was Mr. Levenson ? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. Now, did you know what the replacement cost of that 
machinery would be at the time you were trying to sell it ? 

Mr. McPuerers. You mean at each and every instance? 
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Mr. Reppan. Well, at any time did you find out what the replace- 
ment cost would be? 

Mr. McPuerers. Well, I was always generally aware of what the 
market or the list prices were running at that time, yes. 

Mr. Reppan. For used equipment ? 

Mr. McPuerers. Yes. Well, both for used and for new. This was 
based upon a replacement value. By replacement value we mean the 
new factory price. A percentage of that as a minimum. 

Mr. Reppan. And as a result of your experience did you think 
that that 60 percent price was a fair price? 

Mr. McPuererrs. I think that it was an extremely fair price con- 
sidering: 

Mr. Reppan. Why do you say that? 

Mr. McPuerers. Well, considering what I had been told of the 
condition of the equipment and the amount of money that Mr. Dough- 
erty told me that he had spent on repairing it. 

Mr. Reppan. How much money did Mr. Dougherty tell you he had 
spent ? 

ae McPueters. He indicated somewhere around $300,000 or $400,- 
000 in parts plus a considerable amount of labor. 

Mr. Reppan. I see. Well, now, was this machinery and equipment 
guaranteed? Did it carry any warranty at all—the machinery you 
were trying to sell ? 

Mr. McPuerers. That I was attempting to sell ? 

Mr. Reppan. Yes. 

Mr. McPuerers. Individual pieces probably would have carried a 
warranty at such time as a sale would have been in the actual making. 

Mr. Reppan. Now, why do you say it probably would? Did you 
discuss that with Mr. Dougherty ? 

Mr. McPuerers. Well, you see, when you have a large spread of 
machinery, you don’t get down to each individual piece of equip- 
ment. Some equipment has had more repairs on it than others, And 
on as large a spread as was involved here the thing was not broken 
down. But had I had a sale going on a particular small segment or 
something of that equipment, it would have come up at that time and 
probably individual pieces would have been guaranteed. 

Mr. Reppan. Well, now, you entered into this contract with this 
Dominican Republic corporation giving them exclusive franchise 
down there, and you expected them to go down there and try to sell 
this machinery and equipment, didn’t you ? 

Mr. McPuerers. They so represented they had a customer for it. 

Mr. Reppan. If they were going to sell it, they should know what 
they are selling shouldn’t they ? 

Mr. McPuerrers. Pardon ? 

Mr. Reppan. They should know the condition and whether or not 
the machinery carried any warranty, should they not? 

Mr. McPueters. Well, they were told by me that it was in excel- 
lent condition and subject to inspection. 

Mr. Reppan. Did you tell them it carried any warranty ? 

Mr. McPuerrrs. I don’t believe that I did. I told them that it 
was in excellent condition and was subject to an inspection. 


Mr. Reppan. Is it possible you may have told them that and you 
just don’t recall it ? 
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Mr. McPueters. I'll concede the possibility. 

Mr. Reppan. Did Mr. Dougherty tell you that it would be war- 
ranted ¢ 

Mr. McPuerers. I don’t believe that he ever made such a repre- 
sentation. 

Mr. Reppan. But, in any event, you had nothing to do with the 
reconditioning or 

Mr. McPuerers. I had absolutely nothing to do with it. 

Mr. Reppan. I would like to refer to page 51 of the minutes of 
the Witmac Corp., which are the minutes of the special board of 
directors’ meeting which was held on the 1st day of August 1956 
in New York City. 

Mr. McPuerers. May I see it? 

Mr. Reppan. Yes; surely. As a matter of fact, I would prefer 
that you read it. 

Mr. McPuerers. All right. 

Mr. Reppan. Will you read the part I have marked there, sir? It 
is on page 51. 

Mr. McPueters (reading) : 

The chairman informed the meeting that after the making of the Dougherty 
contract he had—— 

Mr. Reppan. Who was the chairman of that meeting? Were you? 

Mr. MoPuerers. I will look over here and see. Must have been 
me. 

“Mr. McPheters, chairman.” Yes. It was me. 

Mr. Reppan. Read it, please. 

Mr. McPuerers (reading) : 

The chairman informed the meeting that after the making of the Dougherty 
contract he had entered into a contract with Agencia Industrial, C. por A., of 
Ciudad Trujillo, Dominican Republic, on May 17, 1956, wherein it was afforded 
the balance of the option period given to the corporation by Dougherty within 
which to attempt to effectuate a sale of the equipment in the Caribbean area 
and in South America, with the exception, however, of Cuba. Moreover, the 
chairman personally had expended an appreciable amount of time and effort, 
first in helping Dougherty recondition the equipment so that same could be 
put into proper condition for selling, and second in attempting to seli such 
equipment. To date, neither the corporation nor its agent in the Caribbean 
and South America had been successful in effectuating any sale. 

Shall I continue reading? 

Mr. Reppan. No, that’s enough. 

Mr. McPuererrs. All right. 

Mr. Reppan. Is that a correct statement? Had you ever expended 
any time helping Mr. 

Mr. McPuerers. Not in reconditioning any equipment. 

Mr. Reppan. That’s what I mean. 

Mr. McPueters. No, sir. 

Mr. Harpy. Were those minutes prepared at your direction? 

Mr. McPueters. Not exactly, no. My attorney prepared these. 

Mr. Harpy. You signed them, didn’t you, as being your minutes? 

Mr. McPuerters. Well, I don’t know whether I did or not. No, 
I did not. 

Mr. Reppan. Who signed it? 

Mr. McPueters. Mr. Levenson signed them as secretary. 

Mr. Harpy. Did you ratify them at a subsequent meeting ? 
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Mr. McPuerers. I'll have to see. 

Mr. Harpy. I wish you would. 

Mr. Reppan. Incidentally, Mr. McPheters, when were these min- 
utes written ? 

Mr. McPuerers. I presume they were written at the time that they 
are dated. 

Mr. Reppan. You don’t know? 

Mr. McPueters. I said I assume that. 

Mr. Reppan. But you don’t know? You just assume that? 

Mr. McPuerers. Well, I mean I wouldn’t want to say that it was 
on that exact day more or less. I would s say reasonably it is correct. 


There may be a fluctuation of a day or so. I wouldn’t want to guar- 
antee that. 


I find no—— 

Mr. Harpy. No reference to ratification of the minutes? 

Mr. McPueters. No, sir. 

Mr. Harpy. Did you attend the following meeting ? 

Mr. McPuerers. I obviously did. Now, I signed a waiver of notice 
of annual meetings. 

Mr. Harpy. What is the practice of your corporation with respect 
to approving minutes of meetings? 

Mr. McPuerers. I don’t—you mean to—I don’t believe I know the 
answer to the question. 

Mr. Harpy. You mean you don’t have any procedure for approv- 
ing minutes of previous meetings ? 

Mr. MoPuerers. I don’t believe that that—without going back- 
ward all the way through the corporate minutes—that I could an- 
swer the question, sir. 

Mr. Harpy. Well, on the minutes that you do not actually affix 
your signature to, how do you know whether they are accurate? 

Mr. McPuerers. W ell, to be frank with you, I don’t know. I 
mean the subject hasn’t come up before. 

Mr. Harpy. What isthat? A New York corporation ? 

Mr. McPueters. Yes, sir. 

Mr. Harpy. Is there any provision of law in New York with re- 
spect to the ratification of minutes by the officers present ? 

Mr. McPueters. I’m not familiar with that aspect of New York 
corporation law. 

Mr. Harpy. And is it your testimony that you are not aware of 
any action taken at meetings of your board of directors or of your 
stockholders to ratify the minutes of previous meetings ? 

Mr. McPueters. I’m not aware th at it is either a practice of this 
corporati on or a requirement of the law. 

Mr. Reppan. Mr. McPheters, I want to show you a photostatic 
copy of an invoice which appears to be on the Witmac Corp. station- 
ery dated October 19, 1956. and ask you if you can identify that. 

‘Mr. McPueters. This appears to be correct, sir. 

Mr. Reppan. Now, is that a photostatic copy of one that you sent? 

Mr. McPueters. Yes, sir. 

Mr. Reppan. And to whom is it addressed ? 

Mr. McPuerters. A. L. Dougherty Co., Dougherty Overseas, Inc., 
Post Office Box 529, Whiting, Ind. 











FOREIGN-AID CONSTRUCTION PROJECTS 137 


Mr. Reppan. Now, whom are you addressing it to? A. L. Dough- 
erty Co. or Dougherty Overseas, Inc. ? 

Mr. McPueters. It is addressed to the two of them. 

Mr. Reppan. Did you have a contract with Dougherty Overseas, 
Inc.? 

Mr. McPueters. No, sir. 

Mr. Reppan. Why were you sending them a bill? 

Mr. McPuerers. Because Mr. Dougherty suggested that I direct 
it to both companies, 

Mr. Reppan. How much is that invoice for? 

Mr. McPuerers. $69,458.46. 

Mr. Reppan. And what services does it allege were performed ? 

Mr. McPueters. It says services for advising and directing re- 
building equipment to condition to sell and making attempts and offers 
to sell per contract through 180-day period. 

Mr. Reppan. Now, you already said the first part is not correct, 
I believe. 

Mr. McPuerers. That is correct. 

Mr. Reppan. You did not 

Mr. McPuerers. I did not direct anything to do with rebuilding 
the equipment. 

Mr. Reppan. Now, did you put that on yourself or at someone else’s 
suggestion ? 

Mr. McPuerers. I don’t honestly remember. 

Mr. Reppan. In any event, it is not the truth, is it? 

Mr. McPuerers. In any event it isn’t entirely correct. 

Mr. Reppawn. Is it correct in any part with respect 

Mr. McPuerers. Oh, yes. 

Mr. Reppan. To the—Wait just a moment—with respect to the 
rebuilding and reconditioning of that equipment? 

Mr. McPueters. No. 

Mr. Reppan. Is that 

Mr. McPueters. No; that would be incorrect. 

Mr. Reppan. That’s what I had reference to. 

Mr. McPueters. All right, sir. 

Mr. Reppan. Now, there is a note on the bottom of that invoice—— 

Mr. McPuerers. A note? 

Mr. Reppan. With respect to—— 

Mr. McPueters. Oh, yes. It says, “Please make checks payable as 
follows: Agencia Industrial C. por A., $32,000. Framak Service 
Corp., $21,000. And Witmac Corp., $16,458.” 

Mr Reppan. That totals? 

Mr. McPueters. The total is $69,458.46, but apparently I didn’t 
put the 46 cents down opposite the $16,458. 

Mr. Reppan. Now, is that 714 percent of the total sales price of 
that machinery ? 

Mr. McPuerers. The total I believe constitutes 714 percent. 

Mr. Reppan. Does it allege that on the invoice ? 

Mr. McPuerers. It does. 

Mr. Reppan. Now, that statement says that you had a check issued 
to the Framak Corp. 

Mr. McPuerers. That is correct. 

Mr. Reppan. And that’s another one of your companies? 
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Mr. McPuerers. I’m associated with it. I’m an officer of it and, 
through my wife, a half-owner of it. 

Mr. Reppan. May we have the invoice received as exhibit 17? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 17 and follows :) 


ExHisir 17—WITMAC CORPORATION INVOICE No. 101-6, ror $69,458.46 To A. L. 
DOUGHERTY COMPANY, DOUGHERTY OVERSEAS, INC. 


we 
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Mr. Reppan. I would like to show you a photostatic copy of what 
purports to be an agreement between Witmac and the Framak Corp. 
and ask you if you can identify that. 

Mr. McPuerers. I can identify it, but it was never executed. 

Mr. Reppen. It hi id no legal effect ? 

Mr. McPuerers. No, sir. 

Mr. Reppan. And any payment to the Framak Corp. was not made 
on that basis of that instrument then? Is that right ? 

Mr. McPuerers. I believe that it was made on the basis of an agree- 
ment, but this is not the agreement. 

Mr. Reppan. Do you have the agreement ? 

Mr. McPuerers. No. The agreement was a verbal agreement 
between Mr. Axelrod and myself. 

Mr. Reppan. What was that agreement ? 

Mr. McPuerers. The agreement was that Framak—and at that 
time he assumed Witmac to be me because I didn’t go into all those 
details. I have done business with the man for many, many years. 
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And he assumed that Witmac was myself. Whereby that Framak 
and Witmac would jointly share in the benefits of whatever profits 
that Witmac might have accruing to it. And that any expenses 
that might be entailed in the matter would be allowed for. 

Mr. Reppan. That is, the Axelrod expenses or your expenses? 

Mr. McPuerers. Both. 

Mr. Reppan. I believe that this instrument which has just been 
shown to you, which is unexecuted, was obtained from Mr. Levenson. 

Mr. McPueters. I believe that that is so. In fact, I would appre- 
ciate having a copy of it because I don’t have a copy of it. 

Mr. Reppan. It really isn’t any good, is it? 

Mr. McPuerers. No, it isn’t, but I mean as long as you want to 
hold it I would like to have a copy of it. 

Mr. Harpy. Your attorney, Mr. Levenson, didn’t give you a copy 
of it? 

Mr. MoPuerers. Well, I don’t know. Something happened. He 


apparently had a file copy or something around that he gave to Mr. 
Woods. 


Mr. Reppan. No, he gave us this copy. He has the original. 


UNEXECUTED DrArr CONTRACT BETWEEN WITMAC Corp., NEW YORK, N. Y., AND 
FRAMAK SERVICE CORPORATION, AUGUST 1, 1956 


THIS AGREEMENT, made this Ist day of August, 1956, by and between the 
Wirmac Corp., a New York corporation, with its office and principal place of 
business at 301 East 21st Street, in the Borough of Manhattan, City of New York, 
hereinafter designated as “Witmac”; and FramMak Service Corp., a New York 
corporation, with its office and principal place of business at 274 Madison Avenue, 
in the Borough of Manhattan, City of New York, hereinafter designated as 
“Framak.” 

WITNESSETH : 

Whereas Witmac had entered into a contract on May 10, 1956, with the A. L. 
Dougherty Company of Whiting, Indiana, which contract gave Witmac exclu- 
sive six-month (6) option to sell the following machinery and equipment: 


20 Caterpillar Tractors, Model D8. 

10 Caterpillar Motor Graders, Model No. 12. 
25 Euclid Bottom Dump Wagons, Model FDT. 
9 Euclid Scrapers, Model TDT. 

4 Northwest Shovels, Model 80D. 

1 Manitowoc Dragline, Model 4500 ; and 


Whereas Witmac has endeavored to sell such machinery and equipment, but 
to date has been unable to effectuate any such sale, and had decided that it 
would be advantageous to procure the services of another third party in at- 
tempting to effectuate such sale; and 

Whereas, Framak has read such contract dated May 10, 1956, between the A. L. 
Dougherty Company and Witmac, and is thoroughly familiar with the terms 
and provisions thereof ; and 

Whereas Framak has been engaged in the business of selling heavy equipment 
such as is herein involved ; and 

Whereas the parties are desirous of specifying in writing the terms of their 
arrangement: 

Now, therefore, in consideration of the premises and the mutual promises and 
covenants herein contained, it is hereby agreed as follows: 

First: Witmac does hereby appoint and designate Framak as its exclusive 
agent, to sell the aforementioned machinery and equipment during the remainder 
of the six-month-option period expiring November 10th, 1956, in all foreign 
countries, including Cuba but not, however, in any other countries in the Carib- 
bean Area and also not in any countries in South America. Framak does 
hereby agree that it will exert its best efforts in attempting to sell such equipment 
in said areas. The prices for such equipment shall be no less than sixty per 
centum (60%) of today’s replacement value in the United States but Framak 
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shall in each instance exert its best efforts towards procuring a better price. In 
no event shall Framak make any sale of such equipment at less than such 
minimum price. Further, any sale effectuated by Framak must be on a cash 
basis. 

Seconp: Any and all travelling and selling expenses incurred by Framak in 
the prosecution of its endeavors hereunder shall be borne by Framak and shall 
not be chargeable to Witmac. 

Turrp: Any sale made by Framak in pursuance hereof shall be conditioned 
upon its acceptance by the A. L. Dougherty Company. Witmac agrees to submit 
any offer of purchase procured by Framak unto the A. L. Dougherty Company 
within forty-eight (48) hours after receiving such offer from Framak, and 
Witmac further agrees to transmit either an acceptance or rejection of such 
offer within an additional forty-eight (48) hours thereafter in writing. Provided 
that Framak has effectuated a sale in the assigned territory, under the terms 
hereof and under the terms of Agreement dated May 10th between the A. L. 
Dougherty Company and Witmac, then and in such cases the only grounds 
for rejection of any such offer shall be a prior sale effectuated either by Witmac 
or by the A. L. Dougherty Company. 

FourtH. The parties hereto do hereby agree that in consideration of the 
services rendered by Framak hereunder, that Witmac shall pay unto Framak, 
after first deducting all of the expenses actually incurred by Witmac in further- 
ance of his contract with the A. L. Dougherty Company, and after deducting any 
actual commissions which Witmac may have incurred or paid unto any third 
party or parties, a sum of money equivalent to twenty-five per centum (25%) 
of the moneys received by Witmac from the A. L. Dougherty Company or from 
any of the latter’s subsidiaries or affiliates. 

FirtuH: This Agreement shall be binding upon the parties hereto and their 
respective heirs, executors, and/or assigns. 

SrxtH: This Agreement cannot be modified or extended without another 
Agreement in writing signed by each of the parties hereto. 

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands and 
seals the day and year first above written. 

WITMAC CORPORATION, 
, President. 
FRAMAK SERVICE CORPORATION, 
, President. 








By 


By 








Mr. McPuerers. Well, anyway, he doesn’t have it any longer for 
some reason or another unbeknownst to either he or I. 

Mr. Reppan. Now, does your verbal agreement with Mr. Axelrod 
cover the same material, the same equipment and machinery, as—— 
Mr. McPuerers. Covering the same equipment and machinery. 

Mr. Reppan. And this is the machinery and equipment that 
Dougherty 
Mr. McPuerers. That was owned by the Dougherty organization. 

Mr. Reppan. And which you had the exclusive contract to sell ? 
Mr. McPuerers. That is right; yes. 
Mr. Reppan. And which you had gotten Agencia to help you sell ? 
Mr. McPuerers. That’s right. ' 
Mr. Reppan. And now you were getting Framak to help you sell it ? 
Mr. McPuerers. That’s correct. 
Mr. Reppan. How long did you try to sell it? 
Mr. McPuerers. Well, Framak attempted through the Axelrod 
Co. to sell the machinery. I don’t know exactly where. Several 
laces in South America, according to Mr. Axelrod. And also Framak 
irected an individual that was working with the two of us, both 
Mr. Axelrod and myself—we directed a man to go down to Cuba 
where we thought that he might be able to place this equipment. 
Mr. Reppan. Didn’t you have already an exclusive agreement with 
the Agencia Corp., Frank Rosenbaum’s outfit ? 








Lit 


FOREIGN-AID CONSTRUCTION PROJECTS 141 


Mr. McPuerers. That’s correct. 

Mr. Reppan. In the Caribbean area? What were you doing down 
in Cuba with Framak ? 

Mr. McPuerers. Mr. Rosenbaum’s outfit I don’t believe had Cuba. 
I think that Cuba had been excluded. In any event, this other man 
had sold some machinery down there, was working on a project that 
we felt might be successful. I worked with him for almost 2 years 
regarding this other construction work and felt that he might be sue- 
cessful, and told him to go down there and, subsequent to all of this, 
paid him what might be classed as either a commission or reimburse- 
ment of hisexpenses. In any event, I paid him $5,000. 

Mr. Harpy. Did we establish that the verbal agreement between 
you and Mr. Axelrod with respect to the sharing of profits as between 
Witmac and Framak was essentially what was reduced to writing 
in this contract which was unsigned ? 

Mr. McPuerers. You might say that. I think that that is basically 
so. 

Mr. Harpy. That was the intent? 

Mr. McPuerers. The essence I would say. 
Mr. Harpy. Well, why wasn’t this contract executed? Was it just 
a written 

Mr. McPuerers. Well, to start with, inasmuch as there is a dual 
ownership involved here—in other words, you might say I’m a half- 
owner 

Mr. Harpy. You were contracting with yourself, weren’t you? 

Mr. McPuerers. That’s right. And I have done much business 
for many years with Mr. Axelrod without the benefits of contracts. 
I have put running into hundreds of thousands of dollars worth of 
machinery onto oceangoing vessels, sometimes without the benefit 
of even purchase orders. He has always paid his bills promptly and 
on many occasions has advanced me the money with which to operate. 
And our relationship has been such that, after thinking about it and 
talking about it a little while, we decided a contract wasn’t necessary. 

Mr. Harpy. You had already arrived at a written agreement and 
just decided that you would operate on a verbal understanding with- 
out signing a contract? Is that right? 

Mr. McPuerers. That’s right. The fact is I neglected to mention 
to my attorney that I had any interest in Framak. The fact is Mr. 
Woods informed him of it, and he didn’t even know it until that time. 


Mr. Harpy. It looks like you and your attorney weren’t advising 
each other very closely. 


Mr. McPuerers. You might say that. 
Mr. Reppan. Mr. McPheters, did you direct or request Mr. Dough- 


erty to issue any other checks as payment of commission under this 
sale? 


Mr. McPuerers. Not under this sale; no, sir. 
Mr. Reppan. Does the $69,458.46 represent full payment of all com- 
missions under the sale of this machinery ¢ 


Mr. McPuerers. Under the terms of the contract between Dough- 
erty and Witmac it does. 


Mr. Reppan. And you had the exclusive sales rights? 
Mr. McPuerers. That is correct. Actually, that was a settlement 
that was made, because Mr. Dougherty, of course, was a little reluctant 
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to sit down and write me out a check, and we had a few conversations 
on the subject, and I, of course, insisted that I had an opportunity to 
sell it, as had been presented to me by others, namely, Agencia was 
asserting a claim, and I—after discussing the matter with him, I 
mean we didn’t get unpleasant or come to blows or anything, but ‘he 
agreed to pay me the commission. 

r. Reppan. Now, were these checks made out by Mr. Dougherty 
and given to you? 

Mr, McPuerers. Yes, sir. 

Mr. Reppan. I show you four checks here and ask you if those are 
the checks in payment of the commissions we have just been discussing. 

Mr. McPuerers. These three are the checks in question. 

Mr. Reppan. And what is the fourth check, sir? 

Mr. McPuerers. The fourth check is a check paid to me personally 
regarding some services that I was doing for Mr. Dougherty in 
attempting to gain a contract for his company in Cuba. 

Mr. Reppan. And that check has nothing whatever to do with the 
commissions 

Mr. McPuerrrs. No, sir, not 

Mr. Reppan. For the sale of this machinery ? 

Mr. McPuerers. No, not for the sale of the machinery 

Mr. Reppan. Is that check 

Mr. McPuerers. This is for services that were rendered and to be 
rendered, which I have continued working on his project. 

Mr. Reppan. Before we get onto that, Mr. Ch nairman, I have the 
original checks here for the commissions, and if we could introduce 
them as one exhibit, then I will have photostats made and the origi- 
nals returned. 

Mr. Harpy. Allright. Without objection. 

Mr. Reppan. The three original checks in payment of the commis- 
sions will be exhibit 18. 

(The checks referred to were introduced into the record collectively 
as exhibit 18 and follow :) 











Exuisit 18—CHECKs SIGNED By A. L, DOUGHERTY, PRESIDENT, DOUGHERTY OVER- 
SEAS, INc.: CHECK No. DO 8 To AGENCIA INDUSTRIAL, CHECK No. DO 5 To 
Witrmac Corp., AND CHECK No. DO 4 TO FRAMAK SERVICE Corp, 
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Mr. Reppan. Now, the check you hold there is, you say, for the pay- 

ment of some other—— 
fr. McPuerers. For services rendered and to be rendered and ex- 

penses entailed in work on securing a contract in the Republic of 
Cuba. 

Mr. Harpy. What sort of a contract was that, Mr. 

Mr. McPuerers. Work contract. 

Mr. Harpy. Work on what / 

Mr. McPuerers. A construction contract. 

Mr. Harpy. Construction contract ? 

Mr. McPuerers. The fact is the matter has now been progressed to 
the point where a letter of intent has been issued. 

Mr. Harpy. Did you submit any invoice for that service? 

Mr. McPuerers. I submitted an invoice for this service. I did. 

Mr. Harpy. You did? 

Mr. McPuerers. Yes, sir. 

Mr. Reppan. Will you take a look at that photostatic copy? What 
is the date of that invoice, Mr. McPheters ? 

Mr. McPuerers. October 1. 

Mr. Reppan. Nineteen—— 

Mr. McPueters. 1956. 

Mr. Reppan. And addressed to whom ? 

Mr. McPuerers. A. L. Dougherty, Dougherty Overseas, P. O. Box 
529, Whiting, Ind. 


Mr. Reppan. When were these services performed ? 
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Mr. McPuerers. The services have been continuously performed 
both before and after this date. 

Mr. Reppan. How long before the date ? 

Mr. McPuerers. Oh, starting in the early spring. I started 
after I got the contract on the machinery, I started to—and had some 
conversations—I don’t know—a few weeks after that and told Mr. 
Dougherty that I had an opportunity to get some work for him. 

Mr. Reppan. Whom were you working for at that time ? 

Mr. McPuerers. At that time Mr. Dougherty. 

Mr. Reppan. And who told you to bill Doughe rty Overseas ? 

Mr. McPue TERS. Mr. Dough rty. 

Mr. Reppan. You know, of course. that Dougherty Overseas, Inc. 
the Liberian corporation, was not in existence at the time you—— 

Mr. McPuerers. I didn’t even know what it was. Fact is I didn’t 
even know too much about it wnil today. 

Mr. Reppan. All right. And what is the amount of that invoice? 

Mr. McPuer RS. $3,152.82. 

Mr. Reppan. That has nothing to do with the sale of the machinery ? 

Mr. McPuerers. No, sir. 

Mr. Reppan. Mr. Chairman, may we have that invoice and the 
check in payment of it introduced as exhibit 19 ? 

Mr. Harpy. Without objection, so ordered. 

(The documents referred to were introduced into the record col- 
lectively as exhibit 19 and follow :) 


ExHisir 19—W. H. McPHeEtTeEerRS INvorce No. 104-6 to A. L. DougHeErty Co., 


DoUGHERTY OVERSEAS, INC., FoR $3,152.82. ATTACHED CHECK No. DO 7 SIGnep 
sy A. L. DouGHerty, to W. H. MCPHETERS FoR $3,152.82, OcroBER 27, 1956 
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Mr. Reppan. Now, on that same date did you request Mr. Dougherty 
to make out another check, a check to Mr. Axelrod or to Alexrod Co., 
Inc. ? 

Mr. McPueters. I had a conversation with him, and I believe that 
the two of them had a conversation on the telephone. There have 
been several conversations on this subject. And as a matter of con- 
venience and for Mr. Dougherty’s convenience I personally carried 
the check over to Mr. Axelrod. 

Mr. Reppan. What was your conversation with Mr. Dougherty at 
that time? 

Mr. McPueters. I don’t recall the exact conversation. 

Mr. Reppan. To the best of your recollection, what was it? 

Mr. McPuerers. I think the conversation was more or less that I 
would be glad to physically carry Mr. Axelrod’s check tohim. I think 
Mr. Dougherty was planning another trip out of the country or some- 
thing. 

Mr. Reppan. Do you know what the payment was for ? 

Mr. McPuerers. I think that it had something to do with some 
financing arrangements and whatnot that Mr. Axelrod—— 

Mr. Reppan. Where did you get that information ? 

Mr. McPuerers. Well, in some conversations that the two of them 
had had on the subject. 

Mr. Reppan. What? 
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Mr. McPuerrrs. During some conversations that the two of them 
had had on that subject. 

Mr. Reppan. Were you present during the conversations ? 

Mr. McPuerers. Well, you might say “Yes” and “No.” I was 
present 

Mr. Reppan. I wouldn’t. Maybe you would. But—— 

Mr. McPueters. All right. 

Mr. Reppan. Were you present or not? 

Mr. McPuerers. Well, I was present part of the time. In other 
words, I usually accompanied Mr. Axelrod whenever he went to see 
Mr. Dougherty. 

Mr. Reppan, All I want is the conversation that took place in your 
presence. 

Mr. McPuerers. Well, I mean I don’t believe that I was involved 
in the whole conversation. I would generally take him in. They would 
start talking. I would go on about my business some place. 

Mr. Reppan. But you started to tell us what that payment was for. 
I asked you what you based it on, and you told me you based it on 
conversations that you overheard between Mr. Dougherty and Mr. 
Axelrod. And all I want to know is what conversations took place 
in your presence. 

Mr. McPueters. Well, I don’t recall the exact conversations. In 
essence they had to do with services that had been performed by Mr. 
Axelrod for Mr. Dougherty. I don’t recall the exact conversations. 

Mr. Harpy. Did you hear Mr. Axelrod or Mr. Dougherty discussing 
the kind of services that had been performed ? 

Mr. McPuerers. Well, to be specific—I mean I don’t recollect the 
situation except in a very vague way. 

Mr. Reppan. I show you here a check on the State Bank of Albany, 
dated October 27, 1956, on the account of the Dougherty Overseas, 
Inc., signed “A. L. Dougherty, president,” and ask you if that check 
was delivered to you by Mr. Dougherty at your request. 

Mr. McPuerers. I believe that this was the check. 

Mr. Harpy. To whom is it made payable? 

Mr. McPuerers. A. F. Axelrod Co., Inc. 

Mr. Harpy. What isthe amount of it? 

Mr. McPuerers. Twenty thousand dollars. 

Mr. Harpy. And it was delivered to you? 

Mr. McPueters. It was handed to me, and I in turn handed it to 
Mr. Axelrod. 

Mr. Harpy. Did you ask Mr. Dougherty for that check? 

Mr. McPuerers, I might very well have. 

Mr. Harpy. Well, don’t you know? 

Mr. McPuerrrs. No; I don’t recall the exact 

Mr. Harpy. How did he happen to give it to you made out to 
Axelrod ? 

Mr. McPuerers. I think the two of them had a conversation on the 
telephone and I was present in his office, in Mr. Dougherty’s office, at 
the time. 

Mr. Reppan. Did you present an invoice to Mr. Dougherty on which 
that check was based ? 

Mr. McPuerers. I did not. 

Mr. Reppan. Did he ask for one? 
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Mr. McPueters. I think he asked Mr. Axelrod for one. 

Mr. Reppan. What makes you think that? 

Mr. McPuerers. I think—I mean I think he must have. 

Mr. Reppan. I mean you were there. You didn’t hear him ask for it? 

Mr. McPuerers. Well, I mean I didn’t pay—I didn’t sit and eaves- 
drop on their conversation. 

Mr. Reppan. Did he talk to Mr. Axelrod ? 

Mr. McPuerers. On the telephone. I think they had an exchange 
on the phone. 

Mr. Reppan. Well, while you were there you asked him for the 
$20,000. Now , what hap vened 2 

Mr. McPuerers. Wel i. I think I had suggested that while he was 
there he could pay Mr. Axelrod. Imay have done that. 

Mr. Reppan. Why did you suggest that to him? Were you Mr. 
Axelrod’s agent? 

Mr. McPuerers. Well, no; I’m not an agent for the company at all. 
But I introduced Mr. Axelrod to Mr. Dougherty, and possibly at the 
time felt an obligation to both of them to see that whatever arrange- 
ments they were making were straightened out. 

Mr. Reppan. Do you always feel that obligation to keep things 
straight ? 

Mr. McPuerers. Generally speaking. 

Mr. Reppan. That brings me back to this invoice thing. Why was 
there all this window dressing i in your corporate minutes and in these 
invoices, and so forth, in which you state that you have gone to great 
expense and spent much time in helping refurbish and rebuild this 
equipment? What was the purpose behind all of that ? 

Mr. McPuerers. I don’t even recall having made such statements, 
but I might have window dressed the thing, embellished the facts a 
little w ith my attorney, and he, in turn, ¢ ‘arried them a little further. 

Mr. Harpy. Did your attorney draw up the invoice ? 

Mr. McPuerers. No; he did not. I drew up the invoice. 

Mr. Harpy. Now is it coincidence that the invoice and the minutes— 
you drew the invoice and Mr. Levenson wrote the minutes, according 
to your testimony. 

Mr. McPuerers. That is correct. 

Mr. Harpy. And yet both of them specifically refer to recondition- 
ing and refurbishing machinery. Now, how does that occur ? 

Mr. McPueters. I don’t know. 

Mr. Harpy. Well, you said you did the invoice yourself. 

Mr. McPuerers. That is right. 

Mr. Harpy. So you certainly had to put in there the refurbishing 
and reconditioning of machinery, insofar as the invoice is concerned. 

Mr. McPuerers. That is correct. 

Mr. Harpy. W hy did you put that in there, Mr. McPheters ? 

Mr. McPuerers. Well, I don’t remember. 

Mr. Reppan. Anybody in particular you were trying to persuade 
that you had done a lot of work in this connection or anyone you were 
trying to mislead? You told us already under oath that it’s not the 
truth, that you didn’t do it. 

Mr. McPuerers. Well, I m: iy have sort of overstated the amount of 
effort and all with Mr. Dougherty. 

Mr. Reppan. No, no; just a moment ago you told us you made no 
effort, and I don’t think this is nearly as funny as you do because I 
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think maybe there are some other agencies of the Government that 
might be interested in the way you handled this transaction. Now, I 
want to know whom you were trying to mislead or whom you were 
trying to fool. 

“Mr. McPuerers. I wasn’t trying to fool anyone. 

Mr. Reppan. May we have the check, payable to Mr. Axelrod in 
the amount of $20,000 introduced into the record as exhibit 20, Mr. 
Chairman ? 

Mr. Harpy. That is payable to the A. F. Axelrod Co. 

Mr. Reppan. A. F. Axelrod Co.: ; yes, sir. 

Mr. Harpy. Without objection, so ordered. 


PxuHrB1t 20—CHEcK No. DO 6, to A. F. Axetrop Co., INc., For $20,000, SIGNED BY 
A. L. DouGHERTY, OcTOBER 27, 1956 
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Mr. Reppan. If I may, I would like to read all the checks into the 
record at this time. 

Mr. Harpy. All right. 

Mr. Reppan. Exhibit 20 is a check dated October 27, 1956, No. 
DO-6, on the State Bank of Albany, pay: able to A. F. Axelroad Co., 
Inc., in the amount of $20,000, signed “Dougherty Overseas, Inc., 
A. L. Dougherty, President,” — endorsed : “Pay to the or der of the 
Chemical Bank & Trust Co., New York, 100 Park Avenue, A. F. 
Axelrod Co., Inc.,” and cut “Paid” October 31, 1956. 
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Exhibit No. 18 consists of three checks. The first is dated—it looks 
like November 2, 1956. No. DO-8, drawn on the State Bank of 
Albany, payable to the order of Agencia Industrial, C. por A., $32,000, 
signed “Dougherty Overseas, Inc., A. L. Dougherty,” with a stamped 
endorsement: “Deposit account Agencia Industrial, C. por A.,” and 
cut “Paid” November 26, 1956. 

The next check in this exhibit 18 is dated October 27, 1956, No. DO-4, 
payable to Framak Service Corp., $21,000, Dougherty Overseas, Inc., 
A. L. Dougherty, President; stamp endorsed, “Credit to the account 
of the within-named payee. Absence of endorsement guaranteed. 
Chemical Corn Exchange Bank, 100 Park Avenue Office.” And it’s 
cut “Paid” October 31, 1956. 

The third check in exhibit 18 is dated October 27, 1956, No. DO-5, 
on the State Bank of Albany, payable to the Witmac Corp., in the 
amount of $16,458.46, signed Dougherty Overseas, Inc., A. L. Dough- 
erty, President, and endorsed, “Witmac Corp. for deposit only.” And 
cut “Paid” November 30, 1956. 

Exhibit No. 19 is a check dated October 27, 1956, number DO-7, 
pay to the order of W. H. McPheters, $3,152.82, signed “Dougherty 
Overseas, Inc., A. L. Dougherty, President,” and endorsed: “Pay to 
the order of the First National City Bank of New York.” 

Ts that “W. H. McPheters”? Is that your signature? 

Mr. McPueters. That’s right. 

Mr. Reppan. And cut “Paid” October 30, 1956. 

That’s all I have of this witness. 

Mr. Harpy. Any questions? 

Mr. Knox. Yes, I do. 

Is your name William Hunter McPheters ? 

Mr. McPuerers. Yes, sir. 

Mr. Knox. And Beatrice McPheters of the same address—— 

Mr. McPueters. Is my wife. 

Mr. Kwox. Is your wife? And you are the sole stockholders in the 
corporation ? 

Mr. McPuerers. In the Witmac Corp. 

Mr. Knox. Witmac Corp. ? 

Mr. McPuerers. That is correct. 

Mr. Knox. When did you file an application with the corporation 
securities commission and ask for a corporation franchise? 


Mr. McPuerers. The corporation was formed in I think October 
1945. 


Mr. Kwox. October 1945? 

Mr. McPuerenrs. I believe that was the date. 

Mr. Knox. In your corporation income-tax return you show that 
your gross income receipts were $16,458.46. 

Mr. McPuerers. Yes, sir. 

Mr. Kwox. And that the only expenses you had were an accountant 
$125 and an attorney fee of $250. Is that correct? Besides the com- 
mission ? 

Mr. McPuerrrs. Well, I paid myself a salary. 

Mr. Knox. Yes, of $10,000. 

Mr. McPuerers. Yes, sir. 

Mr. Knox. That is correct, And that left $5,486.15 of income that 
you paid out in commissions. Is that correct? 





int 


it’s 


he 


yn 


Pr 


at 


it 


it 


FOREIGN-AID CONSTRUCTION PROJECTS 151 


Mr. McPuerers. I paid the commission to my aunt. 

Mr. Knox. And as I understood your testimony—if I’m not correct 
I wish you would correct me—this $5,486.15 was paid to your aunt 
for an introduction to Mr. A, L. Dougherty. Is that correct? 

Mr. McPuerers. Well, it was paid for—the introduction, of 
course, was more indirect, as I have previously stated, then the docu- 
ment that has been entered in evidence here states. 

Mr. Knox. If you had not paid the commission of $5,486.15 to your 
aunt, what portion of that amount of money would you have had to 
pay to the Federal Government in the form of corporate tax? 

Mr. McPuerters. I have no idea. 

Mr. Knox. You don’t know? 

Mr. McPuerers. No, I don’t. 

Mr. Kwox. There is a 52-percent corporation tax? 

Mr. McPuerers. No, I don’t know what the amount would be. 

Mr. Knox. Well, 52 percent would be about $2,700, would it not ? 

Mr. McPuerers. Any thing is possible. I mean I’m not a tax 
expert. 

Mr. Knox. Under the tax tables as issued by the Internal Revenue 
Department, an income of $4,950 would pay approximately $800 in 
taxes, so the amount of money that your aunt received would be equiv- 
alent to about $800 in income tax, but if you had paid the corporate 
tax on that amount of money you would have paid about $2,700 to 
the Government. Is that not true? 

Mr. McPuerers. Well, I mean if what you are telling me is so is so, 
then it must be so. 

Mr. Knox. Corporations have certain benefits that you do not have 
as an individual, have you not? 

Mr. McPuerers. I don’t quite understand the question. 

Mr. Knox. Well, of course, the only thing that is subject to seizure 
would be the amount of the worth of the corporation, and it could 
not come onto you personally. Isu’t that true? You must know that 
if you incorporated. 

Mr. McPuerers. I mean when you talk about seizure, what do you 
mean by seizure? 

Mr. Knox. Well, if you were delinquent. 

Mr. McPuerers. You mean if I owed the Government some money ? 

Mr. Knox. Right. 

Mr. McPueters. I see. 

Mr. Knox. Now, isn’t it true also that if you not incorporated and 
you’d have the $16,000 income that you’d have had to pay the Gov- 
ernment $2,720 plus 30 percent on that over the $12,000? 

Mr. McPuerers. I mean I’m not You'd have to get an account- 
ant to answer that question. I’m not 

Mr. Knox. You don’t need an accountant to answer. Here’s the 
tax table. 

Mr. McPuerers. I mean I’m not walking around carrying such 
kind of figures in my head. I mean I assume what you're telling me 
is sO. 

Mr. Knox. Well, I read it from the tax table of the Internal Rev- 
enue Service. 

Mr. McPueters. I’m not disputing what you say. 

Mr. Knox. But in paying the commission, actually what it did was 
it liquidated all of the income of the corporation? Is that not true? 
Outside of the salary which you had drawn of $10,000? 
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Mr. McPuerers. Well, not all of it but a good portion of it. 
Mr. Knox. Well, 
Mr. McPuerers. The most of the balance. 

Mr. Knox. Well, you filed here and show that you had overpaid 
$179.19 and you’re asking for a refund on it. 

Mr. McPuerers. No, ‘that isn’t so. I’m certain that I paid some 
kind of an income tax or corporation tax. 

Mr. Knox. Under the corporation ? 

Mr. McPueters. I’m quite certain I did. I'll get the checkbook and 
see. 

I paid the Federal Government $179.19. 

Mr. Knox. $179.19? 

Mr. McPueters. Yes, sir. 

Mr. Knox. I was in error when I said that you asked for a refund. 
You did pay the Government—— 

Mr. McPuerers. And I paid the State of New York $31.48. 

Mr. Knox. I’m not interested in what you paid the State of New 
York. 

Mr. McPuerenrs. I paid the Federal Government. 

Mr. Knox. I am interested though in the income tax form that you 
filed as a corporation income tax return on Witmac Corp. And ac- 
cording to your testimony your aunt, Miss McPheters, did not per- 
form any service for the amount of money. 

Mr. McPuerers. She did not perform the services stated in the 
contract. 

Mr. Knox. What did she perform for $5,486.15 ? 

Mr. McPuerers. Well, 1 mean other than calling the matter to 
my attention she didn’t perform any service in this. connection, but 
she did call the matter to my attention. I possibly would have never 
run across it or done anything about it. The fact that I followed 
it through, of course, is to my ¢ redit. 

Mr. Knox. This income tax return then, in your opinion is not 
one that would reflect the possibility of getting out of paying the 
Federal Government the 52 percent of the earnings of the corpora- 
tion by making a gift or a payment in the form of commissions to 
your aunt ? 

Mr. McPuerers. Well, corporatewise I take the position that I paid 
a commission to my aunt. 

Mr. Knox. That’s not the answer to my question. 

Mr. McPuerers. I don’t quite understand your question then. 

Mr. Knox. When you filed your—— 

Mr. McPuerers. Tax return? 

Mr. Kwox. Tax return for the Witmac Corp.— 

Mr. McPueters. Yes, sir? 

Mr. Knox. It was not filed with the intent that by paying your 
aunt the commission that you would not have to pay 52 percent of 
that commission to the Federal Government in the form of corporate 
tax? Isthat true? 

Mr. McPuerers. Well, I had no intents in the matter at all. 

Mr. Knox. Well, then, it must be true, is it ? 

Mr. McPuerers. Well, I mean the way that the question is phrased 
is—If what you’re trying to have me say 1s that I-—— 
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Mr. Knox. I’m not trying to have you say anything. I’m just try- 
ing to get you to answer the question ; that’s all. 

Mr. McPuerers. W ell, can you rephr ase the question more simply ¢ 

Mr. Knox. How would you want me to phrase it? 

Mr. McPuerers. Well, i mean I think I know what you want me to 
say. Correct meif I’m wrong. I think that you want me to say that 
I paid this commission to my aunt for purposes of tax evasion, and 
that is not so. 

Mr. Knox. No, it’s not what I’m trying to get you to say. I'll ask 
the stenographer if he will read back the question. 

Mr. Harpy. He'll have a hard time finding it now. 

Mr. McPuerers. I don’t want to be funny or anything, but the 
question is rather a det ailed one. 

Mr. Knox. Sir, I’ll ask you the question once again: That when 
you filed your corporate income tax return for the Witmac Corp., 
it was not with the intent—do you understand that? 

Mr. McPuerers. Yes, was not with the intent. Go ahead. 

Mr. Knox. Of defrauding the Government out of having to pay 
52 percent—— 

Mr. McPuerers. That is correct. 

Mr. Knox. Of the $5,486.15 which you paid in the form of a com- 
mission to your aunt for introducing you to A. L. Dougherty? 

Mr. McPuerers. That is correct; “it was not with the intent to de- 
fraud the Government. 

Mr. Kwox. That’s all I have, Mr. Chairman. 

Mr. Reppan. Mr. McPheters 

Mr. Harpy. Just a minute. Let the record show the presence of 
Mr. Meader. Let it show also that Mr. Knox came in during the 
early part of Mr. McPheters’ testimony. 

Mr. McPuerers. Are you Mr. Knox? 

Mr. Knox. I am Mr. Knox. 

Mr. Harpy. Go ahead. 

Mr. Reppan. Mr. McPheters, I would like to refer to exhibit 19, 
which is your invoice in the amount of $3,152.82, and ask you to tell 
the committee how that figure was arrived at. 

Mr. McPuerers. I believe that the figure was arrived at by nego- 
tiation with Mr. Dougherty. 

Mr. Reppan. What was the basis of the negotiation ? 

Mr. McPuerers. I had performed this service and was performing 
it and continued to perform it, and Mr. Dougherty—I think he more 
or less suggested the amount. 

Mr. Reppan. Was any discussion had at that time as to whether 
or not this amount of $3,152.82 would round out an amount equal to 
10 percent of the total sales price of the equipment and machinery ? 

Mr. McPueters. I don’t recall any conversation to that effect, but 
it might have possibly taken place. 

Mr. Harpy. Well, now, Mr. McPheters, that invoice was dated Oc- 
tober 1, 1956. 

Mr. McPueters. Yes. 

Mr. Harpy. When was that invoice actually drawn ? 

Mr. McPuerers. Probably 

Mr. Harpy. I want you to bear in mind what has transpired here. 

Mr. McPuererrs. Now, I know what has transpired here. 
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Mr. Harpy. And I'd like for you to pinpoint as closely as you can 
the date on which that invoice was drawn, because that invoice would 
have had to be drawn sometime along about the time the checks were 
drawn. 

Mr. McPueters. It’s entirely possible that it might have been. 

Mr. Harpy. Let’s try and see if we can figure out when it was done. 
Actually, wasn’t that invoice drawn simultaneously with the present- 
ing of the check to you or approximately simultaneously with the pre- 
senting of the check to you in payment of that invoice? 

Mr. McPuerers. I don’t believe it was drawn on that day, no. I 
think it was drawn prior to that. 

Mr. Harpy. How can you figure out when that was drawn ? 

Mr. McPuerers. I don’t rightly know right at the moment. I don’t 
know how I would figure it. 

Mr. Harpy. As a matter of fact, that was a negotiated figure, was it 
not, and didn’t it take into account the $20,000 for which you took a 
check to Mr. Axelrod ? 

Mr. McPueters. It didn’t take it in as far as I was concerned. 

Mr. Harpy. Insofar as the negotiations were concerned, didn’t the 
$20,000 check payable to Mr. Axelrod enter into those negotiations ? 

Mr. McPuerters. No, I don’t believe so. 

Mr. Harpy. This invoice states a fee of $2,500 and an expense of 
$652.82. Can you itemize that $652.82 expense ? 

Mr. McPuerers. At this time I don’t believe I can. 

Mr. Harpy. Could you ever? 

Mr. McPuerers. I don’t believe so. 

Mr. Reppan. Is that figure of $652.82 for expenses the figure that 
you negotiated so that the total amount paid to you that day by Mr. 
Dougherty equaled 10 percent of the sales price of the machinery ? 
The checks he turned over to you that day totaled exactly 10 percent 
of the sales price of that machinery. Now, you know that, don’t you? 

Mr. McPuerers. I have been made aware of that. 

Mr. Reppan. What is that? 

Mr. McPueters. I said Iam aware of it now. 

Mr. Reppan. Well, weren’t you aware of it then ? 

Mr. MoPuerers. I mean I don’t recall that I was. 

Mr. Harpy. Don’t you know that the basis for arriving at this fig- 
ure was to establish a 10 percent figure including the check for Axel- 
rod ? 

Mr. McPuerers. Not to my best recollection. 

Mr. Harpy. All right. 

Mr. Reppan. What is your best recollection ? 

Mr. McPuerers. I said I don’t recall that situation as being dis- 
cussed in that manner. 

Mr. Harpy. How about the working out to exactly 10 percent to 
the penny ? 

Mr. McPuerers. I think it may—I think the figure may have been 
arrived at by Mr. Dougherty, perhaps. 

Mr. Reppan. You mean Mr. Dougherty told you what to put on this 
invoice ? 

Mr. McPueters. It’s possible. 

Mr. Reppan. When did he tell you that? 

Mr. McPuerers. Probably at the time that I made up the invoice. 
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Mr. Reppan. When did you make up the invoice? 

Mr. McPuerers. I said somewhere around the date that it’s drawn 
there. 

Mr. Reppan. As a matter of fact, didn’t you make up the invoice 
after you received the check ? 

Mr. McPuerers. I don’t think so; no, sir. 

Mr. Reppan. Do you want to state under oath at this time that this 
invoice was not made up after you received this amount ? 

Mr. McPueters. I would definitely state. 

Mr. Reppan. You would state that? 

Mr. McPuevrers. Yes. 

Mr. Harpy. Now, I want to call your attention to something that’s 
not in the record yet. Mr. Axelrod’s invoice for his $20,000 was dated 
2 days after the check was drawn. 

Mr. McPuerers. That would be possible. 

Mr. Harpy. That $20,000 that went to Mr. Axelrod was a part of 
the computation to arrive at the 10 percent figure, which left the net 
amount which was the amount of your bill. Now, then, how do you 
arrive at when that was done and how did you come up with that 
figure ? 

Mr. McPuerrrs. Well, I didn’t come up with that figure. Mr. Axel- 
rod is present. I imagine that you should discuss that with him. 

Mr. Harpy. Mr. Axelrod’s bill for the $20,000 was on October 29. 
The check was drawn on October 27. 

Mr. McPuerers. Well, that’s quite possible. 

Mr. Harpy. And until his fee had been determined the amount of 
the residue of the $10,000 which you received couldn’t be determined. 

Mr. McPuerers. Wait a minute now. 

Mr. Harpy. The $20,000 fee that went to Axelrod was one of the 
factors that determined how much you got. 

Mr. McPuerers. Could be possible. 

Mr. Harpy. Of course. It has to be possible. I mean Axelrod’s 
invoice wasn’t dated until October 29, which was 2 days after the 
checks were drawn. And you want to leave the impression with the 
committee that your invoice was actually made about October 1 when 
it couldn’t have been until 

Mr. McPuererrs. I didn’t say—I wouldn’t stick with October 1, 
but I’m certain that it was made prior to me actually receiving a check. 

Mr. Reppan. Didn’t you tell—— 

Mr. McPuerers. I just now stated that. 

Mr. Reppan. Excuse me. Didn’t you tell Mr. Woods that you 
juggled these figures around with Mr. Dougherty so that the total 
amount of commissions totaled 10 percent of the sales price of this 
machinery ? 

Mr. McPueters. I don’t recall ever having made that statement. 

Mr. Reppan. Well, if you had made that statement to him, would 
it have been correct or incorrect ? 

Mr. McPuerrrs. Well, in view of the coincidence of the figures I 
would say that it would probably have to be correct. 

Mr. Reppan. Is it your testimony now that you did negotiate these 
figures with Mr. Dougherty so that the total amount paid as com- 
missions plus the money to Axelrod totaled 10 percent of the sales 
price ? 
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Mr. McPuerers. Wait 

Mr. Reppan. I want you to search your recollection now and think 
of your discussion, what you told Mr. Woods, and also your conversa- 
tion with Mr. Dougherty when you came up with this amount of 
money. I mean when you arrived at this figure. 

Mr. McPuerers. Actually there were so many things that occurred 
both then and subsequent to then that I’ve gotten very hazy on a full 
recollection of what exactly did occur. 

Mr. Harpy. Well, I didn’t want to get you confused. 

Mr. McPueters. That’s right. 

Mr. Harpy. I don’t want to make it any more difficult for you, but 
I think probably it will help the committee to get our facts as complete 
as we can. 

Mr. McPueters. I am attempting to do that. 

Mr. Harpy. The only thing we want is to develop what facts are. 
It is on the face of it so clear what happened and you have acknowl- 
edged that you never could have determined an itemization of the 
expenses that you showed on this bill. 

That’s all I have. Thank you, Mr. McPheters. 

I think we will call Miss McPheters now. 

Mr. McPuerers. Am I excused from the hearing now? 

Mr. Harpy. I think so, Mr. McPheters, but sit around until after 
we finish up today and I will advise you definitely. 

Mr. McPuerers. I could go back to my business? 

Mr. Harpy. We will try to get you out of here just as quickly as 
we can. 

If we can dispense with you further, we will do so; but I would 
like to recheck before you leave this afternoon. 

Mr. McPuerers. All right, I will stay here, then. 

Mr. Harpy. All right. Miss Mc Pheters, w ill you be sworn, please? 

(Whereupon Martha M. McPheters was duly sworn by Mr. Hi: ardy.) 


TESTIMONY OF MARTHA M. McPHETERS, STILLWATER, OKLA. 


Mr. Harpy. Have a seat, please. 

Mr. Reppan. Miss Mc Pheters, will you please give the reporter 
your full name and address. 

Miss McPueters. Yes. Martha M. McPheters, 421 West Fifth 
Street, Stillwater, Okla. 

Mr. Reppan. Are you employed, Miss McPheters? 

Miss McPuerers. I am not now. I am a civil-service retiree. For 
34 years I worked for the Department of Agriculture and the Okla- 
homa A. and M. College extension division, but I am now retired. I 
am doing nothing except having a good time, trying to at least. 

Mr. Reppan. Miss McPheters, you have been here in the room dur- 
ing the testimony and we have referred to a contract which you 
entered into with the Witmac C orp., under date of April 27, 1956, and 


T show vou what purports to be a signed copy of that and ask you 
if—— 


Miss McPnerers. Well, I have one right here. 


Mr. Reppan. I would like to have you take a look at that one, please 
[ indicating]. 
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Miss McPuerers. Mine is a signed contract. 

Yes; that is true. 1 would like to preface my remarks by saying— 
because the whole thing is a sentimental thing from my standpoint— 
that on through the years, since Hunter was in college, I helped him 
very, very substantially. 

Mr. Reppan. You are referring to now 

Miss McPuerers. This is Hunter. 

Mr. Reppan. W. H. McPheters who was just on the stand? 

Miss McPueters. And a number of times afterward when he 
needed aid, I came to his aid. 

Now, this is all earlier years, way past, back of—this is my preface. 

Well, being the type of individual he is, he has been most deeply 
grateful all these years. Our relationship has been very, very close. 
And a number of times he has said, “Aunt Martha, someday, you have 
been so fine and have worked so hard all your life, that I am going 
to do something nice for you. I am going to try to let you in on 
something that Tam doing that will give you a little extra money that 
you just haven't had to dig through to China for.” And I would say, 
knowing how much he meant it, I would say, “Well, that’s very fine. 
Just fine. Just swell.” And that went on for a period—through the 
years there. 

It has been said to me and it has always made me very happy and 
very g grateful. 

So the time he referred to, my last visit to New York 2 years ago 
this February, I was just sitting around putting in time 
and happened to pick up this engineering magazine—now don’t get 
the idea I read them because I don’ t, but I was just thumbing through 
it and I came upon this machinery. "And my eyes fell on it. “T kind of 
looked it over and I said, “Is this the kind of thing that you sell? You 
are doing?” “Yes, it is, Aunt Martha.” So we just had a little con- 
versation there which he 

Mr. Reppan. Excuse me, Miss McPheters. Did you say you were in 
your nephew’s home? 

Miss McPuerers. Home. 

Mr. Reppan. In New York? 

Miss McPuerers. In New York at the time. I was visiting there 
and visited up through March and left early in April. 

And during that conversation, just chitchat you know, just conversa- 
tion, I just carelessly remarked and said, “Hunter, you remember you 
told me several times that you were going to do something for me?’ 
He said, “Aunt Martha, that’s true. I still want very, very much to 
do something to express my real appreciation of all the nice things you 
have done for me.” 

That’s that. I didn’t pay any attention to it, it was an idle remark 
on my part. 

So I went home. Started home early in February—April, early in 
April; stopped on the way and made a couple of visits in Atasouiri 
and up in northeastern Oklahoma. Finally got around home the very 
last of February. I had only been there a day or two—— 

Mr. Harpy. You mean the last of April? 

Miss McPuerers. April. Thank you very much. 

April, the last of April. And just a day or two, here came this con- 
tract, just a little note saying that, much to my surprise—because I had 




















158 FOREIGN-AID CONSTRUCTION PROJECTS 


meant nothing up to then—much to my surprise, he said, “Would you 
please sign and return.” Ididso. 

I read it over quickly, put it in the bank. It has been there until I 
brought it up here. So that was that. 

As far as I was ¢ oncerned, that is all there was to it. Just the sincere 
expression of devotion and deep appreciation. 

What more does an individual want than that? 

Mr. Harpy. Did you recognize your participation in that contract ? 

Miss McPuerers. What? 

Mr. Harpy. Did you recognize what your responsibilities were in 
that contract? 

Miss McPuerers. It said “agent.” It said there that I would do this 
and that; yes. And I would have if I had ever been called upon, be- 
cause I had had in my 34 years of extension work, I had had quite a 
little bit in contacting people. You know, how to contact and get con- 
tracts, one thing or another, because I got contracts from A. and M. 
College a few times. So I saw it there. I didn’t think too much 
about it. In fact, I didn’t read it, only just—I just went through it. 
Because all I wanted, all I wanted was—if I never had a cent, it 
wouldn’t make a speck of difference to me. I would be just as happy 
today. 

Well, I put it away and forgot about it. 

Along i in September, very last of September, early October, he and 
his sister and brother were called home because of a very, Very serious 
illness of their mother. We were all just very, very much upset for 
weeks there. And during that period, about 3 or 4 days he was there, 
he said, “Aunt Martha, I ‘think there is a possibility”—he didn’t make 
mea pr omise, he was very careful not to make promises that he couldn’t 
deliver—“I think there is a possibility that I may be sending you a 
check.” I said, “Well, that’s wonderful.” But it didn’t make any 
difference to me whether he did or didn’t ; I didn’t care. 

I never expected to use this for a financial purpose whatever, just 
a sentimental thing I stuck in the baie And so it came, as he told 
you, on the date in October. 

You don’t want me to review that, do you? Or do you? 

Whenever it came, it came. I notice my bank statement, I banked 
it about along in early—in the early part of November, and I just 
left it there. 

Of course I paid income tax on it to the tune of nearly half of it has 
gone to the Internal Revenue Department. 

For once in my life I really had the privilege of paying some income 
tax. Up until then, my income was pre actically almost—and actually 
in some years—is tax free. I have just had some good breaks. And 
so, you know, I re ally got quite a kick out of paying some $1,600 income 
tax and then advanc ing another $1,340 on the next year, because I took 
this down to my income-tax man. He asked me about it. He said, 
“What about next year?” I said, “Oh, I don’t know.” “Think you 
will have some income?” TI said, “I might.” He puts me down for 
the whole amount. And I have sent to the Government $1,340 on 
what I thought I might possibly have in 1957, but I am reclaiming 
that. Don’t have it yet; the Government still has it. The rest of it 
I put into Investors Mutual. I have my canceled check here. 
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Along December, I called my Investors Mutual man—that is where 
T have all of my holdings, the little dab I have. He comes to Okla- 
homa City every week or two. I called down to this hotel, asked him 
to stop by sometime in the near future, that I would like to see him; 
I have been fortunate to have a little money come in and I thought I 
was going to get some more Mutual stock. He said, “Well, first time 
Iam up and have time, I will be out to see you.” 

Well, he got around to seeing me in January, so I bought $2,000 
worth of Investors Mutual stock. 

Well, there is about $500. I don’t know what I did with the rest. 

Mr. Harpy. Yousure had a good time with that. 

Miss McPuerers. Bought a new hat, a few things like that; new 
cooling system and a TV, which I have been wanting but just haven’t 
had the money to get. So I just went on a little spending binge. 
That’s the tale of the $500. 

Mr. Harpy. Miss McPheters, I don’t think we will keep you long. 
Actually the only thing you did with respect to carrying out that con- 
tract was to call the attention of your nephew to that ad in the maga- 
zine ¢ 

Miss McPuerers. Yes. I didn’t know that that was—how valu- 
able that was until this afternoon, but I can see it now. Quite plain to 
me. 

Mr. Harpy. As a matter of fact, you performed that part of 
your 

Miss McPuerers. Yes. 

Mr. Harpy. Obligation under the contract several months before 
the contract was drawn. 

Miss McPuerers. Well, no. That occurred along in March, I was 
sitting there; and the contract was drawn the 27th day of April, and 
I received it along about—shortly after that. 

Mr. Reppan. I just want to sal gous Miss McPheters 

Miss McPuerers. From my personal standpoint, it is just purely 
a sentimental expression which means a lot. 

Mr. Reppan. I show you exhibit 15, which is a check drawn to your 
favor there. 

Miss McPuerers. Account. 

Mr. Reppan. And is that a photostat of 

Miss McPuerers. That is my address; that is my scribble. 

Mr. Reppan. That is your endorsement that appears on the back 
there ¢ 

Miss McPueters. It certainly is. And I have my canceled revenue 
checks if you would like to take a look at them. So that is my story, 
complete and full. 

Mr. Knox. The only question I have—— 

Miss McPueters. Yes? 

Mr. Knox. Relative to your testimony, that you paid some $1,600 
income tax—is that right? 

Miss McPueters. Yes. Would you like to see the check? 

Mr. Knox. No. 

Miss McPueters. I paid $1,400 something and $199 to the State, 
and I haven’t been paid anything by the State; plus $1,340 predicted 
income. 
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Mr. Knox. You have substantial income, outside of the check that 
you received from your nephew ? 

Miss McPuerers. Oh, yes, I depend on the money for my income. 
It is all annuity. I have teachers retirement, Oklahoma, which is 
not taxable by the State; I have Federal income ‘from the civil service; 
and I have a very small ‘check that comes in from an insurance est ate ; 
plus my dividends from Investors Mutual, and that’s the story. That’s 
all it is, all it will ever be, unless somebody gives me something—and 
Iam not expecting that. 

Mr. Knox. May I inquire as to what prompted you that day in your 
nephew’s home , While thumbing through the engineering magazine—— 

Miss McPurrers. I just happened— 

Mr. Knox. Just a minute, please. 

Miss McPueters. Yes. 

Mr. Knox. You were thumbing through the engineering magazine 
and then you said to your nephew 

Miss McPuerers. “Is this the type 

Mr. Knox. “Now you remember, you said you wanted to do some- 
thing for me some day ?” 

What did you pur port to mean ? 

Miss McPuerers. I meant I was kidding him. I meant he had 
said to me 3 or 4 times in earlier years, “Aunt Martha, some day * * *” 

Mr. Knox. So you were just reminding him of it; is that all? 

Miss McPuerers. Yes; just casually reminding him. You know, 
just conversation. 

Mr. Knox. That’s all. 

Mr. Harpy. I have just one question. 

Miss McPuerers. Yes. 

Mr. Harpy. When did you first meet Mr. Dougherty ? 

Miss McPuerers. Well, I didn’t meet Mr. Dougherty right away. 

Mr. Harpy. Do you recall about when you did meet him? 

Miss McPuerers. I don’t recall exactly. I feel as if I had always 
known him because I have heard Hunter speak of him so very, very 
much. 

Mr. Harpy. At the time you called attention to the ad, you didn’t 
know Mr. Dougherty ; is that right ? 

Miss McPuerers. Not at the moment, no. 

Mr. Harpy. At the time that you executed the contract, you still 
hadn’t met Mr. Dougherty ; had you? 

Miss McPuerers. No, I don’t think so. 

Mr. Harpy. So that if the contract said that you were well ac- 
quainted with Mr. Dougherty, it was in error? 

Miss McPuerers. Well, these people expected me to be up there 
again pretty soon because "T run up there every now and then, to see 
some good shows, et cetera, and I expect- 

Mr. Mraper. Miss McPheters, when did you first meet Mr. A. L. 
Dougherty ? 

Miss McPueters. I think today probably. 

Mr. Meaper. This is the first you met him ? 

Miss McPuerrrs. Just actually met him. 

Mr. Meaper. You never saw him or talked with him on the tele- 
phone ? 


Miss McPuerers. No. 
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Mr. Mraper. Or wrote him letters ? 

Miss McPuerers. No. 

Mr. Meaper. Your first personal contact of any kind with him was 
today at this hearing ? 

Miss McPuerers. I no doubt was supposed to have had before this, 
but I have prolonged my visit until a year late. I don’t go there every 
year. 

" Mr. Harpy. In any event, at the time you signed this statement 
saying that you were on friendly terms with Mr. Dougherty 

Miss McPuerers. I signed that statement as a pure expression of 
devotion and appreciation and I had nothing else in mind. 

It means nothing else to me than that, “just nothing—period. 

Mr. Meraper. Well, you regarded this check from Witmac Corp. 
for $5,486.15, as just something that kind of fell out of the sky in 
your lap; didn’t you ? 

Miss McPueters. Well, yes, I guess I did, if I thought anything 
about it at all. 

Mr. Meaper. You didn’t think it was something you worked for 
and earned ? 

Miss McPuerers. No, I didn’t think I needed to work for any- 
thing he was going to give me. 

Mr. Harpy. Thank you, Miss McPheters. 

Miss McPuerers. I don’t know if he expected me. However, I am 
a very cooperative person and I stood ready to help any time I was 
called on to help, and I would have. 

Mr. Meapver. All you were supposed to do is receive money, and you 
cooperated in that ? 

Miss McPueters. Wouldn’t you? 

Mr. Harpy. Thank you, Miss McPheters. 

(Witness temporarily excused.) 

Mr. Harpy. Mr. Axelrod, will you come up, please. 

(Whereupon, Abraham Axelrod was duly sworn by Mr. Hardy.) 


TESTIMONY OF ABRAHAM AXELROD, PRESIDENT, A. F. AXELROD 
CO., NEW YORK, N. Y. 





Mr. Harpy. Have aseat. 

Mr. Axetrop. Thank you. 

Mr. Reppan. Mr. Axelrod, would you please give the reporter your 
full name and address. 

Mr. Axetrop. Abraham Axelrod, 680 Western Avenue, New York 
City, N. Y. 

Mr. Reppan. And what is your occupation, Mr. Axelrod ? 

Mr. Axexrop. I am self-employed. I am an exporter of pinay 
and equipment under the name A. F. Axelrod Company. I ask for 

“company ” spelled out. 

Mr. Reppan. Is that a corporation ? 

Mr. AxeLrop. Corporation. 

Mr. Reppan. Who are the stockholders ? 

Mr. Axetrop. Stockholders? My wife has 10 percent, my 2 daugh- 
ters each have 10 percent ; I have 70. 

Mr. Reppan. And who are the officers of the cor poration ? 

Mr. AxeLrop. Same four. 
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Mr. Reppan. You are the president ? 

Mr. Axetrop. Yes. 

Mr. Reppan. And who is the vice president ? 

Mr. Axetrop. My wife is the vice president; Frances Axelrod is 
treasurer and Naomi, secretary. 

Mr. Reppan. Frances and Naomi are your daughters? 

Mr. Axetrop. Two daughters. 

Mr. Reppan. How long have you been engaged in this business? 

Mr. Axetrop. Oh, since 1906. 

Mr. Reppan. When you say the exporting of equipment and ma- 
chinery, what types of equipment and machinery are you referring to ? 

Mr. Axetrop. Well, I have 3 lines—in fact, 4lines. One line is farm 
machinery, that is small tractors and equipment, implements. I have 
a complete line of concrete products machinery. We have also irri- 
gation equipment, which we consider a separate line entirely. And 
we sell from time to time roadbuilding and construction machinery and 
industrial machinery. 

Mr. Reppan. Now, have you ever sold any roadbuilding equip- 
ment or any used machinery of any kind to the 

Mr. Axetrop. Yes, sir. To who? 

Mr. Reppan. Government? Did you ever sell any to ICA ? 

Mr. Axetrop. Yes, I was with the Marshall plan from the first day 
of its inception. Before I was selling to UNRRA. 

Mr. Reppan. You had sold them used machinery ? 

Mr. Axetrop. Yes, used and new. 

Mr. Reppan. Was it in connection with any particular project or 
job? 

Mr. Axetrop. Well, the General Services used to send out requests 
for bids and we used to bid on various projects. For instance, like 
Lebanon, Jordan, Iraq, Formosa, and various parts of the world. 
Greece, Yugoslavia, Poland, and so on, and so forth. 

Mr, Reppan. Could you tell the committee approximately how much 
used equipment and machinery you have sold to the Government ? 

Mr. Axeirop, Oh, that would behard. But I would say many, many 
hundreds of thousands of dollars. 

Mr. Reppan. Have you ever had any complaints as to the quality 
of any of the machinery and equipment ? 

Mr. Axetrop. Only once. 

Mr. Reppan. And what 

Mr. Axeirop. And we answered that one. They complained on one 
tractor we shipped to Lebanon. 

Mr. Reppan. One tractor? 

Mr. Axetrop. I shipped 3, but on 1 they had a complaint; they had 
to rebuild. They submitted a list of the cost of the equipment and 
we immediately checked the list, and we proved to them that the prices 
for the Caterpillar tractor parts were $106. Their price was $193.83, 


so on, and so forth. We disproved there was any reason for value 
claimed. 


Mr. Reppan. That was the only time? 

Mr. Axetrop. Only time I ever had a complaint. 
Mr. Reppan. Any complaint at all? 

Mr. Axetrop. That’s right. 
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Mr. Reppan. Now I would like to show you a carbon copy of what 
appears to be an invoice to the A. L. Dougherty Co. from the A. F. 
Axelrod Co., Inc. [indicating]. 

Mr. Axexrop. Yes. 

Mr. Reppan. It is dated October 29, 1956. 

Mr. AxeLrop. Pardon me, gentlemen, I want to call your attention 
that I am almost completely blind. Your showing it to me will be 
a waste. Just read it, please. 

Mr. Reppan. This is a document which was given to Mr. Woods 
of this staff by your daughter in your New York office, and it is a 
carbon copy of what purports to be an invoice dated October 29, 1956; 
No. 1397. It is made out to the A. L. Dougherty Co., Dougherty 
Overseas, Inc., P. O. Box 529, Whiting, Ind. “Net cash.” And it 
says: “Services for planning, advising and devising methods of and 
arrangements for credit to facilitate payments for the procurement 
and shipment of equipment under A. L. Dougherty contracts, $20,000.” 
And then typewritten, “A. F. Axelrod Co., Inc.” Under that, type- 
written, is “F. Axelrod, Treasurer”; under that, “A. F. Axelrod Co. 
Ine.” ; under that, “F. Axelrod, Treasurer.” And on the left, “Pay- 
ment received, Check No. 6, October 27, 1956.” 

Now, are you familiar with that invoice, Mr. Axelrod ? 

Mr. AxeEtRop. Yes, sir. 

Mr. Reppan. When was it prepared ? 

Mr. AxeLrop. It was prepared after we received the check; I don’t 
remember, a day or two later. 

We were called upon for an invoice, which was the first time we 
had been called for invoice, by paying for this kind of services. But 
they asked for an invoice so we sent it to them. 

Mr. Reppan. May we have th:is invoice marked “Exhibit 21,” Mr. 
Chairman ? 

Mr. Harpy. Without objection. 

Mr. Meaper. Receive it in the record ? 

Mr. Harpy. We will receive that exhibit. 

(The document referred to was introduced into the record as exhibit 
21 and follows :) 


Exurpit 21—A. F. Axetrop Co., Inc., INvorce No. 1397 ror $20,000 ro A. L. 
DovuGHERTY Co., DOUGHERTY OVERSEAS, INC., OCTOBER 29, 1956 


OcToBER 29, 1956. 
1397. 

A, L. DouGHERTY Co., 

Dougherty Overseas, Inc., 
P. O. Bow 529, Whiting, Indiana, 
Net Cash: Services for planning, advising, and devising methods of and 
arrangements for credit to facilitate payments for the procurement and ship- 
ment of equipment under A, L. Dougherty contracts, $20,000.00. 


A. F. Axetrop Company, INo. 
F.. AXELROD, Treas. 
A. F. AxeLrop CoMPpaANny, INC. 
F.. AXELROD, Treas. 
Payment received, check No. 6—10/27/56. 
Mr. Reppan. Mr. Axelrod, could you tell the committee just what 
services you performed for this $20,000? 
Mr. Axetrop. Well, the services performed was to introduce Mr. 
Dougherty and advise him in how to arrange the credit with the Chem- 
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ical Corn Exchange Bank in this instance. We also continuously 
from, practically, day to day cooperated with the Dougherty office 
in handling the credit in order to stave off creditors. I mean it was 
not an emergency, but it was a very serious sitation. 

Dougherty had difficulty in getting his funds from Washington 
and machinery was piling up, being shipped continuously. Especially 
the shipping, the freight, and insurance was a very serious problem. 
But we handled it, and very efficiently I would say if I have to say it 
myself. And we always get paid for our services. 

Mr. Harpy. Now, when did you perform those services? 

Mr. Axetrop. We acloreall those, our services, from the day Mr. 
Dougherty was—oh, sometime in August I believe—was introduced to 
the bank, up to and the end of April of the next year. That is from 
id to 1957. It is approximately 5-6 months, or maybe more, maybe 

onger. 
; N r Reppan. Were you anticipating the services you would per- 
orm ? 

Mr. Axertrop. Oh, yes, we had knowledge of the troubles we have 
to go to. 

Mr. Reppan. And you were seeking payments in advance? Is that 
your testimony ? 

Mr. Axetrop. No, no, we were looking for an understanding. 

Iasked for more. I normally receive for this type of work 1 percent 
of the credit handled. 

Mr. Reppan. Excuse me, Mr. Axelrod; it is not clear to me just 
what sort of services you performed. You say you introduced Mr. 
Dougherty tothe bank? Is that it? 

Mr. Axetrop. Yes. 

Mr. Reppan. Now, did you underwrite or endorse 

Mr. Axetrop. No, I did not underwrite. I recommended the hon- 
esty and faithfulness of Dougherty, because I sized him up as a good 
man. I inquired about him from various sources and he was recom- 
mended as a man who keeps his promise. So I introduced him that 
way, and I stood by with the bank to make sure that the performance 
would continuously be just right in order to collect the payments. 

The fact of the matter is that Dougherty did not entirely receive 
the credit himself. He received it on the strength of the ICA’s letter 
of intent that they bought this machinery and that they would even- 
tally pay for it. It is only a question, the sellers required payments 
immediately, shipping companies must be paid before the boat leaves 
the docks, and insurance must be paid the day you sign the insurance 
certificate. 

We facilitated these matters and had the bank pay until they col- 
lected back from the ICA. 

Mr. Reppan. Now, that is what I wanted to know. How did you 
facilitate ? 

Are you telling the committee that the bank extended credit to 
Dougherty because you told them that he was a good risk / 

Mr. Axetrop. Oh, no, not entirely on that. 

Mr. Reppan. In any degree on your recommendation ? 

Mr. Axetrop. Toa great degree. 

Mr. Reppan. I see. Now, what do you base that statement on ? 
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Mr. Axerop. I base that statement on my experience with the bank. 
I have been working with the bank quite sometime. I am a pretty 
substantial depositor and 

Mr. Reppan. Yes, you said 

Mr. Axetrop. We get along very well. 

Mr. Reppan. Were you guaranteeing or underwriting ? 

Mr. Axe.rop. No, no, I don’t guarantee. I don’t do that. To 
guarantee the c1 redits that I would hs indle, I would need to have—and 
don’t hold it against me, I don’t have the many, many millions that 
I handle; I just simply carry on on per formance, experience, know- 
how, and also good risk. That’ s exactly what we do. But I want 
you to know, gentlemen, it is not a question of just introducing Mr. 
So-and-so to So-and-so and forget it; this was a performance that 
had to be nursed. There were times when Mr. Dougherty had a credit 
to his name in the bank against which they were all the documents for 
the ICA of a million to sometimes 2 million. The minimum was $600,- 
000. And Mr. Dougherty’s deposit was pretty small. That means the 
bank has worked out a system which we cooperated; the bank made a 
profit, I benefited by being compensated, and the machinery and 

equipment, was shipped on time, gentlemen. And that was important 
for ICA. 

Mr. Reppan. Now, how many times did you visit the bank on behalf 
of Mr. Dougherty ? 

Mr. Axetrop. Approximately 3, 4, 5 times a week; sometimes more. 

Mr. Reppan. Three or four times a week ? 

Mr. Axetrop. Either myself or my daughter. 

Mr. Reppan. And whom did you see at the bank ? 

Mr. Axetrop. I saw Mr. Porter, Mr. Pagan, and whatever the officers 
who were interested in it. And we used to go downtown at the main 
office in order to help them straighten out some unive ersals, certain 
things that were not understood. 

You see, ICA has certain rules and regulations. Not every supplier 
knows them, especi ially the suppliers which are only distributors and 
sell domestic material. We had to teach them how to make out the 
regulation certificates, the tickets, everything had to be told them on 
the telephone or in writing and personally how to handle it. 

Mr. Reppan. Just a minute, Mr. Axelrod. I think you are talking 
about something entirely different. 

Mr. Axetrop. No, it isa part of that credit. 

Mr. Reppan. Aren’t you now talking about your contract with the 
Dougherty Co. for expediti ing services ? e 

Mr. Axetrop. Yes, it is both—both were practically combined to- 
gether. It was one, combined, dependent on the other. 

Mr. Reppan. No, just a moment, Mr. Axelrod. 

I have before me here a purchase order. This is a document which 
was given to Mr. Woods of this staff by your office, and written on the 
purchase order head of the A. L. Dougherty Overseas, Inc., purchase 
order No. 20. 

Mr. Axetrop. Yes. 

Mr. Reppan. It is dated August 20, 1956, to A. F. Axelrod, 274 
Madison Avenue, New York; and then “Ship to: Cambodia.” Under- 
neath that is listed “Expediting services consisting of :’—and it then 
lists on two pages various expediting services which you are to 
perform. 
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It says: 


Expediting services consisting of: Doing all things necessary to deliver to 
Cambodia all equipment, spare parts, materials, supplies, personal effects, et 
cetera (excluding personnel), which the purchaser may direct. 

All actions shall be taken in conformity with the pertinent conditions of the 
prime contract and all reimbursement for costs shall be subject to the same 
contract terms. 


This service shall include: 

. Expediting to insure timely arrival at destination. 

. Furnishing complete marking and shipping instructions to all suppliers. 
Furnishing daily and weekly reports of progress to purchaser. 

. Procurement of export licenses. 

. Receiving at U. S. port of exit. 

. Arrangements of immediate shipping at lowest available rate. 

. Forwarding service. 

Furnishing immediate record of movement. 

. Documentation service. 


10. Arrangement of delivery to destination in Cambodia, point of destination 
to be designated by purchaser. 
Then under that, “A,” this is on page 2: 


All actions to be in accordance with ICA Reg. No. 1, as amended; B, procedures 
are to be developed jointly; C, time is of the essence and this service is let for 
the express purpose of expediting the movement; D, purchase order may be can- 
celed by purchaser on 15 days’ notice. Total charge for this service, $10,250, to 
be paid in 24 equal monthly payments. 

Now, did you enter into such an agreement with the Dougherty Co. ? 

Mr. Axetrop. Yes. 

Mr. Reppan. And the services that you have just been telling us 
about are the services which you performed under this contract; is that 
not right ? 

Mr. Axetrop. No; not entirely. The credit that I had to go to the 
bank to handle was—had nothing to do with this contract. 

Mr. Reppan. Allright, now 

Mr. Axexrop. For example, if they owed a shipping company 
$100,000 or $50,000, and they came crying, “Where is our money?” 
we were to follow up very diligently those certificates that should be 
sent to the ICA and make an effort to collect. That took our time, 
which has nothing to do with our expediting. 

This is collection and credit; nothing to do with our job. 

Mr. Reppan. How often were you in contact with ICA to facilitate? 

Mr. Axetrop. I wasn’t in contact directly with ICA in Washington 
at all. 

Re Reppan. How were you expediting the payments from ICA, 
then ? 

Mr. Axetrop. Through the bank. The bank was the owner of the 
certificates the moment the material was shipped. 

Mr. Reppan. What did you do, Mr. Axelrod ? 

Mr. Axetrop. I was doing—I was advising, helping the bank, ad- 
vising the Dougherty officers, how to follow up those collections. 

Mr. Reppan. I want specifically—how did you help the bank? 

Mr. Axetrop. How did I help the bank ? 

Mr. Reppan. Yes. 

Mr. Axetrop. By showing them how the documents should be paid 
out exactly to fit the requirements of the ICA. 

Mr. Reppan. And whom in the bank did you assist? 
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Mr. Axetrop. I gave you the name before, Mr. Porter, Mr. Pagan, 
and whoever their assistants would be. 

Mr. Reppan. And that’s what you refer to in this bill for services? 

Mr. Axetrop. That is what the—the services of $20,000 was very, 
very low. 

Mr. Reppan. Was what, sir? 

Mr. Axetrop. It was a low price for the efforts we have made. 

I am not complaining, but it is a pretty low price for the efforts we 
made. 

Mr. Reppan. For showing the bank how to make out forms? 

Mr. Axetrop. It is just a question not only to make them out; it 
is to know how to make them out and follow them up diligently. You 
know, it takes years to learn how to handle a job. 

Mr. Reppan. Are you suggesting the bank had never had any deal- 
ings with Uncle Sam before ? 

r, Axetrop. Oh, yes, they did; but not this kind of job. Every 
job has some complications and some difficulties in itself. 

Mr. Harpy. Well, as a matter of fact, in all this other work you had 
done with ICA previously, hadn’t you been working through this 
same bank ? 

Mr. Axetrop. Different jobs; not contractors’ jobs, no. Those we 
handle ourselves. It was a different situation. It was just handing 
in the payments and we collected the money ourselves. Didn’t go to 
the bank to collect the money. ICA paid us the job when they were 
ready and we shipped and paid the manufacturer our own money. 

Mr. Harpy. What you are saying is that the Dougherty Co. didn’t 
have money enough to take up 

Mr. Axexrop. Not the millions that they required to handle it. 
They practically handled $314 million in credit in a short time. 

Mr. Harpy. Not only didn’t have the money, but couldn’t handle the 
arrangements, arrange credit, without your help? 

Mr. Axetrop. I don’t know—lots of people could have arranged 
credit but it just happens in this instance I was the one. 

There are a lot of people can do a job, but this one does this job. 

Mr. Reppan. Are you familiar with the D. C. Andrews Co. ? 

Mr. Axetrop. Very well. 

Mr. Reppan. Do you know whether or not they had a contract as 
freight forwarders on this? 

Mr. Axetrop. They had it from me, yes; from our company. 

Mr. Reppan. As a matter of fact, weren’t you just the middleman 
on this contract? Didn’t the D. C. Andrews Co. perform all the ex- 
pediting services that you are telling the committee you performed? 

Mr. Axetrop. No, they didn’t. They did part of their services 
and we did ours. Jointly we have done a good job on it. But they 
took care of their service; we took care of ours. We were in daily 
contact increasing the equipment from the manufacturer into the 
shipping yard. We had our Job together all the time. 

Mr. Reppan. Now did you authorize Mr. McPheters to collect this 
$20,000 for you? 

Mr. Axetrop. No, Mr. Dougherty was bargaining with me, con- 
tinuously talked. I asked for $25,000 at least. We were trying to 
cut down the price. He was sitting over there and listening to our 
conversation. And when I talked to him and [I said, “I will accept 
the $20,000,” he brought me over a check. 
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Mr. Reppan. Just like that? 

Mr. Axetrop. Yes. And he paid off. 

Mr. Reppan. This was purely a gratuitous act on Mr. McPheters 
part? 

Mr. Axerrop. No, McPheters worked with Mr. Dougherty pretty 
closely and he spent a lot of time over there. Still spending a lot 
of time over there. 

Mr. Harpy. Did you collect any funds represented to be com- 
missions on the used equipment ? 

Mr. Axetrop. Well, I didn’t collect any directly. I am working 
on several deals with Mr. McPheters and being we are a closed cor- 
poration, we don’t want no partnership. He is to get half of these 
things realized. We formed a little corporation. These commis- 
sions—I travel very often to South America, 6, 7, or 8 times a year, 
and I sell a lot of equipment over there, and I offer this equipment. 
And twice when I offered their equipment, it was withdrawn. These 
particular machines were sold, and I was at a great disadvantage, 
plus the expense and effort—the dissatisfaction that a customer, after 
all efforts, dissatisfied he doesn’t have the equipment he selected. So 
I dropped the lease and they sold it themselves. And these—I think 
eight or nine thousand dollars on my share was compensation that 
I have received for all these efforts. 

We had a verbal understanding that if this materializes, they will 
compensate me for my efforts. 

Mr. Harpy. You didn’t recognize this $20,000 as being a part of 
the commission on that machinery ? 

Mr. Axetrop. Oh, no; it has nothing to do with that. I would be 
paid for my job whether they sell the equipment or not. It was only 
& question for Mr. Dougherty to have his own cash to pay it. 

Probably this was the time—because he had plenty of cash re- 
ceived from the Government—he paid off his bills. 

Mr. Reppan. When was the Framak Corp. formed ? 

Mr. Axerrop. I don’t know, sometime in April or May. I couldn’t 
remember exactly. 

Mr. Reppan. Was it formed for the specific purpose of handling this 
machinery ? 

Mr. Axetrop. No, no; we are handling 2 jobs in Greece and we are 
handling 2 jobs in Cuba now. 

Mr. Reppan. Was it originally set up for the purpose of handling 
this? 

Mr. Axetrop. No; it was originally set up for Greece, because we 
were planning to go to Greece, and we did go to Greece. 

Mr. Dougherty, in fact, went with Mr. “McPheters and two other 
of his men, working there on a road- building contract; and Mr. Mc- 
Pheters and I working on a city contract for sewage. And we spent 
19 days over there. That was the purpose. Of course, I didn’t want 
to tie it in with the Axelrod Co., my own family affair, and I don’t 
want to have any outsiders. 

Mr. Reppan. You are the president of the Framak Corp. ? 

Mr. Axetrop. Yes. 

Mr. Reppan. How was the figure of $20,000 arrived at_as the com- 
mission in connection with the sale of the machinery by Dougherty ? 

Mr. Axexrop. I couldn’t answer that very intelligently, to be very 
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frank with you, but because there were two other men that had to be 
paid, because they have made a lot of efforts and expense to sell this 
machinery, I think the amount was gone in together. 

Mr. Reppan. Was Mr. Ruskin one of those men ? 

Mr. Axetrop. Dave Ruskin and a man by the name of Johnny 
Peebles. 

Mr. Reppan. Where does Mr. Ruskin live? 

Mr. Axe.rop. Where is he? 

Mr. Reppan. Yes; where does helive? Is hein this country? 

Mr. Axetrop. He is somewhere in Pennsylvania. 

Mr. Reppan. And Mr. Peebles? 

Mr. Axetrop. Mr. Peebles I think lives in Jersey, if I am not 
mistaken. 

Mr. Reppan. Did they send you statements? 

Mr. AxELRop. Statements for what? 

Mr. Reppan. For their services in connection with the sale of this 
machinery. 

Mr. Axerrop. Not that I know of. 

Mr. Reppan. Do you know how much they were paid by the Framak 
Corp. or 

Mr. Axetrop. Certainly. One was paid $5,000; one, $7,500. 

Mr. Reppan. Do you know what they were paid for ? 

Mr. Axetrop. Peebles was paid for his expenses in Cuba. He was 
there quite some time. 

Ruskin sold to contractors individual machines and those machines 
were not delivered on account of withdrawal, so he had a claim and 
he had a justified claim. So we bargained out and we adjusted these 
matters. 

Mr. Reppan. Do you know whether or not Mr. McPheters, when 
lie was in Cuba, tried to sell this machinery ? 

Mr. Axetrop. I wouldn’t be surprised if he did try. I know 
Peebles tried very hard. 

Mr. Reppan. Now, did Mrs. McPheters receive any of this com- 
mission ¢ 

Mr. Axetrop. Mrs. McPheters? You mean Mr. McPheters’ wife? 

Mr. Reppan. That’s right. 

Mr. Axetrop. She received as secretary of the company, she re- 
ceived, I think, some salary. 

Mr. Reppan. Did she receive $200 a month from Framak ? 

Mr. Axerrop. I couldn’t tell you exactly how much, but she received 
a salary ; yes. 

Mr. Reppan. Is she an employee of the Framak Corp. ? 

Mr. Axetrop. She is a secretary and comes in very often to help 
with the books. 

Mr. Reppan. How often does she come in? 

Mr. Axetrop. Well, I tell you, I wouldn’t say that I would know 
exactly how many times she comes in, but I see her very often in the 
office. 

I travel a lot so I am not too much in the office myself. 

Mr. Reppan. Does she perform the same services as your daughter, 
Frances, performs ? 

Mr. Axetrop. No, she handles the books and she handles certain 
correspondence, and so on. Especially on this Greek job when you 
have a lot of typing to do, and so on. 
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Mr. Reppan. Well, according to your books, Mrs. McPheters re- 
ceives the same salary as your daughter, Frances Axelrod. 

Mr. Axetrop. That’s right, it is a 50-50 job. 

Mr. Reppan. They are not paid on the basis of work performed ? 

Mr. Axetrop. No, no. 

Mr. Reppan. What is the basis of the payment, then ? 

Mr. Axetrop. The basis of the payment is that each one is entitled 
to a certain amount and not to have jealousy, so it is even, 50-50. A 
few dollars don’t make much difference one way or the other. 

The difference in salary is only about $10 or $15 a week. A part- 
netee like that, never pays—especially this is money that is spread 
around a bit. 

Mr. Reppan. This expediting contract, which you had with the 
Dougherty Overseas, Inc. 

Mr. AxEtrop. Yes. 

Mr. Reppan. A. L. Dougherty Overseas, Inc. 

T am sorry, how much did you receive under that contract ? 

Mr. Axetrop. About $17,000 I think, something like that. 

Mr. Reppan. How was it you received $7,000 more than the contract 
called for? 

Mr. AxeEtrop. Because we did over $2 million more in expediting. 

Mr. Reppan. What is that? 

Mr. AxELrop. We did more than $2 million more, above $2.4 million, 
in the expediting. 

Mr. Reppan. In other words, you say this contract was amended ? 

Mr. Axetrop. That’s right. 

Mr. Reppan. When was it terminated ? 

Mr. Axetrop. Oh, sometime in—I think in February or March 
1957. 

We have completed whatever the shipments have been, and Dough- 
erty, too, over the balance of the material shipments. All machinery 
we handle. 

Mr. Reppan. Mr. Chairman, may we have the expediting contract, 
dated August 20, 1956, between the A. L. Dougherty Overseas, Inc., 
and the A. F. Axelrod Co., admitted as exhibit No. 22? 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as ex- 
hibit 22, and follows :) 


ExHisit 22—PURCHASE ORDER No. 20, A. L. DoUGHERTY OVERSEAS, INo., To A. F. 
AXELROD, AUGUST 20, 1956 FoR $10,250 
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HIGHWAY CONSTRUCTION 
CAMBODIA 


A. L. DOUGHERTY OVERSEAS, INC. 
New York 17, New York 


THIS TRANSACTION IS FINANCED BY ICA, THE APPLICABLE PROVISIONS OF 
ICA REGULATION 1, AS AMENDED, AND THE FOLLOWING WILL APPLY: 


GENERAL CONDITIONS COVERING PURCHASE ORDERS 


420 Lexington Avenue 


1 CONTRACT The entire contract between the parties consists of this 
purchase order and no other conditions shall apply. Amendments, if any, 
will be made in writing. 

@ USE AND PAYMENT: Any articles and/or serviecs furnished hereunder 
will be for the exclusive use of the Cambodian Government and the Seiler 
shall be paid upon the submission to the Purchaser of properly certified in- 
volecs or vouchers. The prices stipulated herein are for supplies delivered 
and accepted, less deductions, if any, as herein provided. Uniess otherwise 
specified, payment will be made on partial deliveries accepted by the 
Purchaser when the amount due on such deliver so warrants, or, when 
requested by Seller, payment for accepted partial deliveries shall be made 
whenever such payment would equal or exceed $1,000.00 or 50 percent of 
the total amount of this contract. 

& INVOICING: 


(a) Original and three (3) copies (4 in all) made to Purchaser, shall 
be rendered for each and every shipment and it shall be written on 
each invoice whether the billing is “Partial” or “Final” 

(>) The original and two copies of the express or freight bill, with trans- 
portation charges shown thereon, and stamped by the carrier, shall 
accompany all invoices. 

(e) 1. The purchase order number must appear on all copies of the 

invoice, together with the applicable PA number or PIO number. 
(Par. 210.10B, 1CA Reg. 1, October 1966) 

2. The articles or services must be described in terms used in this 
order and shall be complete as to quantity, grade, type, size, 
weight, cube, ete. Catalog numbers, trade names, cte. are to be 
shown but wili not be accepted as a complete description when 
used alone. 

3. Invoices covering wrench sets, welding outfits, ete. must itemise 
all components. 

4 Invoices covering power tools, etc. must show manvfacturer's 
serial number and itemize a!) appurtenances and accessories. 
Invoices to carry a certification that service manuals and all require- 

ments of item 25 herein have been complicd with. 

(e) Invoices must carry the further certification as follows: “No excise 
or sales taxes of any kind are included herein.” 

(f) All invoices shall be signed by a duly authorized officer of the com- 
pany and certified as follows: “I certify that the above bill is correct 
and just; and that the payment therefor has not been received.” 

(g) Deewments required for reimbursement, (See Par. 201.18, ICA Reg. 
1, Getober 1955) 

& INSPECTION: All items covered by this transoction shall be subject to 
inapection at all times and places, both as to progress and material and 
workmanship, and shal! be subject to final inspection and acceptance prior 
to shipment by an authorised representative of the Purchaser; in the event 
Inspection prior to shipment is waived on any or all items then such items 
shall be subject to inspection and acceptance any final destination 
within the continental limits of the U.S.A. Such inspections shall not 
relieve the Seller for failure to meet the requirements of this purchase 





(d 





& PACKING: All shipments must be packed, crated, bundled, ete. in ac- 
cordance with the special conditions shown herein. No extra charge will 
be allowed for packing, crating, bundling, ete. unless agreed to and 
specified in this order. 

t. MARKING: 

(a) Export symbols, serial numbers, weights, measurements and other 
identification shall be clearly stenciled on each box, crate, bundle, 
pone. piece, ete. as directed by the Purchaser and this work shall 

accomplished by the Seller prior to shipment. No extra charge 
for thie marking will be allowed unless agreed to and specified in 
this order. 

{b) All commodities and their shipping containers (whether from the 
U.S. or other source country) must carry the official ICA emblem 
as eet forth in Par. 201.12, ICA Reg. 1, October 1965. 

& DISCOUNTS FOR EARLY PAYMENT: Unless so qualified in the bid. 
discounts will be taken on the gross amount of the Invoice, and time in 
connection with discount offered will be computed from date of delivery by 
the carrier at the destination or port of embarkation or from date of 
receipt of correct and properly certified invoices and a!! supporting papers, 
if the latter date is later than date of delivery. 


& QUALITY AND DESIGN OF PRODUCT: Articles furnished hereunder 


shall be of new material and the manufacturer's latest design and current 
model and the Seller warrants all to be free from defects in materials, 
design and workmanship. No used or second hand material and/or equip- 


ment shall be furnished or incorporated into any articles furnished here- 
under. 


1%. ASSIGNMENT BY PURCHASER: This order is placed for the benefit of 


and is assignable by the Purchaser to the Cam n Government. 


U1. PATENTS: The Seller shall hold and save the Purchaser harmless from 


liability of any nature or kind for or on the accounts of the use of any 

patented or unpatented invention, article, device, or appliance furnished 

eons im the performance of this transaction including their use by the 
rehaser. 


Provided, no changes as 
to quanti descriptions, . FAS points, ete. shall be made nor will 


any change for extras be allowed unices the same have been authorized in 
writing by the Purchaser's authorized agent and the proper price adjust- 
ment stated in such order. No charge will be allowed for freight, express, 
cartage or other transportation unless agreed to and specified in this 


1% VARIATION IN QUANTITIES: Unlese otherwise specified, any variation 


im the quantities called for, not exceedi: five (5) it, will be ae- 
cepted as compliance with the contract, WHEN CAUSED BY conditions 
of loading, shipping, packing or allowances in manfacturing processes, 
and payments shal] be adjusted accordingly. 


M,. 


16. 


16. 


18. 


21. 


7a 


26. 


27 


PERFORMANCE AND DEFAULT: Time is the essence of this transaction 
and therefor, it is understood and agreed that for failure to comply with 
terms and conditions of this transaction or failure to prosecute the work 
with promptnese and diligence or for failure to make shipment within the 
time specified, or any extension thereof, the Seller shall declared to be 
in default, except that the Seller shall not be responsible nor considered 
to be in default for delay in shipment due to cause beyond its control such 
as Acts of God, Acts of Government, Acts of the Purchaser, floods, freight 
embargoes, or unusual severe weather, and in the event there is delay from 
such causes then the date of shipment shall be extended for a length of 
time equal to the period of the delay by any of these causes. 


REMEDY FOR DELAYS AND DEFAULT: If the Seller shall be declared 
to be in default then the Purchaser may by written notice, terminate the 
right to proceed with deliveries of such part or parts thereof as to which 
there has been a delay, in which event, the Purchaser may procure the 
articles or services from other sources, by purchase in the open market 
or by securing the manufacture and delivery by negotiated contract, or 
otherwise, and the Seller and/or its sureties, if any, shall be liable to the 
Purchaser for any excess coat occasioned thereby and for liquidated damag = 
for delay occasioned thereby, us fixed claewhere in this contract, or if liqui- 
dated damages are not so fixe ny actual damages caused by such delay 
If Purchaser does not terminate the right of Seller to proceed as provided 
above, the Seller shall continue the work in which event it and/or its 
sureties, if any, shail be liable in the amount set forth elsewhere tn this 
contract for fixed agreed liquidated damages for each calendar day or delay 
until the work is completed or aceepted and delivered or if liquidated 
damages are not so fixed, any actual damages caused by such delay. 


COMPLIANCE WITH LAW: The Seller shall comply with all applicable 
local, state or federal laws, and regulations, including specifically all 
statutory requirements as to American production and labor standards 
and further, the Seller shall not discriminate against any employee or 

plicant for employemnt because of race, creed, color, or national origin, 
in accordance with the provision of Executive Order 10657, dated 3 
September 1964. 














. TERMINATION: This order being for the benefit of the Cambodian Gov- 


ernment, the ICA may through the Purchaser terminate the performance 
of work hereunder, prior to completion and/or acceptance; in which event 
fair compensation, within the meaning of the Contract Settlement Act of 


1944 (Public Law No. 395, 78th Congress), as the same may from time 
te time be amended, will be provided the Seiler. 


ASSIGNMENT BY SELLER: The Seller shal) not assign this order nor 
any monies due or to become due hereunder, without the Purchaser's prior 


written consent, and any attempted assignment without the Purchaser's 
consent shall be null and void 


TAXES: 


(a) In case any federal, state, use or other tax, directly applicable to 
this transaction is included in the prices shown on this order, or ts 
listed as « separate item and where the Purchaser shall subsequently 
determine that such taxes may be satisfied by the issuance of tax 
exemption certificate, then the Seller shall agree to accept the exemp- 
tion certificate in lieu of payment of such taxes. 

(b) Where the price shown herein is contingent upon refund or drew- 


back of import duties or taxes being obtained, the Purchaser shall 
furnish proof of export to the Seller. 


EXAMINATION OF RECORDS: The Seller agrees that the Comptroller 

General of Cambodia or of the United States or any of their authorised 

representatives shall, until the expiration of three years after final payment 

have access to and the right to examine any directly pertinent books, 

ae papers, and records of Seller involving transactions related to 
ig contract. 


RESPONSIBILITY FOR SUPPLIES: Except as otherwise provided in 
this contract, (a) the Seiler shal) be responsible for the supplies covered 
by the Contract until they are delivered at the designated livery point, 
regardiess of the point of inspection, and (b) the Seller shall bear sii 
risks as to rejected supplies after notice of rejection. 


CEILING PRICES: Seller agrees that the price invoiced hereunder will 
not exceed the lower of (a) the contract prices, or (b) any applicable 
ceiling prices established by the Office of Price Stabilization or 
authorized Government agency. 


. TITLE: Title to the supplies, material and/or equipment purchased here- 


with by A.L. Dougherty Overseas, Inc. shall pass to and vest in the 
Government of Cambodia upon delivery of such property by the Seller and 
shall thereafter be known as Government Property. 


DIVERSION: A.L. Dougherty Overseas Inc. reserves the right to change 
the shipping destination in those instances where a saving in freight 
charges would be apparent. The Seller agrees, and shall, in any such 
instances, apply these savings as a credit against the invoice for the order. 


SERVICE MANUALS: Four copies of compicte service and parts manuals 
are required with each machine. Manuals shall cover the equipment itself 
and ALL THE COMPONENTS, ATTACHMENTS, PARTS AND ACCES- 
SORIES THEREOF. Advertising literature not acceptable. Four operation 
and lubrication manuals shail also be shipped with each piece of equipment. 
Two additional copies of each of the above shall be mailed to the Pur- 
chaser. Equipment WILL NOT BE ACCEPTED FOR DELIVERY UNLESS 
ACCEPTABLE MANUALS HAVE BEEN RECEIVED. 


CERTIFICATE AND GUARANTIES: The Seller shall furnish to the 
Cambodian Government all certificates, guaranties and warranties as are 
normally issued for the protection of the Purchaser in transactions tnvolv- 
ing articles of the same or similar manufacture. 


SPARE PARTS AND SERVICES: The Seller shall furnish to the Pur- 
chaser complete information as to the location in, or nesr, Cambodia and 
availability of spare parte and/or services for the article/s purchased. 
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Mr. Meaper. Mr. Axelrod, I want to draw your attention to exhibit 
21, which is the carbon copy ‘of what apparently was an invoice dated 
October 29, 1956, in the amount of $20,000, which our counsel read to 
you a few minutes ago. 

Mr. AxELRop. Yes. 

Mr. Mraper. Had the services, before that invoice was rendered, 
been completed by the date the invoice was made? 

Mr. Axexrop. No, no, it was continued until the job was over. It 
ran into January and February 1957. I mean it was not a question of 
when we got paid. 

Mr. Mraper. This says: 

Services for planning, advising, and devising methods of and arrangements 
for credit to facilitate payment for the procurement and shipment of equipment 
under A. L. Dougherty contract. 

Mr. AxELRop. Yes. 

Mr. Meaper. Amount is $20,000; date, October 29, 1956. 

Mr. Axetrop. Yes. That was right after we received the check. 

Mr. Mrapver. How is that? 

Mr. AxeLrop. Right after the check was received. 

Mr. Meaper. Yes, check No. 6 was dated October 27? 

Mr. AxEtrop. Yes. 

Mr. Mraper. 1956. Now, my question to you is: was the $20,000 
in payment of services which had been rendered prior to the di ite of 
the receipt of the check ? 

Mr. Axetrop. Yes, but we did not stop whatever we had to do 
after that. We continued to do it although we were paid. 

Mr. Meaper. Now, was there any written contract on the basis of 
which this invoice was rendered ? 

Mr. Axetrop. No, No, it was just a gentlemen’s agreement. In 
fact, I did never ask him—I told Mr. Dougherty I want to be paid 
for my services; but I never told him how much and he never asked 
me how much. It was just a question of what will the services amount 
to and whether it is worth so much, or less or more. And after—he 
had the experience. In fact, he offered my 20 against my 25 or 30, 
what I asked 1 percent, that ’ showed that he appreciated the amount 
of work that was involved in these services rendered. 

Mr. Meaper. First of all, let me be sure, now 

Mr. AxErrop. Please. 

Mr. Meaper. That the services rendered with respect to exhibit 21, 
which I have just read to you 

Mr. Axerop. Yes. 

Mr. Meaper. Have nothing whatever to do with the services to be 
rendered with respect to exhibit—what is that next one? 

Mr. Axetrop. To expedite it? 

Mr. Meraper. Yes. 

Mr. AxEetrop. No. 

Mr. Meaper. They are completely different services? 

Mr. Axe.trop. Completely different. 

Mr. Meapver. No connection at all? 

Mr. AxeEtrop. No, sir. 

Mr. Meaper. All right. Now, when did you make this gentlemen’s 
agreement with Mr. Dougherty ? 

Mr. Axetrop. When I 
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Mr. Meaper. For the services you rendered and sent a bill for in 
exhibit 21. 

Mr. AxeLtrop. When I made the offer to Mr. Dougherty to handle 
the services, the expediting, I put in a paragraph there in the letter, 
if I remember it correctly, that if they want credit arrangements or 
handling financing, I will be very glad to be of assistance to them. 

Mr. Meaper. In other words ¢ 

Mr. Axetrop. That was just in the beginning I suggested to them, 
and if you have a minute, I will tell you. I had arranged that credit 
for myself when I put in the bid to buy the machinery and equipment 
myself to the ICA prior to Mr. Dougherty’s bid and award of the 
contract. I was awarded the contract to buy the machinery. Then 
the ICA——— 

Mr. Meaper. By ICA? 

Mr. Axetrop. That’s right. Then they vetoed, because the con- 
tractors put in a bid that they would buy the machinery. So the ICA 
considered it more advantageous to them that the contractor who has 
the responsibility of building the road should also have the responsi- 
bility of the equipment. So they canceled my award and they gave 
it to the contractor. But I had all arrangements made in order to be 
able to bid for it. I went out to check with the manufacturers and 
suppliers can I get the material to be shipped in 4 months. Then can 
I finance it until the Government would pay me, because the Govern- 
ment put in a stipulation, the ICA, that they will pay after the ma- 
chinery is aoen So I had to arrange the credit. And that is why 
I had all this job put together and arranged before Mr. Dougherty 
ever dreamed of getting into it. That was in February, March, and 
April. 

Mr. Meaper. February, March, and April? 

Mr. Axexrop. Then I started the negotiations with ICA. 

Mr. Meaper. In 1956? 

Mr. Axetrop. In 1956. With ICA; that’s how it happened. 

Mr. Meaper. Then after ICA had entered into an agreement with 
Had they entered into an agreement? 

Mr. Axetrop. You mean for the 

Mr. Meaper. For the purchase of the equipment. 

Mr. Axetrop. I put in a bid. 

Mr. Meaper. Bid; but had they accepted the bid ? 

Mr Axetrop. I had the lowest bid and they called me from Wash- 
ington and advised me I am the lowest bidder and the award goes to 
me. 

Mr. Meaper. Did they actually make the award ? 

Mr. Axetrop. They didn’t issue no contract to me; no. 

Mr. Meaper. So there was never any legal obligation on ICA to 
have you purchase the equipment ? 

Mr. Axetrop. No, no; I never said they had legal obligation. I 
sa 

Mr. Mraper. You spoke about canceling something. 

Mr. Axetrop. They canceled my award; instead of giving me the 
contract, they gave it ‘to the contractor. 

Mr. Meaper. You never regarded yourself as being in a legal agree- 
ment with the ICA with respect to this equipment ? 
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Mr. AxeEtrop. Well, in business you don’t think of legality. You 
think of the justice of the job, Mr. Chairman. You spend so much 
time and expense going into—— 

Mr. Mraper. What I am trying to get at, did you have a suit against 
the Government ? 

Mr. Axetrop. Oh, no. 

Mr. Meaper. For breach of contract ? 

Mr Axerrop. Never. 

Mr Meaper. That is what I want to know. 

Mr. Axetrop. Never, never, never. 

Mr. Harpy. Did you feel, Mr. Axelrod, that you had done a lot of 
work on this thing that could be used by Mr. Dougherty, and thus he 
ought to pay you for what you had already done? 

Mr. AxeLrop. No—wait a minute. I did not feel like that at all. 
I felt slighted, I felt disappointed as usual when you lose a good job— 
and I thought it would be a good job; later on I wasn’t so sure, when 
I had the expediting. And Mr.—I think his name is—I have for- 
gotten the name. One of the ICA men gave me as an inducement, 
he said, “Mr. Axelrod, any contractor that will get the job, we will 
recommend them to give you the job of buying and expediting their 
equipment.” 

Mr. Harpy. Well, now, I wish you would search your memory be- 
cause I would like to know who told you that. 

Mr. Axetrop. I will tell you in a minute. 

Hockenberry is the name; Hockenberry. And he was the gentle- 
man that did that. He was in the committee with whom we negoti- 
ated the contract. 

Mr. Harpy. So he told you he was going— 

Mr. Axetrop. He just made the suggestion. 

Mr. Harpy. He said he was going to suggest to Mr Dougherty he 
give you the expediting’ 

Mr. Axetrop. No, no; the purchase and expediting. 

Mr. Harpy Purchase and expediting. 

Mr. Axetrop. That’s right. So—— 

Mr. Harpy. Mr. Dougherty was going to get the purchasing con- 
tract but Mr. Hockenberry was going to get Mr. Dougherty to sub- 
contract ? 

Mr. Axetrop. No, Mr. Dougherty got the contract to build the 
roads. 

Mr. Harpy. I understand. 

Mr. Axetrop. He was the one to purchase the equipment, the engi- 
neering stock that was necessary for that job. They said that they 
would recommend to him to cooperate with me, with my company, on 
that job. 

I didn’t even pay attention to it. It wasn’t worth it. 

Mr. Harpy. Now, is that the kind of cooperation and is that the 
work for which you were paid this $20,000? 

Mr. Axetrop. No, sir. No, sir. It is for the work that I have 
done for Dougherty. 

IT never knew Mr. Dougherty until the Small Business Bureau 
printed in a bulletin that a certain A. L. Dougherty received this con- 
tract. And I talked to Mr. McPheters. I said now they took the 
contract, maybe we can offer some equipment to them. 
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McPheters knew Mr. Dougherty from before, and he claimed he 
knew him very well, which turned out to be correct. 

Mr. Harpy. When did you tell Mr. McPheters ? 

Mr. Axetrop. Oh, as I told you, when we saw the bulletin. 

We get the bulletin every day, whenever they print it, in our 
office. So when I saw it—and Mr. McPheters comes to my office 2 
or 3 times a week, so I talked to him about it. 

Mr. Knox. Isn’t it also true, Mr. McPheters’ testimony was that 
his Aunt Martha was to introduce Mr. McPheters to Mr. Dougherty ? 

Mr. Axetrop. That I don’t know, sir. 

Mr. Knox. Well, I believe that was the testimony. 

Mr. Axetrop. That is something I don’t know. I know Mr. Me- 
Pheters took me over to the Roosevelt Hotel and introduced me to 
Mr. Dougherty; Mr. Thornton, his assistant or associate. That’s 
all I know. Their relationship from before or after is absolutely 
none of my knowledge. 

Mr. Harpy. Can you tell us about when that was? 

When was it you and Mr. McPheters went over to see Mr. 
Dougherty ? 

Mr. Axextrop. That must have been sometime in June I think. 
After the contract was awarded to them, sometime in June. 

Mr. Harpy. How long after that was it before you started these 
services for which you were paid the $20,000? 

Mr. Axetrop. Oh, maybe 3 or 4 weeks after that, maybe 2 weeks. 

Mr. Harpy. So it was sometime in July? 

Mr. Axetrop. That’s right. They were very much in a hurry be- 
cause the contract called for delivery of the material before the mon- 
soon begins or is over, I don’t remember which, and we had to buy 
the material. And that is why they were anxious for any assistance 
possible, especially when we had practically lined up most of the 
purchases. 

Mr. Meaper. Now, Mr. Axelrod, in your bid to ICA for the equip- 
ment, you had offered to do this service for a fee of $35,000? 

Mr. Axexrop. For $65,000. 

Mr. Meaper. For $65,000 ! 

Mr. Axetrop. That’s right. The bid is for $65,000. 

Mr. Meaper. That was to be your compensation ? 

Mr. AxeLrop. My compensation for doing the job, yes. That’s 
right. 

Mr. Meaper. And in the handling of this acquisition of the con- 
struction equipment, that $65,000 fee was to compensate you in part 
for arranging the financing of it between the time of its—— 

Mr. Axetrop. Yes, that would be my part, handling—the ICA 
didn’t care whether I had money or whether I had credits. They 
give you the contract; it is your business to arrange it. 

Now, I worried about it and I was able to arrange it and it was not 
i matter of expense or cost. We have done the job. It is a part of 
our business. 

Mr. Meaver. How much of the $65,000 was supposed to be for your 
commission on the equipment ? 

Mr. Axerrop. All of it. 

Mr. Meaper. The sale of the equipment? 

Mr. Axetrop. The sale, all of it. 
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Mr. Meaper. Now, how much of it would you regard as being ar- 
ranging the financing for it? 

Mr. Axetrop. None of it. Just part of my work, my daily work. 
If I have a job to do, I have to do it to the best of my ability. 

If I cannot—for instance, if I buy from Caterpillar 20 tractors 
and they require a letter of credit, it would be my job to show a letter 
of credit. If they don’t want to take the contract from ICA, if I 
want the equipment, I give them my credit. Then I go to my bank 
and I arrange credit. It is very simple. And this has nothing to 
do with the compensation. But that I would do, not for Framak, 
not for Dougherty—I would do it only for myself. 

Mr. Meaper. When you didn’t get the award from ICA, you were 
not going to get any compensation at all; is that correct? 

Mr. Axexrop. That is exactly right. You lose a lot of jobs that 
way. 

Mr. Meaver. When did you first make any arrangements with 
Mr. Dougherty to render the services for which you eventually gave 
your invoice of $20,000 ? 

Mr. Axexrop. I believe it was the second week I met Mr. Dougherty. 
We discussed various phases of the setup and Mr. Dougherty sent 
out calls for bids and so that the equipment would come in much 
faster than he can have the invoices sent to Washington for collec- 
tion, he talked with me about arranging the credit and I took him over 
to the bank and worked out a credit arrangement. That was the 
second or third week of the setting up of his office. 

Mr. Meraper. Now, you want us to understand Mr. Dougherty 
wasn’t capable of arranging that credit himself? 

Mr. Axextrop. No, Mr. Dougherty was the one that arranged the 
credit. I just brought Mr. Dougherty and the bank together. It 
was on his strength that he arranged the credit; not mine. 

Mr. Meaper. You got the $20,000 for just taking Mr. Dougherty 
to the bank? 

Mr. Axetrop. Mr. Chairman, I get much more money for arrang- 
ing the credits than $20,000, a lot more from people for whom I ar- 
range credit when they need it badly. I get paid for it, certainly. 

Mr. Reppan. Did you say you arranged credits in this case? 

Mr. Axetrop. Not in this case. 

You mean forICA% No. But—— 

Mr. Reppan. For Dougherty. 

Mr. Axetrop. A lot of businessmen have to buy equipment. 

Mr. Reppan. Did you arrange credits for Dougherty in this case? 

Mr. Axetrop. I did. 

Mr. Meaper. That is what you got the $20,000 for? 

Mr. Axetrop. Certainly. That’s right. 

Mr. Meaper. When was it that Mr. Dougherty employed you to 
arrange the credits for him? That’s what I am trying to get at. 

Mr. Axetrop. Mr. Chairman, it was the second week or the third 
week of the contract, sometime in early July. I don’t remember the 
date exactly. However, I have a diary that I write down every day 
what I do, or rather my daughter writes it out for me; and I can 
give you the dates, the people I saw, and what I said to the bank 
and what the bank said to Mr. Dougherty for requiring the state- 
ments, his relationship with the job, the prices, and so on and so forth, 
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and how the letter of intent will guarantee the bank for collecting 
the money back. 

Mr. Meaper. You say it was sometime in early July? 

Mr. Axetrop. That’s right. 

Mr. Meaver. That Mr. Dougherty employed you to arrange the 
credit for it? Isthat correct? 

Mr. Axetrop. I wouldn’t say that he employed me, but I mean you 
can use that word if you please, but he asked me—— 

Mr. Meaper. You said you had a gentlemen’s agreement with him. 

Mr. Axetrop. That’s right. 

Mr. Meaper. I am trying to get at the time you entered into that 
gentlemen’s agreement. 

Mr. Axetrop. I would have to look at my book to see exactly the 
date, but it was the second week, I think, or the third week, when he 
received his award in Washington. 

Now, that can easily be checked back. 

I am sorry I don’t remember the date. I just simply don’t. 

Mr. Meaver. We have a date of July 6, 1956. 

Mr. Axetrop. All right, then, you have it in July. 

Mr. Meaper. Letter of agreement between ICA and A. L. Dougherty 
Overseas, Inc. 

Mr. Axrtrop. That was maybe a week or 2 weeks later. It took 
maybe a week to work it out. That’s all. 

Mr. Meaper. Then, as I understand it, you had no written agree- 
ment ? 

Mr. Axerop. No. 

Mr. Meaper. No? 

Mr. Axrtrop. No. 

Mr. Meaper. Now, what was the nature of your agreement? Did 
he say, “I will give you $20,000 to arrange credit for me”? 

Mr. Axetrop. No, he did not, Mr. Chairman. 

I told Mr. Dougherty, “I would be glad to help you work this thing 
out, but I want to be compensated.” He said, “It is agreeable to me.” 
And that was all left. 

Mr. Meaper. But you didn’t say anything about what you meant by 
“compensation” ? 

Mr. Axetrop. No. 

Mr. Meaper. Or he didn’t say what he meant? 

Mr. AxeLrop. No, no. I meant money and he knew that he has to 
pay a certain amount of money. 

Mr. Mraper. But how much it would be? 

Mr. Axexrop. We did not agree exactly at that time. 

Mr. Meaper. Or even on a percentage of anything? 

Mr. Axetrop. No. But after the thing has started to operate I 
told Mr. Dougherty that “this job is worth 1 percent.” He said, “By 
golly, it may run into $3 or $4 million.” And he finally came down. 
I asked $25,000 and he didn’t commit himself. Finally he agreed 
to $20,000. 

Mr. Meaper. And that was the date on which he made the payment ? 

Mr. Axetrop. That was the date before or the same day he made the 
payment. 

Mr. Meaper. So there was no discussion of the amount you were 
to be paid for providing these credit services until the time you ac- 
tually got paid? 
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Mr. Axetrop. No; no, sir; I didn’t say that. 

Mr. Meaper. You said at that time they were worth 1 percent and 
he said that is too much. 

Mr. Axexrop. No; that was for weeks and weeks prior to the pay- 
ment. He had no money; there was no use pressing it. But finally 
he got some money in. I didn’t even know he can get it. We talked 
on the telephone. He said, “All right, Axel, I will pay you $20,000. 
Will that be satisfactory?” I said, “All right, let’s settle for that.” 
I didn’t know; he said, “I got some money in.” He said, “I will send 
you a check.” 

We do it with a lot of our deals, word of mouth. 

Mr. Meaper. I was trying to get at the time you made an agreement 
concerning the employment. 

Mr. Axetrop. I did not make an agreement for a definite amount of 
money. It is no use to make me say something which didn’t exist. 
We just said, “I want compensation.” He knew I was to be paid, and 
that is the way we worked it. A lot of these kinds of deals—— 

Mr. Meaper. Is that the way you do business generally ¢ 

Mr. Axetrop. We do it with a lot of our people, word of mouth, more 
than contracts. I don’t like contracts. Contracts are too specific and 
you never can work out a deal, and exactly debate the line you write 
it up. Deals are flexible, sir, and you have got to work in the way 
circumstances provide. You don’t know a deal until it is actually 
finished and signed for, and we work with a lot of people that way. I 
did it for over 50 years. 

Mr. Meaper. It is pretty clear, then—and I just want to be sure 
in my own mind because to me $20,000 is quite a lot of money. 

Mr. Axetrop. So it is tome, sir. It isa lot of money. 

Mr. Meaper. It is strange to me people just leave things in the air; 
maybe it will be $20,000, maybe $25,000 or some other figure, and you 
don’t have any fixed agreement until you have rendered all the services. 

Mr. Axetrop. The worst thing could happen would be he would not 
have money and not pay me. But I was sure he was honest and sin- 
cere and would eventually pay me when he puts his hands on money, 
and he did. 

Mr. Harpy. In order to clear this up—I think we are not making 
too good progress now—Mr. Axelrod, I believe a little earlier you indi- 
cated that you keep a diary of your daily activities. 

Mr. Axetrop. That’s right. 

Mr. Harpy. Then would you make available to the committee all of 
the entries in your diary that relate in any way to the Dougherty 
contract ? 

Mr. Axexrop. I will be very glad to. That means I have to send 
vou the diary. I will send it to Mr. Woods or 

Mr. Harpy. That would be fine. Send it to Mr. Woods; that would 
be perfectly all right. 

Mr. Axetrop. That’s the 1956 book I will send you. I will be very 
glad to. 

Mr. Harpy. Just any part of it that relates to this contract. 

Mr. Axetrop. That’s perfectly all right. 

Mr. Harpy. Fine. 
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Mr. AxeLrop. You will learn a lot of my foolishness. 

Mr. Harpy. Many thanks, Mr. Axelrod. 

Mr. Axetrop. I appreciate very much, gentlemen—my wife is sick 
and I must rush home. Am I free to go home ? 

Mr. Harpy. Mr. Axelrod, let me give you an answer to that in just 
a few minutes after we break up. 

Mr. Axetrop. Thank you very much. 

Mr. Harpy. Thank you, sir. 

(Witness temporarily excused.) 

(Discussion off the record.) 

Mr. Harpy. Mr. McPheters, will you come back for just a moment ? 

(Whereupon, W. H. McPheters was recalled.) 


FURTHER TESTIMONY OF W. H. McPHETERS, CONSTRUCTION 
CONSULTANT, NEW YORK, N. Y. 


Mr. Harpy. I would like to ask you, when did you first meet Mr. 
Dougherty ? 

Mr. McPuerers. When did I first meet him ? 

Mr. Harpy. That’s right. 

Mr. McPuerers. Oh, probably 5 or 6 years ago. 

Do you mean physical meeting ¢ 

Mr. Harpy. Well, now, you have testified that your aunt called to 
your attention this ad. 

Mr. McPuerers. That is correct, sir. 

Mr. Harpy. It is your testimony, then, that you already knew Mr. 
Dougherty ¢ 

Mr. McPuerers. I had previously met him. I admitted that. 

Mr. Harpy. I just wanted to be sure we had that in the record. 

Mr. McPuerers. Yes; I am certain it isin the record. 

Mr. Harpy. Thanks. 

(Witness temporarily excused.) 

Mr. Harpy. Do you want to call Mr. Dougherty ? 

Mr. Reppan. Yes. 

Mr. Harpy. We are not going to be able to run very much longer. 
I think we would like to get a little testimony from Mr. Dougherty 
and it will be our purpose to excuse the other witnesses we have had 
today. 

We won't need Miss McPheters again. There is a possibility we 
may have to call Mr. McPheters and Mr. Axelrod and Mr. Baumann 
subsequently. But we won’t need you in the immediate picture and 
we may not have to call you back. 

Mr. McPuerers. Are we free to go back to New York now? 

Mr. Harpy. You are free to go back to New York now subject to 
recall if it becomes necessary. 

I think there are 1 or 2 things we are going to need to get on the 
record before we adjourn tonight. 

Mr. Dougherty, will you come forward, please, sir, and be sworn. 

(Whereupon, A. Leonard Dougherty was duly sworn by Mr. 
Hardy.) 
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TESTIMONY OF A. LEONARD DOUGHERTY, PRESIDENT, 
A. L. DOUGHERTY OVERSEAS, INC. 


Mr. Harpy. Have aseat, Mr. Dougherty. 

Now, Mr. Reddan, let’s try to reach a point where we can adjourn 
the hearings for tonight. We will not be able to meet tomorrow and 
I would like to reach a point where we can stop without having too 
wide a break in the testimony. 

Mr. Reppan. Mr. Dougherty, will you please give the reporter your 
full name and address. 

Mr. Dovucuerry. A. Leonard Dougherty, 8958 South Hamilton, 
Chicago. 

Mr. Reppan. And, Mr. Dougherty, you are represented by counsel 
here at this hearing ¢ 

Mr. Dovucuerry. Mr. Stepanovich. 

Mr. Reppan. Mr. Dougherty, you have been present during all of 
the testimony today ; is that correct, sir ¢ 

Mr. Dovueuerry. Yes. 

Mr. Reppan. Is there anything in the testimony with respect to 
the payments of commissions by the Liberian corporation, anythin 
incorrect in the testimony and the material, the exhibits submitte 
here today ? 

Mr. Dovucuerry. I don’t believe there is. 

Mr. Reppan. In listening to the testimony, have you heard any 
factual inaccuracies testified to that you would like to call to the 
committee’s attention at this time ? 

Mr. Doucuerry. Not that I remember that weren’t corrected before 
the people finished. 

Mr. Reppan. I am sorry ¢ 

Mr. Dovucuerry. Not that I recall that weren’t corrected before 
the people finished. 

Mr. Reppan. Is there any explanation which you wish to give the 
committee at this time with reference to the sale of the used equip- 
ment by the Liberian corporation to Cambodia ? 

Mr. Dovucuerry. Yes, I would like to talk about that. If I get 
too lengthy, shut me off and I will finish some other time. 

Mr. Harpy. I think we are apt to if you go too far, but we will 
get into all of these things in some detail subsequently. 

The thing that we want to do today, particularly, is to afford an 
opportunity to correct any inaccuracies that might have been put 
on the record, and also to clear up any inferences that might have 
been improperly left, if there had been any. 

Mr. Dovucuerty. I think in about 5 minutes I can express 

Mr. Harpy. Fine. 

Mr. Doucuerty. One of the gentlemen earlier today said that he 
had information that new equipment was available for shipment 
at the time, and I question that. I don’t believe that there was any 
Caterpillar or Euclid equipment available, new. I think we scanned 
very carefully through the bids we had. Maybe he didn’t mean that 
he had gone through all of it. 

Then we proposed the rental of the used machinery to the Govern- 
ment and eventually it became a sale. And we have recently had 
occasions—just 3 weeks ago, for another agency to bid a contract of 
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about the same size where they requested all used machinery, a dif- 
ferent agency of the United States Government and World Bank. 

We used used machinery in Newfoundland—had 86 pieces; all of 
it was used but 12, and we established a record there of operations. 
We don’t think that the Corps of Engineers have had a record that 
beat it for availability. And the machinery that is presently on the 
Cambodia project is operating in such a fashion that I believe that 
the Government will come out having paid about what they would 
have paid had they bought new machinery alone.. I think they will 
get the job, and the work out of this machinery for the cost that was 

aid, plus the parts; and therefore effect the parts savings that would 
rave been purchased for the new. That is about the way the contract 
stands at this time. That is the work. 

The availability and delivery of the machinery—we have letters 
that you have access to and they are rather lengthy, I think they are 
dated around August 12 and August 22—that enabled us to get it into 
the seaports, on a ship, that we got it there, and commenced work to 
meet the schedule we eventually had to meet—that was imposed— 
that was placed in the contract. 

Of course some of the shipment sat there awhile from the time it 
arrived until it started working. 

So I have no conscience about having sold the equipment to the 
Government at the prices we did and all of the considerations being 
taken into account of the conditions that had to be dealt with and the 
shipping dates and the work accomplished since. 

Miss McPheters I met today, the first time I met her. I think she 
corrected it. 

Mr. Mraver. When did you meet Mr. McPheters? 

Mr. Doveuerry. Five or 6 or 7 years ago. 

Mr. Harpy. Does that complete what you wanted to say about it? 

Mr. Doucuerry. Yes, that’s all. 

Mr. Harpy. That’s fine. 

Mr. Doveuerry. I think I can recall most of the testimony tomor- 
row, what’s been said today, if you have a particular time you want to 
close off. 

Mr. Harpy. Excuse me, would you repeat that? Off the record 

(Discussion off the record.) 

Mr. Harpy. I think we are going to need to adjourn shortly. But I 
did want to conclude anything that we might need to put in in execu- 
tive session. 

Mr. Meader, did you have any questions? 

Mr. Meaper. Yes, I wanted to ask about testimony of your account- 
ant, Mr. Baumann. 

Mr. Dovcuerry. Yes. 

Mr. Meraper. You heard his testimony ? 

Mr. Dovenerry. Yes, sir. 

Mr. Meaver. And it was substantially accurate, was it, Mr. Dough- 
erty, as far as you can recall it now? 

Mr. Doveuerry. Well, 2 or 3 things that he didn’t bring out. The 
books for Overseas, the home office books for A. L. Dougherty Over- 
seas, Inc., are at the office. But at the time Mr. Cain was there—they 
were in New York at that time for the Internal Revenue and Negotia- 
tion Board in connection with the contract we had in Newfound- 
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land. I don’t know whether he did or didn’t get them at a later time. 

Mr. Mraper. I wasn’t referring to Mr. Cain’s testimony; I was re- 
ferring to Mr. Baumann’s testimony. 

Mr. Dovucuerry. It was the same testimony that the books weren't 
available on the A. L. Dougherty Overseas. The reason they weren’t 
available was because they weren’t there. 

Mr. Meaper. You have no reason to question the accuracy of the 
figures he had of these various transfers of the equipment ? 

r. Doueuerty. No, I think that’s about right. 

Mr. Meaper. They were accurate ? 

Mr. Doveuerty. That’s right. 

I want to point out that that is book value, not market value. We 
sold at market value. 

I have no reason to question the book value that was set out on the 
equipment. 

Mr. Harpy. You sold on the percentage list, new list ? 

Mr. Doveuerty. That’s right. 

Mr. Harpy. And the figures that were there, I think it was pretty 
well understood they were book value figures. 

Mr. Dovueuerty. That is correct. 

Mr. Reppan. Testimony will cover that. 

Mr. Meaper. Now, with respect to the payment of these commissions 
of some $90,000, was that understood by ICA, that you were going 
to pay commissions on this equipment that had been in the hands of 
A. o Dougherty, Co. ? 

Mr. Dovcuerty. No, sir, I don’t think—I don’t see how. 

Mr. Meapver. They didn’t know about it ? 

Mr. Dovueuerty. I don’t see how they could know about it. Couldn’t 
have known. 

Mr. Meaper. What was this $20,000 Mr. Axelrod was paid for? 

Mr. Dovuenerty. Oh, Mr. Axelrod did about what he testified. He 
introduced me to the Chemical Corn Exchange Bank. Mr. Thornton 
and Mr. Jansen had made a few trips there before I met Mr. Porter 
with Mr. Axelrod. It was apparent to me the short time I spent there 
that there had been work done on it before. They were—at least Mr. 
Porter was acquainted with the problem of financing and paying 
for it quickly because we don’t operate under a letter of credit on 
this contract; we pay for the machinery or any expenditures with 
our own money and then get refunded, you see. 

Mr. Meaper. So you confirm Mr. Axelrod’s account of the payment 
of that $20,000 ? 

Mr. Doueuerty. Yes. 

Mr. Meaper. As substantially accurate? 

Mr. Doucuerry. Yes. 

Mr. Harpy. Actually from what you have just said, it sounds to 
me like you were paying Mr. Axelrod for what he had done prior to 
the time you came into the picture, when he thought he was going to 
get the contract to procure the equipment. 

Mr. Doucuerty. He had, in my mind, no doubt done some work on 
it prior to that time. 

Mr. Harpy. Well, is that what your $20,000 was to cover? 

Mr. Doveuertry. No. I hadn’t had credit in the bank before. In 
fact, I wasn’t known there at all. 
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Mr. Harpy. How much is your credit with the bank now? 

Mr. Doveuerty. One million, two hundred thousand dollars. 

Mr. Harpy. If you had paid him 1 percent on that—my arithmetic 
isn’t that quick. 

Mr. Doucuerry. One percent, I believe if Mr. Axelrod would get 1 

rcent on all the purchases that would have gone through there that 

e expedited, considerable more than—it would be $10,000 to the 
million, wouldn’t it? Then we established credit later on at the First 
National City Bank, which we didn’t use after a little time. Mr. 
Axelrod didn’t enter into that; State Bank of Albany did handle that. 

Mr. Meaper. How about these commissions, Mr. Dougherty? 
They seem to add up just exactly to 10 percent of the sales price to 
the Cambodian Government. Is that the way you computed it? 

Mr. Dovucuerry. No, we had several arguments on those com- 
missions—in regard to those commissions. There’s three checks that 
amount to 7.5 percent, I believe, or very close to it. Then with the 
$20,000 check to Mr. Axelrod and the three thousand dollar-odd 
check to Mr. McPheters, it totals very near 10 percent, maybe exactly 
10 percent. 

I eventually, and during the conversations, made the statement 
that it was 10 percent of the sale. We had other machines listed 
with Mr. McPheters at the time that we had sold—others bought. 
He was wanting to charge 7.5 percent on all sold, but we peal it 
off to 7.5 percent on this amount. It cost a total of 10 percent for 
the closing. 

Mr. Meaper. Did you have legal agreements with these people to 
whom you paid these commissions that you are legally bound to pay 
them? They pursued you and collected ? 

Mr. Doucuerty. I had one, the one about the sale of the machinery. 

Mr. Meaper. Youhad one? With whom was that ? 

Mr. Doveuerry. McPheters. 

Mr. Meaper. Oh. 

Mr. Harpy. Now, you sold the machinery and the agreement with 
McPheters called for 7.5 percent commission if you sold it, didn’t it? 

Mr. Dovuauertry. Yes, and 12.5 percent if he sold it. 

Mr. Harpy. Did he sell any of it? 

Mr. Douguerry. Didn’t sell. 

Mr. Harpy. So your commission actually would have been 
percent ? 

Mr. Doueuerty. That is right. 

Mr. Harpy. And that is what you paid him, or rather paid on his 
invoice, in three different checks ? 

Mr. Doveuerry. That’s right. 

Mr. Harpy. That figure there is the 7.5 percent. But then the 
$20,000 that went to Mr. Axelrod plus the $3,152.82 added up to 
exactly 10 percent of it. 

Mr. Doueuerry. As I said, I was spending 10 percent. The dollars 
were all I was interested in and 

Mr. Harpy. You were just going to be sure this thing didn’t come 
up to more than 10 percent ? 

Mr. Dovueuerty. I made him an offer, it was by telephone from 
the Roosevelt Hotel the night Mr. Axelrod was mentioning, and I 
had figured the 7.5 percent plus the $20,000 he was talking about. 
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And I told him how much I would pay everybody, and then they 
accepted it and I wrote the check and paid it. 

Mr. Harpy. So you had to figure out how much you were going 
to pay Mr. Axelrod for his expediting fee, or rather his credit arrang- 
ing fee, before you could determine the residue which went to Mr. 
McPheters ? 

Mr. Dovucuerry. That’s the amount I told him I would pay him 
when I finally arrived at the agreement. 

Mr. Mraper. Now, Mr. Dougherty, when was the Liberian corpora- 
tion formed, Dougherty Overseas, Inc. ? 

Mr. Dovenerty. About the middle of September 1956. 

Mr. Meaper. And where is the home office of that company ? 

Mr. Doveuerry. 115 Broadway, Jarvis and Pelz. 

Mr. Meaper. Don’t you have to have an office in Liberia? 

Mr. Dovucuerty. The home office? Excuse me. 

Mr. Meaper. Do you know where that is? 

Mr. Dovcuerty. It is operated by Prentice Hall in a bank building, 
I can’t tell you the name of the bank building, in Liberia. 

Mr. Mreaper. Just what was the purpose of setting up the Liberian 
corporation and transferring all this equipment into the Liberian 
corporation before it was transferred to the Cambodian Government? 

Mr. Doveuerty. To end up in the 25 percent long-term capital- 
gain tax. 

May I say one sentence? That isn’t as complicated as it sounds. 
What exists is a little assignment made by A. L. Dougherty Over- 
seas to Dougherty Overseas, Inc., hoping that I can bring back the 
money, the 25 percent long-term capital gain under such a method. 
I am advised by lawyers and accountants it is a legal thing to do 
and have the pamphlet. 

Mr. Meaper. You mean this pamphlet? “Tax Advantages 
ofa” 

Mr. Doveuerty. That is one. 

Mr. Mraper (continuing). “Incorporating in Liberia, Panama, and 
Honduras?” 

Mr. Dovcuerty. That’s one of them. There may be one that ex- 
pounds on this quite a lot. 

Mr. Mraper. Mr. Dougherty, I don’t care to go into the tax angle 
of this too much at the moment, but what capital went into the 
Dougherty Overseas, Inc.?- What assets did it have? 

Mr. Dovcuerty. Dougherty Overseas? 

Mr. Meaper. Yes, the Liberian corporation. 

Mr. Dovueuerty. The book value of the machinery that was trans- 
ferred to it. 

Mr. Meaner. In other words, it had no other capital ? 

Mr. Dovcuerry. That’s right. 

Mr. Meaper. In other words, until it got the equipment and had 
this appreciation from the book value, the price at which it was 
transferred to the Liberian corporation, and then the price at which 
it was sold to the Cambodian Government, there were no other assets 
in the company ? 

Mr. Dovenerty. That’s right. 

Mr. Mraper. Now, was ICA aware of the fact that they were deal- 
ing with a Liberian corporation ? 
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Mr. Doveuerry. No, I don’t believe they are dealing with a Liber- 
ian corporation in the negotiations. We stated that we would like 
to operate it under a Liberian corporation. 

Mr. Meaper. You told ICA that? 

Mr. Doucuerry. Yes, sir. 

Mr. Meaper. Orally or in writing? 

Mr. Doveuerrty. Orally. And I am quite certain that it was 
agreed to that we could operate under a Liberian corporation. 

Mr. Meaper. Who agreed to it ! 

Mr. Doveuertry. The negotiations group—lI don’t know, there were 
6 to 8 men there. But there was a catch to it when we arrived at 
putting it under the Liberian corporation. They wanted to nego- 
tiate the fee down accordingly, and we didn’t have enough fee in 
it to start with so we stated it wasn’t necessary to that extent. The 
advice was it made no difference if we did or didn’t have permission 
of ICA. 

Mr. Meapver. You do not mean advice from ICA ? 

Mr. DoucHerry. No, the lawyers’ advice as 

Mr. Meaper. Your lawyer’s advice? 

Mr. DoucuHertry. Yes; that it made no difference whether we did or 
didn’t have permission of ICA. And then with the size fee that is in 
the contract, you will see that there is no room for negotiating it down- 
ward. 

Mr. Harpy. Is there a subcontract, then, from A. L. Dougherty 
Overseas, Inc., to Dougherty Overseas, Inc. 

Mr. Doucuerry. There is an assignment from A. L. Dougherty 
Overseas, Inc., to the Dougherty Overseas, Inc., just a short assign- 
ment. And then there is an agreement from Dougherty Overseas, 
Tne. 

Mr. Harpy. Do you have a copy of that with you, an assignment? 

Mr. Dovucuerty. I don’t have it with me now, but Mr. Woods asked 
me if I would get it from New York tomorrow. I will. 

Then there is a short agreement that A. L. Dougherty Overseas, Inc., 
will operate the business for Dougherty Overseas, Inc. 

Mr. Harpy. Who drew this up ? 

Mr. Doveuerry. Nevius, Jarvis & Kellogg. 

Mr. Sreranovicn. It is news to me. 

Mr. Doveuerry. Theyareshort. I can get it. 

Mr. Stepanovich is my personal lawyer and, of course, a friend. 

Mr. Harpy. Anything further tonight ? 

Mr. Knox. Just one question. 

Mr. Dougherty, you spoke of grading down the fee, as ICA wanted 
to grade your fee on down in accordance with the agreement that you 
had under the Liberian corporation. 

What is the fee? This is cost plus. What is attached to the con- 
tract ? 

Mr. Dovenertry. What fee is attached ? 

Mr. Knox. yes, sir. 

Mr. Doucuerty. It amounts to about 2.75 percent. 

Mr. Kwox. And is that on all expenditures in connection with the 
Cambodian 


Mr. Doucuerty. Well, all refundable expenditures under regula- 
tion 1. 
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Mr. Knox. That would be everything with the exception of the 
equipment ; would it not? 

Mr. Dovcuerty. Well, that’s what I thought, but by the time we get 
it through the auditing, it isn’t always that way. It 1s close, let’s say. 

Mr. Kwox. It is approximate, with the exception of the equipment 
which you purchased under the contract, the contract for the project 
at Cambodia ? 

Mr. Doucuerty. No; equipment I purchased under contract was a 
negotiated amount. There was no fee charge on it. 

Mr. Knox. I said with the exception of the purchase of the equip- 
ment. The fee is attached to all other expense that is involved ? 

Mr. Dovenerty. That’s right. 

Mr. Knox. In the contract. 

Mr. Harpy. The fee is not on a percentage basis ? 

Mr. DovucuHerty. It is a fixed fee. 

Mr. Harpy. What is the amount of it? 

Mr. Dovcuerty. $525,000. 

Mr. Knox. Why did you mention 2.7? 

Mr. Dovucuerty. Well, in the eventuality, the Cambodian Govern- 
ment would not issue a letter of credit and we were finally allowed an 
additional amount of fee that amounts to about half of the bank 
charges; that was added on there. We have no chance of getting it 
back because it is charges for financing, 

Mr. Knox. The 2.7 means something. Is it in case you are delayed 
by an act of God, and so on, in the construction of the project that 
you will be compensated for those delays? 

Mr. Dovenerty. No, there is no percentage fee in the contract. It 
is just a lump sum. 

Mr. Meaper. I am puzzled, like Mr. Knox is; why did you men- 
tion that the fixed fee was 2.75 percent ? 

Mr. Dovensrry. Well, I mentioned it in arriving at about what we 
are getting in compensation. But the fee is a lump-sum bid fixed-fee 
amount, you see. 

Mr. Knox. Well, Mr. Dougherty, isn’t it true also that the project 
is ere the cost which was anticipated at the time the project 
was put underway ? 

Mr. DovucHerty. Yes, quite a bit. 

Mr. Knox. To what degree? 

Mr. Doucuerty. I think it will exceed the amount of the original 
costs by—you are not going to hold me to this as being an accurate 
figure ? 

ie: Kwox. Approximately. 

Mr, Dovenerry. I would say the quantities and the costs will in- 
crease perhaps one-third to 40 percent and the quantities and the 
costs are increasing about abecdiniaty. No fee change yet. 

There is no fee change to date. 

Mr. Knox. No fee change to date. Is it possible to renegotiate the 
fee that you would receive because of the additional costs that are 
involved ? 

Mr. Dovucuerty. Yes, we would hope to. 

Mr. Knox. Well, is there such a provision in the contract ? 

Mr. Dovucuerry. There is provision in there that a fair and equi- 
table fee will be negotiated in the case of cancellation of contract, or 
various things. I don’t recall them all, 
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Mr. Knox. Now, you said there is a fee of $525,000. 

Mr. Dovucuerty. Yes. 

Mr. Knox. Is that correct? 

Mr. Dovucuerty. Yes. 

Mr. Knox. That was based on the costs of the highway-plus figure ? 

Mr, Dovenerty. Well, I would like to get the original. 

It is about $19.5 million. 

Mr. Knox. And you just stated it possibly would exceed that 
amount by 40 percent? 

Mr. Dovucuerty. Thirty to forty percent. 

Mr. Knox. Another $7 million or $8 million ? 

Mr. Doveuerty. That’s right. 

Mr. Knox. So, therefore, there is justification in setting this fee 
using the 2.7 of $525,000 as total fee. Then you are going to use the 
same percentage fee of 2.7 to increase your fee on the additional $7 
million or $8 million which the highway is going to cost before it is 
completed ; is that true? 

Mr. Doucuerty. No, I am in hopes that it will be at a higher rate 
than that. I wouldn’t take any more work at that price. It isn’t 
profitable. 

Mr. Knox. Would you state that again? 

Mr. Doveuerry. I said I would be in hopes it would be a higher 
rate of fee than that. I wouldn’t take any more work at that price, 
because it isn’t profitable. 

Mr. Knox. Well, of course if the $525,000 figure—2.7 of $19.5 mil- 
lion project, and then it is going to cost $26 million or $27 million in 
order to complete the contract, you still would not accept the 2.7 fee 
on the full amount of $27 million? 

Mr. Dovcuerry. I would ask for more and certainly try to prove 
that I was entitled to it. 


You will find you can’t operate a fee contract for that amount of 
money. 
Mr. Knox. Is there any fee in the contract that would guarantee 


to you that you are going to receive anything more than that 
$525,000? 


Mr. Dovcuerty. No. No. 

Mr. Knox. But you still think you should ask for more than 2.7 
on the additional amount of money that is being spent upon the 
contract ? 

Mr. Dovucuerty. It would be fair to collect more than that, let me 
put it that way, because you can’t afford to have your means and 
your whole personnel for a project of that magnitude tied up with 
that size of money, plus the items that are not refundable. 

Mr. Knox. May I ask you what you furnish for the $525,000 fee? 


Mr. Doucuerty. The entirety of the personnel for the operating 
of the contract and its financing. 


Mr. Knox. Please specify what personnel it is. 

Mr. Harpy. Do you have a certain amount for administrative ex- 
pense? You pay some administrative expense, but you don’t pay 
for all of it; most of it is reimbursable, isn’t it? 


Mr. Dovcuertry. Yes, but Congressman Knox asked me to be 
specific. 
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Mr. Knox. What classifications of personnel are you not reim- 
bursed for? 

Mr. Dovucuerry. Well, the New York office staff, we are allowed a 
total of 10. 

Mr. Knox. How many ? 

Mr. Dovenerty. Total of 10. 

Mr. Knox. You are reimbursed for those 10? 

Mr. Doveuerty. Yes; or less. 

Mr. Knox. How many do you have? 

Mr. Dovueuerty. Seven. 

Mr. nes Then you are being reimbursed for the total amount of 
your New York office personnel 

Mr. Dovenerty. That’s right, of the New York office that handles 
the Cambodian project. 

Mr. Knox. That’s right. 

Mr. Doveuerty. But not of the New York office other than that. 

Mr. Kwox. I understand. 

Mr. Dovenerty. Then of the amount of nonmanual, we are al- 
lowed a total of 62 in Cambodia. 

Mr. Knox. You have 62 of your administrative personnel that you 
are reimbursed for; is that right? 

Mr. Doueuerty. That’s right. 

Mr. Knox. And then how many in an administrative capacity that 
you are not reimbursed for ? 

Mr. Doveuertry. In Cambodia, none. 

Mr. Knox. In other words, you are reimbursed for all ? 

Mr. Dovucuerry. That’s right. And then—where is the revised 
one ?’—saying that was a total of 300, say 301 operators; that equips the 
project for a  night- and-day operation. It is all refundable. 

Mr. Knox. All refundable? 

Mr. Doucuerty. Provided we stay within these categories in regu- 
lation 1. 

Mr. Kwox. So actually the $525,000 fee is the fee that has been 
awarded to you for the financing and your own services; is that cor- 
rect ¢ 

Mr. Doveuerty. No; and the services of the personnel of the com- 
pany that is on the project. 

Mr. Kwox. I thought you said that all of your personnel were 
refunded. 

Mr. Doveuerry. But not profit. I can take the same number of 
people and make more money than I can make right here is what I said. 
We are not willing to take any more at that rate of return. 

Mr. Knox. So then there would be the equipment plus these salaries 
and wages that are paid to the sixty-two-odd personnel in Cambodia 
and the 7 people that are in your New York office that you would not be 
able to draw compensation for on a percentage basis at 2.7 percent? 

Mr. Dovcuerty. You couldn’t draw it on a percentage basis under 
any conditions because it provides for a lump sum. 

Mr. Knox. I understand, but you used some figure to determine 
what was justified to charge the Government $525,000 as a fee for 
supervision of the contract. 
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Mr. Dovucuerty. We figure the estimated cost of the contract as 
available, and then our men had arrived at a total fee for building 
the project for the Government. And then we cut the total off because 
we wanted to start with a new agency, and in my opinion, we cut it too 
low. Itisno fault of the Government. 

Mr. Knox. Your estimate was not too accurate when you stated it 
is going to cost 40 percent more than what the estimate was. 

Mr. Doveuerry. I think it is rather accurate. ‘The quantities and 
the costs are running about with the original estimate, but the quantity 
is increasing considerable. 

Mr. Knox. Quantities with reference to fills and 

Mr. Doueuerty. Excavation and rock excavation, concrete bridges, 
steel, piling, and pipe, that is the most. For example, piling has in- 
creased by 50 percent. 

Mr. Knox. Did your own personnel survey the right-of-way before 
you made the estimate / 

Mr. Doucuerry. It was impossible, only by air. 

Mr. Knox. Did ICA survey it with their personnel or have it sur- 
veyed ? 

Mr. Dovenerry. ICA had it surveyed; yes, sir. 

Mr. Knox. And was their figure comparable to yours, or exceeded, 
or was it lower ? 

Mr. Dovucuerty. We didn’t survey it to compute quantities. 

Mr. Knox. Of course that is the only way you can ever determine 
what the cost is going to be; if you don’t have the proper yardage of 
excavation and fill, you certainly are going : astray, are you not 4 

Mr. Dovauerry. Not with the design. So therefore it was all right 
to work with the engineers’ figures that provided us with the quan- 
tities. 

Mr. Knox. Did the Baker Co. make the survey ? 

Mr. Doucuerry. Yes, sir; there had been a survey made by Brown 
& Blauvelt prior to the time Baker started it. 

Mr. Harpy. Just one thing I would like to clear up before we break- 
up. Isthe ICA aware of the : assignment from your Indiana corpora- 
tion to the Liberian corporation ? 

Mr. Doveuerry. I doubt it. 

Mr. Harpy. Is the Cambodian Government aware of that assign- 
ment ? 

Mr. Dovueuerry. I doubt it. 

Mr. Harpy. Does your contract contain a prohibition against the 
assignment ? 

Mr. Doveuerty. Oh, it may. I don’t know. 

Mr. Harpy. Let me read you a section from the contract and see if 
you read this before. 

Mr. Dovenerty. What article, Mr. Chairman ? 

Mr. Harpy. Number 14: 


The contractor shall not assign, transfer, pledge, or make other disposition of 
this contract or any part thereof, or of any rights, claims, or obligations of the 
contractor hereunder, except with the prior written consent of the Government. 

Mr. Dovcuerty. No; we didn’t make that kind of an assignment. 
We didn’t assign any moneys, responsibilities. 

Mr. Harpy. I think that is a good note on which to adjourn. 

24700—58—pt. 1—_—-14 
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As I have indicated earlier, we will not be able to meet tomorrow 
because the House has to go into session early in the morning. 

I believe we can schedule a meeting for Wednesday morning and so, 
Mr. Dougherty, can you be back with us on Wednesday morning? 

Mr. Doucuerty. Yes. 

Mr. Harpy. The subcommittee will adjourn, to reconvene in this 
room at 10 a.m. Wednesday morning. 

Thank you very much. 

(Whereupon, at 6:05 p. m., the subcommittee adjourned, to recon- 
vene at 10 a. m., Wednesday, March 26, 1958.) 





FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


WEDNESDAY, MARCH 26, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in the hearing room, — Washington Inn, Representative Porter 
Hardy, Jr. (chairman of the subcommittee), ene 

Present: Representatives Porter Hardy, Jr. (chairman), Henry 
S. Reuss, Charles B. Brownson, George Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

I want to make a brief statement. 

Let the record show the presence of Mr. Reuss and Mr. Brownson 
and myself, constituting a quorum under committee rules. 

In many parts of the world the foreign aid pronram is financing a 
wide variety of development projects, including such capital im- 
provements as transportation and communications systems, factories, 
schools and hospitals, housing, and hydroelectric plants. The engi- 
neering and construction for this work most always is performed by 
contract with American contractors. 

ICA’s function thereby is limited to the awarding of the contract 
and the administration and inspection of the contracting operations. 

Projects of these types are costly operations even under the most 
ideal conditions, and it is important that every effort be made to 
keep these costs at a minimum. 

This subcommittee has, therefore, undertaken a study of the Inter- 
national Cooperation Administration’s procedures and practices re- 
lating to the awarding and subsequent supervision of contracts of a 
profit nature. In order to determine the effectiveness in the field, of 
these practices and procedures, several highway projects have been 
selected for case studies. 

The one with which we are concerned today embraces the engineer- 
ing and construction of a highway in Cambodia and also the pur- 
chase of construction machinery and equipment. The road is 130 
miles long, and connects Phnom Penh, the capital of Cambodia, with 
a new seaport being built by the French at Kompong Som. 

The contractor on this project is A. L. Dougherty Overseas, Inc., 


an Indiana corporation, and the engineer is Michael Baker, Jr., Inc., 
of Rochester, Pa. 
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The subcommittee has spent considerable time studying the facts 
and circumstances surrounding the sale to the Government of Cam- 
bodia by Dougherty of approximately $1 million worth of Dougherty’s 
used construction equipment. 

We have asked Dr. Moyer, ICA Regional Director for the Far East, 
to come over this morning to tell us something of the background 
of this road project, its origin, justification, and the manner in which 
ICA got the job started. 

Mr. Kessler, Deputy Director of ICA Contract Office, is also here 
to tell us something of the contract procedures. 

Dr. Moyer, will you and Mr. Kessler come up ? 

I believe you have a prepared statement, do you, Doctor ? 

I think we will probably not get into any matters of fact this 
morning, but yesterday we did start off by swearing the witnesses, 
and just in case we do get into questions of fact, I think we had better 
have you sworn before we get started. 

Will you be sworn ¢ 

(Whereupon, Dr. Raymond T. Moyer and Mr. Julius Kessler were 
duly sworn by Mr. Hardy.) 


TESTIMONY OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR FOR 
THE FAR EAST; ACCOMPANIED BY JULIUS KESSLER, ASSISTANT 
DIRECTOR, OFFICE OF CONTRACT RELATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Harpy. Doctor, if you have a prepared statement, would you 
be good enough to present it? I think it will help us to get oriented 
and get a little background on this highway. 

Dr. Moyer. Thank you, Mr. Chairman. 

It is a brief statement, but I have tried to put into it the essence of 
the background against which this project was started. 

I appreciate the opportunity to present to this committee a brief 
statement outlining the considerations that lay behind the United 
States decision to give assistance, under the mutual security program, 
to the construction of what commonly is described as the Port High- 
way, in Cambodia. 

This is the 130-mile highway connecting Phnom Penh, the capital 
city, with Kompong Som on the Gulf of Siam. At Kompong Som, 
the French, ualien their aid program, were seriously considering con- 
struction for Cambodia of a new deepwater seaport, providing direct 
access to the sea. The highway provides a direct link between this 
port and the center of Cambodia’s political and economic life, to the 
north and inland. 

The decision to include this project in the program of United 
States assistance to Cambodia must be looked at, first of all, against 
the situation in southeast Asia which prevailed at the time this deci- 
sion was made. Events of momentous importance had recently taken 
place, and the future was fraught with obvious dangers, and many 
serious uncertainties. Developments appeared to threaten the free- 
dom of the newly independent countries of this area, and vital inter- 
ests of the United States. 

These events may, perhaps, be said to have reached their climax 
on May 8, 1954, when French military forces surrendered to the Com- 
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munist Viet Minh armies at Dien Bien Phu, bringing the French to 
a decision to seek a settlement of the Indochina war. 

The settlement which followed, signed in Geneva on July 22, 1954, 
resulted among other things in a division of Vietnam into a Com- 
munist North and a free South Vietnam. 

The situation in South Vietnam which the Government under 
President Ngo Dinh Diem inherited at that time, however, was in 
a state of extreme disorder. Experienced observers agreed that, at 
best, the new President faced an extremely difficult, uphill fight to 
prevent his country from coming completely under Communist con- 
trol, and many doubted whether he could succeed. 

The Geneva settlement had provided for consultation in the summer 
of 1955 for elections to be held subsequently, in which the people of 
Vietnam were to be given an opportunity to choose the type of govern- 
ment under which they would be ruled. Not a few feared that the 
outcome would be Communist control over the whole of Vietnam. 

With events of so serious a nature having just taken place, and 
with grave dangers seen ahead, a sense of serious urgency was felt 
on all sides with regard to steps that might be taken to guard against 
dangers and prevent the happening of contingencies which, in the 
light of the situation then, seemed very real. 

Countries of the area had at stake their independence; in the case 
of Cambodia this was a newly acquired independence. Any further 
extension of Communist control in southeast Asia, furthermore, could 
have consequences of far-reaching and serious importance to the 
United States. The most careful thought, therefore, was given to 
measures which might be taken to deal with the situation that had 
arisen. 

The Cambodian Government, on its part, was greatly concerned 
with the need for an outlet to the sea which it could control. It 
had grave apprehensions with respect to the developments taking 
place in neighboring Vietnam. It feared for its economic life if 
continuing to be dependent upon access to the sea through Saigon. 

Should events have seen Vietnam fall to the Communists, it would 
have been without a port of its own. Their answer to this problem 
was the construction of a new port on the Gulf of Siam and of a 
highway connecting this port with the capital city. 

From its own point of view, the United States was anxious to do 
what it could to help Cambodia in its efforts to maintain its independ- 
ence. In assistance given to achieve this objective, a highway, assur- 
ing an outlet to the sea, appeared to be essential. 

In addition, this project was given top priority by the Cambodians, 
and the United States was anxious to give concrete evidence that it 
sincerely desired to help Cambodia in meeting its legitimate national 
aspirations. 

There also were strategic advantages in having a road leading out 
from these port facilities on the Gulf of Siam, in the more direct 
access into the interior of that part of southeast Asia which it would 
help provide. 

For these reasons, the Cambodian Government approached the 
United States Government with a request for assistance in construct- 
ing the highway, and this was endorsed by the appropriate United 
States official representatives in Cambodia. 
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Subsequently the project was approved in Washington. Initially, 
approval was given on March 3, 1955, for financing a reconnaissance 
survey, which formed the basis for the further assistance that then 
followed. 

Mr. Harpy. Doctor, on behalf of the committee, I want to express 
appreciation for this very clear and brief statement of the back- 
ground of this Cambodian highway. 

There is just one question that occurred to me as [I listened to your 
presentation. 

Would you say that the decision to construct this road was more 
in the nature of a political decision than it was in the nature of an 
economic decision ? 

Dr. Moyer. I should, perhaps, have expressed more than I have in 
this, the economic considerations. In fact, a port is in itself eco- 
nomic, and so is a highway. It forms the artery through which 
much of their economic activities would at one time or another flow. 

They have a trade, or have been having a foreign trade, of around 
or above $75 million per year. 

So that a port was of the utmost importance to the economic life 
of the country, and the highway connecting it. 

In addition, there were other possibilities seen. There are cer- 
tain forest reserves, and so on. 

I think it’s difficult to give a black-and-white answer to your ques- 
tion. All were involved—political, military, economic. Each was 
important in the situation. Political, in the sense that the mainte- 
nance of Cambodia’s independence was what was believed to be at 
stake. Military, in the sense that there were strategic considerations. 
Economic, in the sense I have just described. 

I think, Chairman Hardy, there are very few programs under the 
situation that we now have, or projects, in which all of these consid- 
erations don’t play a part. Whether you can say it is this or that, 
the mutual security program as a whole is aimed at an ultimate polit- 
ical objective. 

Mr. Harpy. Well, politically a port was desirable. They had not 
found a need for a port previously because they had been tied in with 
the rest of Indochina. 

Dr. Moyer. Yes, sir; that’s correct. 

Mr. Harpy. And Indochina had port facilities. 

Dr. Moyer. That’s right. 

Mr. Harpy. The French apparently agreed to build a port. I do 
not know whether, economically, it was justified, but certainly we 
have not seen any real evidence that any significant studies were con- 
ducted to determine the economic feasibility and justification for it, 
which is not to say at all that it might not have been completely jus- 
tified politically. I donot know. 

But, runing all through your presentation, I thought, was a prime 
concern over political considerations that prompted it. 

Dr. Moyer. Mr. Chairman, that certainly is true. A prime con- 
cern Over political developments. But I think I would put it this 
way: If the political developments which were feared at that time 


had taken place, it would have been disastrous, economically, for 
Cambodia. 
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Mr. Harpy. Well, then you get to a question of which came first, 
the chicken or the egg. 

Dr. Moyer. Well. I think that there is something in that. 

Mr. Harpy. Go ahead. 

Mr. Brownson. Mr. Chairman; we have had a custom here in the 
committee, Mr. Moyer, of asking the witnesses to give us a litle bit 
of their background preparation, their life history, which has pre- 
pared them for the position that they are now filling. Could you 

ive us a brief summary, please, sir, of the positions that you have 
eld? 

Dr. Moyer. Yes, sir. I might say that in my professional back- 
ground I am an agriculturist. I studied agriculture and took my 
work at Cornell University. 

The earlier part of my life was in agricultural work in China. I 
helped develop an agriculture station doing experimental and exten- 
sion work, and I spent, until the Japanese invasion, 10 or 12 years or 
more in that work. 

With the war I left that. I was interned by the Japanese in Hong 
Kong. Then I joined the Government, the Department of Agricul- 
ture, and was with the Department of Agriculture for about 5 years, 
working in the Office of Foreign Agricultural Relations, in the Far 
East part of that office, except for 1 year which I spent in work 
relating to Latin America. Part of my work was in Latin America. 

Subsequently, when the China aid program began, I was named by 
the President at that time as a member of the Joint Commission on 
Rural Reconstruction in China, and helped to develop that program. 

Later I was named simultaneously Director of the ECA mission 
on Formosa, a position I held for about a year and a half or 2 years, 
roughly. 

I then left the Government and was with the Ford Foundation a 
year and a half. 1 was a deputy director of their overseas operation. 

From that I was invited to come back into the Government in this 
present position. 

Mr. Brownson. In your very good summary here you point out, 
I think quite properly, that it was primarily May 8, 1954, with the 
fall of Dien Bien Phu, that the situation began to get serious as far 
as the Indochina complex was concerned. 

Dr. Moyer. Yes, sir. 

Mr. Brownson. You make a very good case in your statement for 
the port of Kompong Som, which, of course, is not completed yet. 
But I wonder whether you make a case for the new Cambodian High- 
way, inasmuch as there already was a route connecting Phnom Penh 
with this port area in the form of Cambodian Highway No. 3. This 
route was about 15 miles farther, as I remember, over the length of 
the road, and at the time we were there, it looked like it was being 
utilized to a very minimal degree. 

Would you care to comment on the reason for coupling this road 
up with the port project in view of the fact that a road already 
existed ? 

Dr. Moyer. Yes, sir; 1 would be very glad to do that. That is, 
of course, a very logical question. 

Conceivably, that old Highway No. 3 could have been used—it 
could have been used, not “conceivably,” but it could have been used. 
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However, it was quite clear at the time that very extensive repair 
would be required, including a large number of bridges and difficult 
terrain. 

I understand that it goes through lowlands which are quite dif- 
ficult to build up for heav' y traffic. 

And because of the very question that you have raised, the initial 
survey under Brown and Blauvelt was asked to look into this, and 
they made the recommendation with reasons. 

I am sure this report is available to the committee. If it is not, I 
happen to have a selection here of the eight different points they made 
supporting their recommendations. I will be very glad to file it with 
the committee, or read it, if you desire. 

Mr. Brownson. May I ask the staff if we have a copy of that study 
in our files? 

Mr. Reppan. We are having it brought in today. 

Mr. Brownson. We have not had it up until now? 

Mr. Reppan. No. 

Dr. Moyrr. And’ they felt that, in essence, the cost of the new 
route, compared to what it would take to put the other in the kind of 
condition we needed, including military considerations—that there 
would be no significant difference in cost. 

But there also were significant advantages in favor of the new Route 
No. 4, and, since the cost was estimated to be about the same, the new 
Route No. 4 was selected. 

Mr. Brownson. Now, you say “to bring it into condition.” Into 
condition for what kind of traffic, sir? 

Dr. Moyer. Well, this road was intended to be not only adequate 
for the old type of traffic on Cambodian highways, but to be adequate 
for the much heavier truck traffic which will begin to develop and 
would be developing in carrying traffic from the port up, plus military 
considerations. ‘There were some 

Mr. Brownson. There are not any great number of heavy trucks 
in Cambodia at the present time; are there ? 

Dr. Moyer. I’m sorry, I don’t have the number. Probably there 
is no very great number. But, on the other hand, this then would 

take the place of the Mekong route—of all the other routes through 
which imports previously were brought in to the country. 

Mr. Brownson. The primary method of transportation at the 
present time is by caribou and ox-cart ; isn’t that right ? 

Dr. Moyer. Well, now, sir, I would not say that. Certainly not 
for heavier materials. There are caribous and ox-carts, certainly, 
which still play their role going from farms to market, and that 
kind of local traffic. But not over longer distances. 

Mr. Brownson. In other words, the imports at the present time 
are primarily hauled from Saigon into Phnom Penh by truck; is 
that right? 

Dr. Moyer. Some by truck. Some come up the river. Some come 

overland by rail from Bangkok. That’s the 








Mr. Brownson. Dien Bien Phu fell in May of 1954, and I can 
certainly see why that caused great consternation in that area. ‘The 
approval on the road was given about 10 months later, on March 3, 
1955. I assume that the situation still looked critical as far as Viet- 
nam was concerned at that time. 
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Dr. Moyer. Yes, sir. 

President Diem was just taking over control. The countryside was 
very insecure. There were sects warring. I was in Saigon in March 
of 1955. There was tension. You couldn’t readily go outside of 
Saigon. Things were still in a very uncertain state. People gen- 
erally were not very optimistic at that time. 

Mr. Brownson. In other words, at that time it was the general 
feeling that if Vietnam were to fall and if Cambodia had a seaport 
and a highway connecting the business complex and the capital of 
Cambodia with the seaport, it might be possible to hold Cambodia, 
even though Vietnam had gone? 

Dr. Moyer. The Ambassador commented to this point—it wasn’t 
quite in answer to this kind of a question—but he said, in effect, 
we're trying to maintain Cambodia’s independence, and if the event 
that you have just described actually occurred it would be quite im- 
possible to do so without the port highway. 

Mr. Brownson. You also commented in your statement on this 
new road you were constructing and on the military implications of 
the road. I ean’t remember all of the testimony that we took in 
Phnom Penh, but as I try to recall it sitting here, I seem to recall that 
the military were not particularly interested in this road. As a 
matter of fact, they said they had not been consulted in too much de- 
tail about its location. 

Dr. Moyer. At that time, sir, there was no military mission in 
Phnom Penh. The MAAG, I believe, was first established in Cam- 
bodia, in June of 1955, or somewhere around there—— 

Mr. Brownson. In other words, this road was decided on, and the 
location had been pretty well decided on before the military came 
in and were consulted at all? 

Dr. Moyer. Before the military assistance mission. But on the 
staff of the Embassy there were military personnel. Like on all 
staffs, there is a military attaché, and there was one officer there who 
actively participated and I believe has talked, at least to some mem- 
bers of this committee individually, and still feels—I saw him just 
recently—he still feels this was a very good decision. He partici- 
pated very actively in the decision. 

Mr. Brownson. What rank was he? 

Dr. Moyer. Lieutenant colonel. 

Mr. Brownson. The only other point I have in closing my ques- 
tioning is this: Some of us in our very hurried trip to Cambodia 
were very anxious not to draw conclusions beyond what we could ob- 
serve during a hurried visit. We realized that time was at a minimum, 
and we veslians that many thing that you see superficially give im- 
pressions that are not borne out after careful study. 

That is one reason we are having the hearings today. 

Many of us wondered if, in the long run, this process of providing 
Phnom Penh with access to the sea through Kompong Som was not 
going to result in a separation and a segregation of the four countries 
of this whole area. Indochina once operated fairly autonomously 
and with at least one common interest in that it is all a part of the 
Mekong River Valley. 

Dr. Moyer. Yes, sir. That also is a good question and one that a 
good deal of thought has been given to. From many points of view 
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there was some sense to the French arrangement under which they 
were held together, economically. 

Politically, of course, it broke down. But economically there was 
some sense to that. And Thailand enters into the same picture. 

In making a decision of this sort, that consideration has to be 
balanced against the other factors—the national feelings and all the 
other considerations I pointed out. And those were the ones which 
predominated finally im the decision. 

Mr. Brownson. You implied in your statement that the country 
of Cambodia took the impetus in requesting this highway program. 
Am I correct in drawing that conclusion / 

Dr. Mover. Yes, sir; that is correct. 

Mr. Brownson. In other words, this program was originally de- 
veloped and thought of by officials of the Cambodian Government? 
It was not planted by American officials ¢ 

Dr. Moyer. No, sir. I have forgotten the responsible official, but 
there was one who early took an extremely important interest in this, 
presented a memorandum to his government, I believe to the King, 
at least a copy to the King, and growing out of that came their ap- 
proach to the United States Government on it. 

In the meantime, of course, the French had expressed their interest 
in the port. 

Mr. Brownson. So the program actually was instigated at the re- 
quest of the Cambodian Government ? 

Dr. Moyer. Yes, sir. 

Mr. Brownson. That is all I have at the present time, Mr. Chair- 
man. 

Mr. Harpy. Mr. Reuss? 

Mr. Reuss. I want to welcome you, Dr. Moyer. I am a Cornellian, 
too, and I was delighted to hear you say you had been to Ithaca. 

I also must say that your background in applied agriculture and 
also in land tenures and rural land arrangements is, as far as [ am 
concerned, an admirable one for anyone dealing with Southeast Asia, 
because those seem to me perhaps the most important sets of problems. 

I would like to explore with you in perhaps a little more detail than 
my colleague, Mr. Brownson, some of the political, psychological, eco- 
nomic, geopolitical, military, and other implications of this road. 

What is the cost of the Cambodian road when completed ? 

Dr. Moyer. The present estimate is that it will total about $26 mil- 
lion. 

Mr. Reuss. That is both the American aid cost and the local con- 
tribution by Cambodia ? 

Dr. Moyer. That is the direct dollar cost plus the counterpart which 
we are providing. It is not the local contribution, but that is not 
very great. It is about $1 million. 

Mr. Reuss. So, call it 26 or so million dollars? 

Dr. Moyer. Total around 27. 

Mr. Reuss. 27? 

Dr. Moyer. Yes, sir. 

Mr. Reuss. When was the Cambodian highway started in any 
meaningful physical sense? It was a long time after 1954, I know. 

Dr. Moyer. Yes. Can you answer that, Mr. Kessler? 
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Mr. Reuss. As you know, we were out there last fall, and my im- 
pression is that it didn’t really get underway until quite recently, the 
last year or two. 

Dr. Moyer. Might I ask one of my colleagues to answer that? I’m 
sorry, I cannot. 

The construction contractor got out there in the early fall of 1956, 
so that the actual construction has not been 

Mr. Reuss. It didn’t really get moving until 1957? Is that not 
true ¢ 

Dr. Moyer. For the actual construction. Between October 1 and 
19 the first group of 139 of the Dougherty contract employees arrived 
in Cambodia, and by the end of October the contractor, with some 200 
local employees, was clearing the right-of-way and campsites at three 
different locations. 

Mr. Reuss. Fine. Now, when we spend 26 or 27 million dollars, 
what we are interested in, of course, is that we spend it in the most 
effective way. One of the most effective things I saw in Cambodia 
last fall, among the many, was an American program to bring educa- 
tion to the Cambodian villages, something that Cambodia had never 
had, and for which I found the most tremendous enthusiasm among 
ordinary Cambodian people. 

If I am not mistaken, at the time we were out there last November, 
there were four American schoolteachers going around the villages 
showing Cambodian villagers how to set up schools. I thought that 
was an unusually fine thing. 

But my regret was that instead of having 4 we didn’t have 40. 

I mention this to indicate that certainly the dollar shortage had 
something to do with the relative effectiveness of our aid program in 
Cambodia. As far as I was concerned, we were not doing enough in 
education. We were not doing enough in the excellent field which is 
your speciality, agricultural know-how, at the village level, showing 
farmers how to grow more rice; although what we were doing was fine. 

In deciding on this $27 million road—and a very straight and well- 
constructed highway it appears to be—did we give much thought to 
the impact of such a development on the people of Cambodia ¢ 

Dr. Moyer. Obviously, any general improvement affects many 
people although people individually generally do not realize it. ‘The 
improvement may come indirectly from some source, so that it does 
not have the direct impact on the people. 

Mr. Reuss. Now, the rules of Cambodia—and the principal leader 
there, I think, is Prince Sihanouk—are not as yet elected by demo- 
cratic processes, as we know them here in the West, are they? That 
is to say, while they have an election, and did, indeed, the other day, 
there was substantially only one slate put up. 

I know that last fall when I was there, of the 92 members of the 
Cambodian Legislature, all 92 were members of the ruling party. 

Dr. Moyer. Yes. 

Mr. Reuss. Is that not so? 

Dr. Moyer. I think that basically is correct. Might I ask my 
friend Mr. Price? 

There has been, basically, one slate, and he has won it without 
much difficulty. 

Mr. Brownson. Of course, it could have been a Sihanouk landslide. 

Mr. Reuss. Was any effort made to explore, by techniques of find- 
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ing public opinion that we have, whether the great mass of the ordi- 
nary Cambodian people, most of whom are peasants, had a feeling 
one way or the other about the desirability of this road ? 

Dr. Moyer. Not to my knowledge. And my guess would be if such 
a poll had been conducted, that most of the people would not have 
had too much of a feeling about it one way or the other, not knowing, 
not being aware of the significance of it. 

An exception to that might be a fairly substantial population right 
down in the Port area, in that corner of Cambodia. I do not have 
the size. But it is one of the more thickly settled areas. There is 
a population center down there. And connecting these people with 
the rest of Cambodia, when they begin to realize what would hap- 
pen there would be an impact. But initially I do not know that even 
they would have much feeling for the significance of it. 

Mr. Reuss. Now, in addition to the water transportation from 
Phnon Penh, the capital of Cambodia, to the sea via the Mekong River, 
there is also a railroad, is there not, from Phnom Penh over to the 
border of Thailand and thence by the National Thai Railroad to the 
port of Bangkok ? 

Dr. Moyer. Yes, sir; there is. 

Mr. Reuss. So that in building a road to that port in Cambodia, 
we were rendering Cambodia independent of the port facilities on 
the one hand at the mouth of the Mekong in Vietnam and, on the 
other hand, over in Bangkok ? 

Dr. Moyer. That is true. 

Mr. Reuss. While it is certainly true that things were disintegrat- 
ing in Vietnam in 1954 and 1955, by late 1956 and 1957, when actual 
construction on the Cambodian road was started, it is a fact, is it 
not, that the situation in Vietnam had considerably stabilized ? 

Dr. Mover. That is true. There were, however, other develop- 
ments which, if I may, I would just like to mention for a moment. 

This highway, by then, or even earlier, had become intensely de- 
sired by the Cambodians. And, as I think the committee knows, 
there was some disquiet on the part of the Ambassador that progress 
was not being made more rapidly. 

I mention it because I think it bears on your point—that although 
the situation in Vietnam had improved for the better—had im- 
proved—there were other considerations which would have made it 
quite impossible to have withdrawn from the project. 

Mr. Reuss. Dr. Moyer, in the answer you have just given to my 
question, when you referred to the attitude of the Cambodians more 
recently, in 1956 and 1957, you mean the Cambodian rulers rather 
than the Cambodian people generally, do you not ? 

Dr. Moyer. The vocal, articulate part of the population in Cam- 
bodia. The rulers plus such other people as think about these things. 

Mr. Reuss. Now, let me ask this question: Before embarking on 
the Cambodian highway project, or, for that matter, after we em- 
barked upon it, did we make the strongest possible diplomatic repre- 
sentations to Thailand, a country which we were iiotiyine with con- 
siderable aid, to work out some firm and fair agreement whereby 
Cambodia would not be Balkanized, but would be enabled to use the 
facilities of Thai ports and the rail transit facilities leading to those 
Thai ports, principally Bangkok ? 
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Dr. Moyer. Well, I really cannot answer that, and I think it ought 
to be supplied on a classified basis. If you like, I could consult with 
the Department of State. 

Mr. Reuss. I would appreciate your supplying it. 

Dr. Moyer. And I could supply for the record an answer to that. 

Mr. Revss. I would also like supplied, on a classified basis, because 
I assume the answer is the same, what representations we took, if any, 
to see whether the ruling people of Vietnam would not make a similar 
guarantee with respect to free transit on the Mekong and the use of 
port facilities at the mouth of the Mekong to the Cambodian people. 

Dr. Moyer. If I may, I will supply it for the record on a classi- 
fied basis. 

(The Department of State submitted the following unclassified 
statement to the subcommittee as a reply to Mr. Reuss’ questions; it 
contained a classified attachment which is not included in the record :) 


Port Roap Progect, CAMBODIA 


During the recent hearings on the port road project in Cambodia, the Inter- 
national Operations Subcommittee of the Government Operations Committee 
of the House asked for a statement as to what representations were made by the 
United States Government to the Government of Thailand to work out some 
firm and fair agreement whereby Cambodia would be enabled to use the facili- 
ties of the Thai ports and the rail transit facilities leading to those Thai ports. 
Similarly, the subcommittee asked what representations were made to the 
Vietnamese Government with respect to a similar guarantee to the Cambodian 
people of free transit on the Mekong and use of port facilities at the mouth of 
the Mekong. 

The assumption behind these questions is that if either, or both, of these 
facilities were guaranteed to Cambodia, the port and port road would not have 
been needed, since according to the transcript of the hearing “my question is 
to wonder out loud whether the same amount of energy by our country in bring- 
ing those new-found people together into some sort of economic federation would 
not have paid off better.” It is our belief that this is an incorrect assumption. 

In the first place, it is not economically feasible to use Bangkok as a port 
of entry for Cambodia, except in an emergency and for a short period of time. 
Supplying all of Cambodia’s needs for imports and exports through Bangkok, 
followed by a long haul by rail would lead to extremely high costs, as has been 
shown in the case of Laos. In addition to the current and continuing costs of 
maintenance and operation over the comparatively lengthy rail line, additional 
capital costs would have had to have been incurred in order to put the rail line 
in a position to carry the increased traffic. It is certain that such increased 
capital costs would have included improvements in the roadbed and increased 
purchases of locomotives and rolling stock. While no formal study of compara- 
tive costs was made, it is evident that over the long run Bangkok is not an 
economical port of entry or exit for Cambodia. 

The decision to build the port and port road in Cambodia was made on the 
assumption that there was a great danger that South Vietnam would be lost 
to the Communists, and that navigation on the Mekong might no longer be 
possible for Cambodia. As is well known, this threat is no longer as serious 
as it was, but before the threat had subsided to some degree the decision to 
build the road had been taken, and certain commitments to the Cambodian 
Government already made. 

If there had been no threat to the lower Mekong, the United States Govern- 
ment would probably have been faced with a decision on whether or not to 
assist in the port and port road project, since an outlet to the sea had long 
been desired by Cambodians, and a newly independent Cambodia probably would 
have made a request for assistance in these projects. The decision on whether 
or not to use United States funds for these purposes would have been made 
on different grounds, and undoubtedly would have been subject to much more 
extensive study, especially from an economic point of views, but there is no 
reason to be certain at this time that the decision would not have been the 
same: i.e., in favor of assisting in these projects. 
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Leaving aside other factors, which would have been different from those 
that existed, but which would nonetheless have been of importance in the deci- 
sion, a comparison would have had to have been made between the servicing 
of Cambodian foreign trade through a port in Cambodia and other alternatives. 
These alternatives were: (1) transshipment from seagoing vessels at Hong 
Kong or Singapore to small coastal vessels which could ascend the Mekong to 
Phnom Penh, and (2) transshipment from seagoing vessels at Saigon to road 
transport to Phnom Penh or to barges or small coastal vessels to ascend the 
Mekong to Phnom Penh. 

Transshipment at any of these places would have resulted in increased costs 
at the border of Cambodia in comparison to off-loading from oceangoing vessels 
at a deepwater seaport in Cambodia. The question really is one, however, of 
total cost of transport of commodities to the destination in Cambodia, taking 
into account capital, maintenance, and operating cost of the new facilities in 
eomparison to rehabilitation, repair, maintenance, and operating cost of the 
old facilities. As stated above, this sort of study was not made in 1954, because 
it would have required an assumption of conditions existing which did not 
accord with the facts. However, it is known that if the route up the Mekong 
were to be increasingly used, the Mekong does and would require dredging and 
other work to keep it navigable. Also, the port of Phnom Penh would require 
extensive improvement, if it were to be put into shape to handle increased 
traffic. It is known that the overland route from Saigon to Phnom Penh is 
longer than is the overland route from Kompong Som to Phnom Penh, the road 
between Saigon and Phnom Penh would require rehabilitation and in some 
places reconstruction to carry increased heavy truck traffic, and that the ferry 
crossing of the Mekong on this route is inadequate and extremely time- 
consuming. It is known that the costs in the port of Saigon are extremely 
high ; for example, the head of the electric power company in Saigon complained 
that it cost as much to move coal from the ship to the generating plant at 
Saigon as it did to ship coal from the eastern part of the United States to Saigon. 

It should be noted that there are no port facilities in Vietnam at the “mouth 
of the Mekong” worth of the name. Saigon, the only international port of any 
note in South Vietnam, is 60 miles upstream from the mouth of the Saigon 
River, and the Saigon River empties into the South China Sea several miles 
north and east of the northernmost mouth of the Mekong. The Mekong has at 
least four separate and distinct “mouths.” 


Mr. Harpy. Well, may we have that supplied, whether on a ciassi- 
fied basis or otherwise? We would, of course, prefer to have it un- 
classified if it can be done without seriously impairing the detail of 
the response. 

I am a little worried, Doctor, about the inclination to classify too 
much of this material. 

Dr. Moyer. Yes. 

Mr. Harpy. So let’s have it declassified if we can. 

Dr. Moyer. My reason for putting it this way 

Mr. Harpy. I understand your reason, I think. 

Dr. Moyer. It is beyond my scope, really, and if the State Depart- 
ment feels it can, we certainly shall do, and I will take this up. 

Mr. Harpy. I assure you if it comes over as classified information, 
we will try to have as much of it declassified as we can. 

Mr. Reuss. Along this same line—and as you can see, the purpose 
of my question is to wonder out loud whether the same amount of 
energy by our country in bringing these new-found people together 
into some sort of economic federation would not have paid off better. 

Along this same line, what leadership, if any, have we shown in 
the quite admirable plan, as far as I am concerned, of the United Na- 
tions Economic Commission for Southeast Asia, which is at Bangkok, 
in working up a Mekong River Federation, consisting of Thailand, 
Laos, Cambodia, and South Vietnam, whose purpose would be to de- 
velop the navigation, power, irrigation, and the other excellent eco- 
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nomic uses of the river which might, through economics federation, 
have brought about a lessening of political cleavage between the coun- 
tries and thus a greater contribution to the free world? 

Dr. Moyer. We have done some things quite actively in that field. 
Earlier the very things that you have mentioned were seriously 
considered. And with financing from the mutual security prog ‘ogram 
we undertook, or rather we financed, a preliminary survey by quite 
competent people. I would have to get the names, but it was con- 
sidered a really competent group of people, taking a beginning look 
at navigational possibilities, power possibilities, irrigation possibil- 
ities, and so on; and also the possibility of some minor elements of 
this that might be peeled off immediately and financed. 

Of course, obviously, long-range development is a much bigger 
thing. 

Subsequent to that, this Economic Commission of Asia and the Far 
East that you referred to—well, they have been interested in the same 
problem and undertook a more detailed survey, coming out of which 
there were certain recommendations for immediate action. 

If I had known of this question, I could have gotten the details. But 
we have indicated United States willingness to finance some further 
steps carrying out certain of the recommendations. 

Mr. Reuss. [ do not want to prolong the questioning on this point 
unduly. Perhaps you could file in further detail, if you wish, what 
we have done. 

One question on this point. Is it not a fact that the amount of 
money which we have so far been talking about as our contribution 
to this great Mekong River development project is on the order of 
1 or 2 million dollars, as opposed to the $26 million which we are 
spending on the road ? 

Dr. Moyer. With this new increment I have referred to, it would 
be 3 or 4, still small, but in the neighborhood of 3 or 4 if this proposal 
is accepted, this new one. 

Mr. Reuss. The point of my question is obviously to display my own 
disquiet about $26 million for economic autarchy ‘and 1 or 2 or 3 mil- 
lion dollars for economic integration and federation. 

But maybe your further answer can clear that up. 

Dr. Moyer. Might I just make this one comment: Certainly from 
a theoretical or commonsense point of view there is very good ground 
for your disquiet. 

On the other hand, we are dealing with the realities of intense 
nationalism, of mutual suspicion, and very great difficulty in getting 
cooperative undertakings. And, ‘although the State Department and 
our agency have been interested in this actively, this whole complex of 
southeast Asia, these groups of countries, an have been working for 
some 3 or 4 years, from a practical point of view I am just afraid 
the possibilities are pretty limited. 

(The following document was subsequently submitted for the 
record by the International Cooperation Administration :) 


INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT CONCERNING UNITED 


STATES ENCOURAGEMENT TO COOPERATIVE DEVELOPMENT OF THE MEKONG RIVER 
BASIN 


The following statement is submitted in response to Congressman Reuss’ 
request, at the March 26, 1958, hearing of the subcommittee on the Cambodia 
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port highway project, for a statement on what the United States is doing to 
assist and encourage cooperative development of the Mekong River. 

The ECAFE Secretariat has studied possible activities in connection with the 
Mekong River since 1951. In March 1955 at the 11th session of ECAFE the 
member governments, including the United States, approved the inclusion of an 
ECAFE survey of the lower Mekong in the ECAFE 1955-56 work program. In 
April 1956 an ECAFE team spent about 3 weeks in the area and prepared a 
report which was submitted to the 13th session of ECAFE. Its conclusions 
closely paralleled those of a reconnaissance survey financed by ICA in 1955, 
which recommended principally that immediate steps should be taken to accumu- 
late the basic data necessary for proper integrated development of the river 
basin. In accordance with its instructions the ECAFE team also recom- 
mended specific sites for investigation and dev elopment. 

In discussing the ECAFE report at the 13th session of ECAFE in March 1957, 
the United States delegate stated that the United States welcomed the intention 
of the four countries concerned (Thailand, Laos, Cambodia, and Vietnam) to 
consider together the types of development they wish to attempt and how best 
to plan jointly their plans and programs. He also reiterated the United States 
statement made in earlier BCAFE technical subgroups that the United States 
was prepared to give sympathetic consideration, within the limitations of the 
President’s fund for Asian economic development, to coordinated proposals from 
the four riparian countries for sound lower Mekong projects. 

With the assistance of the ECAFE Secretariat, the four riparian countries 
then established, in the fall of 1957, the Committee for Coordination of Investi- 
gations of the Lower Mekong Basin. It also obtained assistance from the United 
Nations Technical Assistance Administration in the form of a team of experts 
to review the studies already made on the river, in order to determine the next 
steps to be taken in the development of the basin. 

A team of 6 experts headed by General Wheeler (United States Army, retired) 
spent 6 weeks in the region of the Lower Mekong River Basin and submitted a 
report in January 1958 which was discussed at the 14th session of ECAFB in 
March 1958. The Wheeler Report reemphasizes that there is inadequate data 
for the Lower Mekong River Basin and that the collection and analysis of such 
data are essential before serious consideration can be given to the selection of 
specific sites for the exploration of the river’s resources. The report recommends 
a program of further studies and investigation over a 5-year period to cost an 
estimated $9.2 million, with about $2.5 million required for the first year. The 
Wheeler report has been accepted by the Coordinating Committee on behalf of 
the four riparian countries as a basis for proceeding with work on the Mekong. 

At the March 1958 ECAFE meeting the United States representative announced 
that the United States Government was prepared to contribute up to $2 million 
for immediate use in implementing the Wheeler report, as an expression of 
United States interest in the welfare of the region and its progress toward 
economic development. France and New Zealand also offered at this meeting 
to contribute to the project. The United States contribution will be used to 
(a) finance the services of an American engineering firm for a 3-year period to 
set up a system of collecting basic hydrologic and other data, and to train local 
technicians in the operation of this system; and (b) finance a portion of the 
equipment and installation and related costs. The four riparian countries 
expressed their gratification in accepting the offers. 

Many of the delegations at the meeting spoke favorably on the project, and 
the ECAFE countries unanimously adopted a resolution sponsored by India, 
Japan, and Malaya which commended the international cooperation achieved and 
noted with appreciation the offers of assistance. 

Because the nature of the project requires coordination among the four 
countries, and because of the desirability of reinforcing the cooperation thus 
far achieved, it is planned, wherever feasible, to extend the United States as. 
sistance for this project through the four-country Coordinating Committee, 
Discussions have already begun with the four countries and with the Executive 
Secretariat of ECAFE on the details of the project and the assistance. 


Mr. Reuss. Now, one final question about the military aspect of 
this. I noted in this morning’s paper that the Second Secretary of 
the Russian Embassy in Phnom Penh apparently went over the hill 


yesterday, taking with him the Russian military plans for southeast 
Asia. 
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I certainly do not know what was in those plans. But, would not a 
road from the capital, Phnom Penh, to the sea, in the event of a 
Communist invasion of Cambodia, bea useful thing from a military 
standpoint for the invader to have? 

Dr. Moyer. That question always comes up, naturally and pro P- 
erly, and it has been considered. I would only have to say that t 
mailstary men that I know have expressed interest in that, and that 
includes Admiral Radford, have felt this road was a very good 
thin 

Of course, even to get to Phnom Penh from the north you have to 
traverse quite a bit of territory, and going through the mountains I 
imagine this road itself could be made pretty impassable. 

Mr. Reuss. Finally, then, we having discussed in the last few min- 
utes some of the political, psychological, economic, and military 
aspects. When I was out there I looked in vain for any staff paper, 
estimate of the situation, staff study, overall weighing of the pros 
and cons, and coming to a conclusion, which seems to me an orderly 
way of doing business when $26 million is involved. 

Would you undertake to file with this subcommittee, as soon as 

ossible—and I would hope on an unclassified basis, but if it has to 

classified, then it has to be—any and all documents havi ing to do 
with the mental processes which went on in the executive branch in 
the years in which the Cambodian road was being formulated, so that 
we can see that these questions I have been raising were at least con- 
sidered, and deliberate choices made. 

I am not saying that all of the objections I have made are valid 
ones, but I would “feel a lot happier in thinking they were considered 
and considerately rejected. 

Dr. Moyer. I would be glad to do that. 

Might I however, make this general comment on it: That we have to 

realize that as far as our staff in that area is concerned, Cambodia be- 
came fully independent January 1, 1955, and we did not establish a 
separate mission until about that’ time. And the more thorough, 
detailed staff studies that you would expect in an established mission 
with adequate personnel were not practical, and the material supplied 
will not be in the detail which you might wish. 

Mr. Harpy. I might say that we hav e, in connection with our staff 
work preparatory for these heari ings, sought the type of thing I think 
you have in mind, Mr. Reuss, from the ICA files. There is not very 
much of that we have been able to find. And some of what we have 
been able to find will be discussed in the course of these hearings. 

Mr. Reuss. I would hope, though, Dr. Moyer, that you would 
round up, from whatever nook and cranney of the executive branch 
they are now reposing in, any and all documents and staff studies and 
policy papers which have to do with this $26 million road, so that 
I may grasp exactly what the ingredients of decision were. 

Much of it we have now, but since I have not seen anything that 
would have satisfied me as an administrator in making this decis sion, 
Iam hopeful that it exists and that we will get it. 

Thank you, Mr. Chairman. 

Mr. Harpy. Thank you, Mr. Reuss. 
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I would like for the record to note that during Dr. Moyer’s pres- 
entation Mr. Knox and Mr. Meader came in, and I would like to ask 
Mr. Knox if he has any questions at this time. 

Mr. Knox. Yes, I have, Mr. Chairman. 

Dr. Moyer, I have listened with a great deal of interest to your 
ene of the Cambodian road. Now, the Cambodian contraet 

vas a threefold contract, was it not, between the Cambodian Govern- 
saute the contractor, and ICA ? 

Dr. Moyer. May I refer matters of contract to Mr. Kessler who is 
here prepared to answer such questions ? 

Mr. Knox. Yes. 

Mr. Kesster. A two-party contract, one between the Government 
of Cambodia and the contractor. And there was a separate docu- 
ment which approved the contract for financing. 

Mr. Knox. Well, ICA was a party to the contract 2 

Mr. Kesster. Not directly. Only as a financing party. 

Mr. Knox. Well, is that not of major importance as far as the con- 
tract is concerned ¢ 

Mr. Kesster. It is of major importance, but I think there is a dis- 
tinction. 

Mr. Harpy. If the gentleman will permit, E think the ICA has a 
little bit more 1 responsibility than merely the matter of putting up the 
money, does it not ? 

Mr. Kesster. This is correct, sir. We have a letter of under- 
standing whereby we take a certain interest in what we finance. 

Mr. Harpy. I think, if you will permit, on these matters of detail 
with respect. to the contracting procedure, it might be better to defer 
those until we get away from this question of bac kground. 

I think the question you raise is very pertinent and one that we will 
need to study in considerable detail. 

Mr. Knox. Well, I thiink, Mr. Chairman, it is part of the back: 
ground as far as the Cambodian road is concerned, and I will not- 

Mr. Harpy. It is all right if you want to pursue it now, bat I 
think there are some other aspects of it we are going to have to develop 
pretty fully. 

Mr. Meaner. We are going to have the documents? 

Mr. Harpy. We have some documents that we will want to discuss 
in detail. 

Mr. Knox. Well, I would like to raise a few questions on the testi- 
mony of Dr. Moyer relative to the Cambodian road. 

Dr. Moyer, as I listened to your testimony, at least it is my opinion 
that there had been an extensive engineering survey made of Highway 
No. 3 prior to the decision to construct the new highway from Phnom 
Penh down to the port. Is that correct ? 

Dr. Moyer. We did two things, and I think they add up to what 
you have said. We first of all had the report of this preliminary sur- 
vey, of Brown & Blauvelt, that we sent out there under contract to, 
among other things, make this study. 

They came back with recommendations, and these were very seri- 
ously considered in Washington, but without immediately coming to 
decision. 

Before coming to decision, we sent out another person to check and 
recheck the findings. I have forgotten his name, but he was a compe- 
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tent highway engineer. He went into the situation again and came 
back and again recommended the same. ; 

So we did give very serious consideration to this element. 

Mr. Knox. What was the name of the contractor ? 

Dr. Moyer. Brown & Blauvelt. 

Mr. Knox. Brown & Blauvelt entered into a contract with another 
party. Who was the other party—to make the engineering survey 
of the project ¢ 

Dr. Moyer. These contracts—the other party was the Government 
of Cambodia. 

Mr. Knox. ICA did not pay for that engineering project ? 

Dr. Moyer. We paid for it; yes, sir. 

Mr. Knox. In other words, then, ICA was a part of the contract 
because they were the financial end of the contract ? 

Dr. Moyer. We were the financial end of the contract. 

Mr. Knox. ICA agreed with the Cambodian Government that if 
the survey was made, the ICA would pick up the tab for the cost of 
it; is that correct ? 

Dr. Moyer. There was a general understanding. There was no 
written understanding, to my knowledge. I am sure there was no 
written understanding. 

But when we went so far as to send out this group to do the recon- 
naissance survey, we expected, if the results were favorable, to go ahead 
financing the project. 

Mr. Harpy. Mr. Knox, will you permit an interruption there ? 

Mr. Knox. Yes. 

Mr. Harpy. Is it not a fact, actually, from a practical point of view, 
ICA picked that contractor ? 

Mr. Kesster. This is true. 

Mr. Harpy. Brown & Blauvelt was your choice? You did that? 

Mr. Kessurer. That’s right. 

Mr. Harpy. You did that work. And, although technics!ly the 
contract was with the Cambodian Government, actually ICA made 
the selection ? 

Mr. Kesstrr. ICA made the selection. This is right, sir, with the 
concurrence of the Government of Cambodia. 

Mr. Harpy. Of course. But ICA made the selection. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. And, of course, the Cambodian Government could not 
have made the selection and gotten anybody or done anything without 
ICA’s financing and agreement ? 

Mr. Kesster. That is correct. 

Dr. Moyer. That’s correct. 

Mr. Knox. Dr. Moyer, is it not true that the ICA drew the con- 
tract ? 

Mr. Kesster. That’s true. 

Mr. Knox. Now, Dr. Moyer, in your testimony you testified relative 
to the cost of putting the No. 3 highway into condition that would be 
satisfactory for connecting the port with Phnom Penh, and you men- 
tioned the fact that there were some bridges involved in this old high- 
way that would have to be reconstructed. Is that true? 

Dr. Moyrr. Yes, sir. Quite a good many. And it would be ex- 
pensive to build them to specifications meeting the kind of traffic that 
the road was designed to carry. 
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Mr. Knox. Is it not true that there are a multitude of bridges on 
this new highw ay that had to be constructed ¢ 

Dr. Mover. There are some. I am not familiar with the number. 
But Iam sure that 

Mr. Knox. Is it not true that they would cross the same rivers ¢ 

Dr. Moyer. Not necessarily, no, sir; because that one skirts around 
through more open territory, and a good many more bridges and 
streams would be involved. “This other goes through largely an open 
territory and then into the mountains, and with a smaller number of 
bridges. 

Mr. Knox. Well, does that offset the cost of the terrific excavation 
project that had to be done in the mountainous area of the new 
highway ¢ 

Dr. Moyer. Well, I can only say that the people that we thought 
were qualified to study this said that was the case. 

Mr. Knox. Do you think they were qualified / 

Dr. Moyer. I thought they were, but I have to rely on the technical 
judgment of our people who did work on that. And I understand the 
committee will have some of these persons before them later. 

As far as I knew, although I do not claim to be a technician in this 
field, I thought they were qualified. 

Mr. Knox. Well now, Dr. Moyer, do you think today that the engi- 
neering firm which was employed for the survey were competent and 
gave you a dollar’s worth of value for the dollar that was spent ! 

Dr. Moyer. Mr. Congressman, my answer would be entirely as a 
layman, without any real basis for it. In our agency, things of this 
sort we leave to the people who -_ experienced, ‘and I would have to 
rely on their judgment. And as far as I know they still think they 
were competent. 

Mr. Knox. Do you think they had good judgment / 

Dr. Moyer. Well, again, this is out of my field, and I am simply not 
qualified to have an opinion on it. 

Mr. Knox. Well, on the contract that was let for the Cambodian 
road, the costs have increased by $7 million or $8 million. Do you 
think that was a close estimate of the total cost of the construction of 
the highway submitted to you by the engineering firm / 

Dr. Moyrr. Well, no, sir; it is not a very close estimate. 

On the other hand, considering all the uncertain factors, and con- 
sidering that very often we miss estimates pretty widely even in the 
United States, where we can control a great deal more, I would not 
be personally too disturbed with the failure of the first reconnaissance 
group to have come up with a closer estimate of the actual cost. 

Mr. Knox. Was this project at any time ever submitted to contrac- 
tors to bid on a firm contract for its construction ? 

Dr. Moyer. May I ask Mr. Kessler? 

Mr. Kesster. The invitations were sent to construction contractors 
to bid on; yes, sir. 

Mr. Kwox. And what was the low bid that was submitted ? 

Mr. Harpy. I think we are going to want to get all of these bids in 
the record shortly. As a matter of fact, they were not bids in the 
sense that we normally think of bids in response to advertising, were 
they, Mr. Kessler ? 


Mr. Kesstrr. Yes, sir; they were advertised. 
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Mr. Harpy. Were they firm, fixed-price bids? 

Mr. Kesster. No, sir. They were not firm, fixed-price bids. 

Mr. Harpy. Open-end estimates is about all they amounted to? Is 
that not right? 

Mr. Kesster. They were estimates; yes, sir. 

Mr. Harpy. So you cannot call them bids, actually? They were 
requests for estimates? And it was very well known that the only 
basis on which this contract would be let would be on a fee basis, so 
that the contractor was not required to have accurate estimates, and 
you did not expect he would have accurate estimates, did you? 

Mr. Kesster. I cannot agree with that. I think we did expect ac- 
curate estimates, although we did not receive them. But I think you 
must also realize where you do not have specific engineering design 
and specifications 

Mr. Harpy. You cannot be so accurate ? 

Mr. Kesster. It is very difficult to obtain fixed prices. 

Mr. Harpy. I appreciate that, and I think ICA must have had that 
in mind, too. 

Mr. Kesster. Yes, sir; we knew that. 

Mr. Harpy. So you were not anticipating very accurate bids, and 
everybody that bid on it knew that they were bidding on estimates 
and that they were going to be subject to adjustments as performance 
went on ? 

Mr. Kesster. That is correct. 

Mr. Harpy. So this does not 

Mr. Knox. May I, at this time, Mr. Chairman, request that the bids 
that were received by ICA for the construction of the Cambodian 
road be submitted for the record this morning ? 

Mr. Kesster. The committee has them. 

Mr. Harpy. We have them, and we will put them in the record in 
a few minutes, when we get through with this round. I want to 
get Mr. Reddan to develop the procedures that were employed on this 
entire project. 

Mr. Kwox. Of course, that leaves my question at an open end. 

Mr. Harpy. Well, it does, as of the moment. If you prefer to have 
it here, we can have it put in here, also. 

Mr. Kwox. I believe it would be well to put it in at this point, Mr. 
Chairman, if there are no objections. 

Mr. Harpy. I certainly have no objections. Do you have the list 
of all of them? The a objection I really have is that when these 
are put in, the estimates together with the fees are going to raise—— 

Mr. Knox. I will withdraw my request. 

Mr. Harpy. A good many questions. 

Mr. Knox. I will withdraw my request at this time, Mr. Chairman. 

Dr. Moyer, in your testimony you indicated, which we have brought 
out, that the cost of the highway was going to be some 7 or 8 million 
dollars more, and that Cambodia was contributing about a million 
dollars to the cost of the highway. Now, is it not a fact that even- 
tually Cambodia will not contribute 1 penny practically to the high- 
way / 

Dr. Moyer. I would have to check this. My understanding is they 
will contribute the amount that I mentioned, approximately $1 
million. 
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Mr. Knox. Well, is it not a fact that eventually, at completion of 
the highway, the Cambodian Government receives all of the equip- 
ment, supplies, spare parts, and all of the facilities that have been 
constructed along the highway, as a gift from ICA to the Cambodian 
Government ? 

Dr. Moyer. I believe that is correct—and for the reason that we 
look at this project as being more than just building this road. We 
look at it as partly a means of no te the Cambodians develop the 
ability to carry on and to do further road construction themselves, and 
the equipment we leave helps them to do that. 

In the meantime, of course, many of them have been trained in the 
course of these operations. This also is a part of it. Their own 
people are trained. And we leave the equipment so that we sre mak- 
ing two contributions to Cambodia—the road, and the further ability 
to do highway construction on their own. 

Mr. Knox. Without any direct cost to the Cambodian Government ? 

Dr. Moyer. No,sir. This is a— 

Mr. Knox. Yousay “No,sir.” Qualify “No, sir. 

Dr. Moyer. Well, perhaps I had better be sure ‘a understand your 
question. This is a grant to the Government of Cambodia under the 
program ? 

Mr. Knox. What is a grant? 

Dr. Moyer. The amount of money which we make available for 
the project, as [ have just talked about it. 

Mr. Knox. Plus the equipment. 

Dr. Moyer. Equipment is included. That is part of it. 

Mr. Kwox. And this equipment, as I understand the contract, must 
be put into top condition, workable condition, before it is turned 
over to the Cambodian Government ? 

Dr. Moyer. I believe that is correct, sir. 

Mr. Knox. The cost to be borne by ICA ¢ 

Dr. Moyer. That is a part of the aid we are giving to Cambodia 
in this whole project; yes, sir. 

Mr. Knox. So, actually, the Cambodian Government will have no 
investment in the highway in the form of dollars? Is that not true? 

Dr. Moyer. In the form of dollars? I think that is true: yes, sir. 
In this particular highway. We are making this available to them 
on a grant basis for the purposes I have mentioned. It is in line with 
the kind of assistance which they are being given by the French in 
the port. I believe that is the same kind—that is also a grant. I am 
not sure about the equipment. Perhaps I should not talk about it. 
But my understanding is that the assistance the French are giving the 
port is on just the same basis. 

I had better check that for the record, and if I find it is not true, I 
would like permission to change the record on it. 

Mr. Harpy. I think it might be a good idea, Doctor, and certainly 
we want to give you an opportunity to clear up any misunderstand- 
ings of that nature that might arise. I would doubt very much that 
some of the equipment the French are using, particularly in con- 
nection with the processing of concrete, would be a gift to the Cam- 
bodian Government, although it may be. 

Dr. Moyer. I will have to check that. 
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(the following statements subsequently were submitted for the 
record by the International Cooperation Administration :) 


INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT CONCERNING THE 
CAMBODIAN CONTRIBUTION TO THE PorT HIGHWAY PROJECT 


The following statement is submitted in connection with a question raised 
by Congressman Knox during the subcommittee hearing on March 26, 1958: 

Upon learning at the hearing that ICA-financed roadbuilding equipment being 
used in the construction of the highway was to be donated subsequently to the 
Cambodian Government, Congressman Knox expressed the view that “the 
Cambodian Government will have no investment in the highway in the form of 
dollars.” Strictly speaking, this is correct; however it was never contemplated 
that any part of the Cambodian Government’s contribution to the project 
would be in the form of dollars. The Cambodian Government’s contributions 
was to be in the form of local currency, riels, totaling 30 million (equivalent to 
$857,143). To date, the Cambodian Government has contributed 20 million 
riels ($571,428) to the project. It is expected that the remaining 10 million riels 
will be made available sometime during 1958. 

Cambodia’s 30-million riel contribution, it should be noted, is in addition to 
the counterpart funds which the USOM and the Cambodian Government have 
jointly agreed to program for the project. 


INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT CONCERNING GRANT OF 
CONSTRUCTION EQUIPMENT TO THE CAMBODIAN GOVERNMENT 


The following statement is submitted in response to Congressman Knox’s 
questions, at the subcommittee’s hearings on March 26, 1958, concerning (a) the 
ICA’s plans for turning over road-construction machinery to the Cambodian Gov- 
ernment, and (b) the French Government’s intentions for disposition of its 
similar seaport-construction equipment. 

The ICA intends to deliver to the Cambodian Government all the road-building 
equipment, supplies, spare parts, and materials used in constructing the port 
highway, as well as all facilities erected along the highway in connection with 
construction operations. Since the entire project is being financed by the ICA 
on a grant basis, with no loans involved, there will be no charge against the 
Cambodian Government for any United States assistance to the project. 

With respect to French-supplied equipment being used in construction of the 
seaport and port facilities at Kompong Som, the French intend to donate to the 
Cambodians all such equipment which is owned by the French Government. In 
addition, at the time Cambodia achieved independence from France in late 1954, 
the French Government transferred to the Cambodian Government all equipment 
then in the hands of the French protectorate, including tractors, road rollers, and 
other road-maintenance equipment. Also, within the past year, the French have 
transferred to the Cambodian Government a number of trucks which have been 
used in the rebuilding of the Pochentong Airport (at Phnom Penh), another 
major construction project in the French program. French aid to Cambodia, 
including the equipment transfers mentioned above, is on a grant basis similar 
to that of the United States program. Some specialized equipment, owned by 
the contracting firm which is constructing the seaport for the French, will not 
be transferred to the Cambodian Government. The contract in this case is be- 
tween the French Government and the contractor, with the contractor himself 
supplying some of the required equipment. 

The United States transfer to Cambodia of its equipment and other materials 
used in construction of the port highway is an important part of the overall 
project plan, which includes not only the construction of the port highway but 
also the training of equipment operators and the provision of equipment increas- 
ing Cambodia’s ability, thereafter, to maintain and improve other highways on 
its own. Some ICA-financed road-maintenance machinery has been granted pre- 
viously under a continuing highway and bridge improvement project. The 
equipment received from the United States and France should place Cambodia 
in a fairly good position to manage its public roads program without need for a 
great deal of outside assistance of this kind in the immediate future. 
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Mr. Knox. Doctor, do you have knowledge, or do you have docu- 
ments that would justify the construction of this new highway in 
comparison to cost of reconditioning Highway No. 3, that would 
justify the expenditure of $26 or $27 million ? 

Dr. Moyer. We have two reports on this subject on which the deci- 
sion finally rested. The one that I have mentioned—this study by 
Brown and Blauvelt—and then a report from the second man sent 
out to review again, to see whether this decision was right. 

Mr. Knox. Now, Doctor, I don’t expect that you have all of the 
information available so that you can give it to us now, but I wonder 
if you have the documents. Then we could request that those docu- 
ments be submitted to the staff. 

Dr. Moyer. Indeed they can be. 

Mr. Knox. They can be? 

Dr. Moyer. Yes. 

(The following statement was subsequently submitted for the 
record by the International Cooperation Administration :) 


INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT OF JUSTIFICATION FOR 
CONSTRUCTION OF THE Port HIGHWAY ALONG ROUTE 4 


The following statement is submitted in response to Congressman Knox’s 
request at the subcommittee hearing on March 26, 1958: 

ICA approved the commitment of defense support funds for the engineering 
and constucticn of a highway along Route 4 in preference to Route 3 on the basis 
of recommendations contained in 2 engineering survey reports. The first of 
these reports was that of the consulting engineers Brown & Blauvelt, Highway 
Reconnaissance Report Proposed Port to Phnom Penh, submitted to ICA in June 
1955. The second was a report by Mr. A. J. Van Dyke, ICA highway engineer, 
submitted August 11, 1955. A copy of the Brown & Blauvelt report was sub- 
mitted to the subcommittee staff before the current hearings were started. A 
copy of Mr. Van Dyke’s report is submitted herewith. 

In the Brown & Blauvelt report, on page 5, it is stated that: “The cost of 
developing either Route 3 or 4 would be approximately the same.” This report 
further stated that development of Route 4 was preferable chiefly for the follow- 
ing reasons: 

1. Route 4, lying wholly inland, is less vulnerable militarily than Route 3, 
which lies exposed along the Gulf of Siam; also, Route 4 requires fewer bridges 
than Route 3. 

2. Transport costs over Route 4 would be cheaper since the distance from the 
port to Phnom Penh is 26.5 kilometers (16 miles) shorter than on Route 3. 

3. Development of Route 4 would give Cambodia 2 highways at the expense of 
building only 1. 

4. Development of the potential farmland and valuable timber resources exist- 
ing in the area transversed by Route 4 could be hastened by the construction of 
a highway following that route. 

Mr. Van Dyke reviewed the findings of Brown & Blauvelt cited above, made a 
personal survey of the two routes, and concluded : 

“All parties interviewed are in agreement that the route selection is correct, 
that the report as prepared by Brown & Blauvelt presents the problem properly 
and that the recommendations provide the solution. This reporter concurs com- 
pletely.” The parties referred to included the USOM director and other members 
of the USOM staff—the chief of public works and two other engineers in the 
USOM’s public works division. 


HIGHWAY PROGRAM PROGRESS IN CAMBODIA 


Following is report submitted by Mr. A. J. Van Dyke, ICA, Washington highway 
engineer, August 5, 1955: 

“Cambodia is a monarchy with an area about the same as Minnesota. It is 
bounded on the west and northwest by Thailand and on the north by Laos which 
forms a narrow ‘buffer zone’ between Cambodia and the Communist section of 
Indochina. Cambodia is bordered on the east by Southern Vietnam in which the 
political situation is extremely tense at this time. 
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“Cambodia has no salt-water port. Imports arrive in Cambodia either by rail 
from the seaport of Bangkok, Thailand, or up the Mekong River from the seaport 
of Saigon, Vietnam. Should conditions become such that traffic on the Mekong 
River is interrupted, the transportation of commodities into Cambodia would 
become a tremendous and possibly insurmountable problem. Correspondingly, 
the movement of strategic materials would present an extremely difficult situation. 

“With the combined thoughts of economic development and possible emergency 
need in mind, USOM, Cambodia, ICA, Washington, MAAG, and the French mili- 
tary have made studies of the creation of a port development scheme to provide 
a sea outlet for Cambodia. A site has been selected on the bay of Kempong Sea 
in the Gulf of Siam. This location is opposite the Ile de Coudee. The under- 
standing is that the French will construct the port and that the United States 
will provide a highway from the port to the capital city of Phnom Penh. 

“Two routes have been considered from Phnom Penh to the port site. One is 
the existing National Route No. 3 and the other the partially existing National 
Route No. 4. During the war a considerable number of bridges were destroyed 
on route No. 3 and the roadbed badly damaged. The vulnerable seacoast section 
of route No. 3 has been considered justification for eliminating this route from 
consideration as a permanent access route to the new port. It has been agreed 
that route No. 4 should receive the attention for development. 

“Route No. 3 runs south, southwest, and west to the port site. Route No. 4 
runs southwest, south, and west to the port site. The routes coincide from the 
village of Vaal Renh to the port. 

“In order to ascertain definitely that the selection of the Route No. 4 was correct 
or that possibly some alternate may be considered, ICA contracted with the con- 
sulting engineering firm of Brown & Blauvelt to make a complete reconnaissance 
of the problem in Cambodia and to furnish an engineering report. This work has 
been accomplished and the report is in the hands of USOM, Cambodia, and ICA, 
Washington. This report substantiates the reasoning of all parties and presents 
recommendations for the administration of the project. 

“This reporter has studied the reconnaissance report in detail both in the office, 
on the road, and from the air. An air trip was made by this reporter and the 
Director, USOM, Cambodia, Mr. L. Metcalfe Walling, on August 3, 1955. Both 
the proposed Route No. 4 and the existing Route No. 3 were carefully studied 
from a low level. On August 2, 1955, this reporter made a car trip with Mr. Paul 
Harper, public works adviser, on Route No. 4 from Phnom Penh to and a slight 
ways beyond Kompong Speu. Discussions have been had at length with Mr. 
Walling, Col. S. G. Cohen, Chief of Public Works, USOM, Cambodia, Mr. George 
Salling, public works adviser, and with Mr. Harper regarding all aspects of the 
problem. All parties interviewed are in agreement that the route selection is 
correct, that the report as prepared by Brown & Blauvelt presents the problem 
properly, and that the recommendations provide the solution. This reporter 
concurs completely. 

“The recommendations of TOICA 82, dated August 2, 1955, should be accepted 
by ICA, Washington, and acted upon immediately. The French are actually at 
work on the port site. It is advancing slowly but is very far in advance of the 
access highway that is to be built by the United States. The combination of rainy 
seasons, possible emergency, economic need, and the necessity of showing good 
faith result in the mission here and the United States Government being placed 
in a spotlighted position. Action must be taken as rapidly as it is possible to 
do so in order that the strategic element of time may be taken advantage of. 
The field ground work has been completed and the responsibility now rests with 
Washington. 

“This reporter wishes to commend the staff of the Public Works Division of 
USOM, Cambodia. The Chief and the two advisers all have had considerable 
highway administration and construction experience. They have had experience 
in the handling of cost-plus-fixed-fee contracts. There will be no necessity for 
the mission in Cambodia to have the services of a highway engineer as the 
combination of education, experience, and skill of the public-works men is such 
that they can efficiently perform the liaison work usually required between the 
mission and a consulting engineering firm. 

“WALLING.” 


Mr. Knox. Doctor, did ICA have any firm responsibility relative 


to the purchase of the machinery and to determine if the machinery 
had been delivered to the Cambodian Government ? 


| 
| 
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Dr. Moyer. Do you know, Mr. Kessler ? 

Mr. Kesster. I assume that the United States Operations Mission 
to Cambodia would have had that responsibility. 

Mr. Knox. They would have had that responsibility ? 

Mr. Kesstxr. I assume they would have, yes, sir; and I think also 
our engineer, the Michael Baker Co., would have had responsibility to 
see they were delivered on the job. 

Mr. Knox. In other words, it would be in the process of checking 
the equipment when it arrived, to determine if ICA had seeatved 
all of the equipment they were paying for? 

Mr. Kesster. That the Government of Cambodia had received all 
the equipment that was being paid for; yes, sir. 

Mr. Knox. That’s all for now, Mr. Chairman. 

Mr. Harpy. Mr. Meader? 

Mr. Mraper. Mr. Chairman, I am sorry I was delayed getting 
here, and if I ask any questions that have already been covered, 
I would like to be stopped. 

Dr. Moyer, I want to ascertain whether you were personally in & 
position of responsibility at the time these original decisions were 
made with respect to undertaking the construction of this road in 
Cambodia. 

Dr. Moyer. I was at that time in the same position which I now 
occupy. Decision on the matter came after considerable considera- 
tion, first in our own agency, among the technical services and our 
people, then in consultation with other concerned agencies, the De- 
partment of State, and the Department of Defense. 

I concurred in the general decision. Decision was arrived at after 
consultation. 

Mr. Meaper. So you were there in the same position at the time? 

Dr. Moyer. Yes, sir. 

Mr. Meraper. At the time decision was made on March 3, 1955? 

Dr. Moyer. Yes, sir. 

Mr. Meapver. To finance a reconnaissance survey ¢ 

Dr. Moyer. That’s correct. 

Mr. Meraper. Now, I presume, from what you have said, that no one 
person made that decision. 

Dr. Moyer. That’s correct. 

Mr. Mraper. Now, is there an official who has the final authority for 
making a decision, regar dless of previous consultations and approvals? 

Dr. Moyer. Our process involves a series of concurrences. 

Mr. Meaper. Yes; but my point is: This commitment of funds of 
the United States Government, did that require some official with the 
power to commit those funds, to approve accounts, make final 
appr oval of the a ey 

I am trying to get at the mechanics for spending tax dollars on a 
—— Did somebody have to sign something to commit the United 
tates funds to a project of even making a survey / 

Dr. Moyer. Yes, sir. 

Mr. Mraper. Now, who was that individual? 

Dr. Moyer. That is—— 

Mr. Mraper. Who made that decision on March 3, 1955? 

Dr. Moyer. There is a document signed by a representative of the 
Government of Cambodia and by our representative in Phnom Penh. 

Mr. Meaper. You mean 
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Dr. Moyer. But that was after the basic decision was made. 

Mr. Meaper. All right. 

Dr. Moyer. They are the ones that signed. 

Mr. Meaper. That deals with the contract—— 

Dr. Moyer. Right. 

Mr. Meaver. With Brown and Blauvelt? 

Dr. Moyer. That deals with the original agreement between—— 

Mr. Meaper. Our Government and Cambodia ? 

Dr. Moyer. Yes, sir. 

Mr. Meaper. All right. But before that man in Cambodia could 
do that, somebody in Washington in the ICA had to make a decision 
that this reconnaissance survey should be undertaken at the expense 
of the United States Government. Now, who was that individual, 
and in what form did he signify his approval ? 

Dr. Moyer. The approval finally is signified in one way through 
concurrence on a cable. We authorize the mission to take certain 
steps, and on that cable we get the approval of people that are con- 
cerned. But again a great deal 

Mr. Mraprr. Well, is there a document, even if it is a copy of a 
cable, on which there is recorded the approval to go ahead with this 
reconnaissance survey, and the individuals in the ICA who gave that 
arpE yal, so that United States funds could be committed ? 

r. Moyer. In the ICA generally this would be on a cable. Now, 
I will have to check to see whether there is another document in this 
ease. I frankly do not know. 

Mr. Mraper. Well, I would like to know, if we can have the infor- 
mation, and if we cannot have it, then I would like to know why we 
cannot have it. 

Dr. Moyer. This can be gotten. 

Mr. Mraver. The names of the individual or individuals who had 
the power to and did in fact authorize the financing of a reconnais- 
sance survey, which you say was approved on March 3, 1955, and the 
documents evidencing that approval. 

Dr. Moyer. Yes, sir. I will see that you get them. 

(The following statement was subsequently submitted for the record 
by the International Cooperation Administration :) 





INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT CONCERNING INTERNA- 
NATIONAL COOPERATION ADMINISTRATION APPROVAL PROCESS WITH SPECIAL 
REFERENCE TO THE Port HIGHWAY PROJECT 


The following statement is submitted in response to (@) Congressman Hardy’s 
request, at the subcommittee’s hearing on March 26, 1958, for information about 
ICA’s procedures pertaining to the approval of projects and (b) Congressman 
Meader’s request for the names of the officials directly involved in the approval 
of the port highway project. Since these two questions are closely related—in- 
volving, first, the general procedures and, second, their application in the specific 
ease of the port highway—the response to these requests is combined in this 
single statement. 


I, GENERAL DESCRIPTION OF PROGRAM AND PROJECT APPROVAL PROCESS AND 
COMMITMENT OF UNITED STATES FUNDS FOR APPROVED AID PROJECTS 


The manner in which ICA develops, reviews and approves country aid pro- 
grams and projects is governed by general agency procedures applied worldwide. 
These procedures have changed in some respects during the past several years 
as the result of the continuous efforts of FOA-ICA to improve and refine the 
agency’s program development and implementation processes. 
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At the time the Cambodian port highway project was initiated, country pro- 
grams in most cases were approved by the Director of the agency in terms of 
levels of aid (partial or total fiscal year financing) for broad fields of activity, 
as required to achieve specific United States objectives in the country. In re- 
viewing proposed aid levels, the Director would be guided by the recommenda- 
tions of the appropriate Washington regional director, which in turn were based 
on the recommendations and views of the mission, the ICA Washington tech- 
nical services offices, the ICA Washington Controller, and the appropriate 
regional office of the Department of State. The mission’s recommendations, of 
course, were originally developed after consideration of the economic needs of 
the country, United States objectives and interests, and the programs and proj- 
ects presented by the cooperating country for consideration by the United States. 
During the process of developing the proposed country program, the mission co- 
ordinated its activities with other elements of the country team, including the 
Embassy and the United States military mission, if any. 

At the time in question, country program approval documents prepared for 
the Director of the agency did not generally include detailed documentation 
with regard to the project and nonproject sectors of country aid programs. As 
a general rule, the Director of the agency did not personally participate in the 
review of every individual project proposal. Because of the magnitude of pro- 
graming and the complexity of operations in the aid program worldwide, much 
of the approval authority, in terms of the specific project composition of pro- 
grams, was delegated. (Since fiscal year 1956, it may be noted, a comprehensive 
set of attachments has accompanied each request for the Director’s approval of 
a country program, including a summary list of the projects to be financed with 
that year’s funds.) 

Initial responsibility in the process through which projects are approved, 
both before and since fiscal year 1956, rests in the field, where project proposals 
originate. Such proposals are made by the cooperating government and are 
documented by the mission. They are the subject of such preliminary studies, 
discussion with the country team, and preliminary consultation with Wash- 
ington as may appear necessary or desirable. 

Each proposed new project is developed by the USOM on a “project proposal 
and approval” (PPA) form. These forms outline the financial plan of the pro- 
posed project, including both the ICA and cooperating country contributions, 
the objectives of the project, and the necessity and purpose of ICA financing. 
They describe the needs of the project in terms of United States technicians, 
contract services, commodities, participants’ training, and local costs. The finan- 
cial summary indicates the amount of ICA funds proposed to be made available 
from the current year appropriation. The PPA forms are then submitted to 
Washington for approval although, in many eases, projects may be approved by 
ICA, Washington, on the basis of previously submitted program or congressional 
presentation data, with the USOM then issuing the PPA in final form. 

In view of the decentralized nature of project-type assistance, in which the 
USOM works directly with the cooperating country in the field with respect 
to the planning and execution of ICA-financed projects, the USOM director 
has the primary responsibilty for the proper and effective utilization of project 
funds, subject generally only to ICA Washington office prior review and approval 
of proposed projects. 

Although the general rule is the PPA’s are drafted in the field, they may, at 
the request of the USOM, be prepared in Washington in exceptional cases where 
the mission lacks the necessary staff or facilities. In Washington, upon receipt 
of the PPA, the proposed project is reviewed to determine acceptability in 
terms of current policies and objectives, and with respect to its economic sound- 
ness and technical feasibility. Responsibility for coordinating the ICA review 
and approval is centered in the appropriate regional office—for example in the 
Office of Far Hast Operations (1 of 4 regional offices under the Deputy Direc- 
tor for Operations) in the case of Far East activities. 

Different offices in ICA, Washington, participate in this review, each office 
having its own particular responsibility. The regional director is responsible 
for judgments as to the merit of specific project proposals in terms of the objec- 
tives of the United States and the problems which the United States is trying 
to help the country solve. Within the regional office, the country desks and 
program office also review projects carefully, and concur with respect to pro- 
priety for inclusion under a given program and as to availability of funds. The 
technical services offices are responsible for judgments as to the technical sound- 
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ness and feasibility of proposed projects. As required, the Controller and other 
offices under the Deputy Director for Management also participate in the review 
of projects, with particular attention to fiscal, personnel, and procedural re- 
quirements. 

Where political considerations are significant, the regional bureaus of the 
Department of State often participate in considering the merits of a project, 
sometimes in consultation with other elements of State, such as the economic 
area. Where military considerations are important, the Department of Defense 
also would normally be consulted. In these cases the review by State and De- 
fense would usually take place in the formative stage of the project, before it 
had been fully developed and formally presented on a PPA. Under present 
procedures, it should be noted, Department of State concurrence is required 
in the approvals of all annual country programs; and, in making its review of 
the program approval documents, State has the opportunity to examine all in- 
dividual projects or activities which are proposed. 

In operating under these procedures, differences of opinion with respect to a 
project occasionally arise. In such cases the ICA, western regional director 
has authority to make the decision, but with the provision that he notify the 
elements of the agency which may disagree with his decision in sufficient time 
to allow an appeal to the Deputy Director for Operations. Such cases may 
be resolved by the Deputy Director for Operations or may be referred by him 
to the Director of the agency for resolution. The regional director also is 
expected to bring to the attention of the Deputy Director for Operations projects 
which involve significant matters of policy or which, because of their magnitude 
or significance, he believes should be reviewed at higher levels. In special cir- 
cumstances, the Deputy Director for Operations may refer the project proposal 
to the Director of ICA for decision. 

Washington approval of a project constitutes authority to the USOM director 
to enter into a bilateral project agreement with the cooperating country which 
defines the responsibilities of both ICA and the cooperating country in carrying 
out the project. The project agreement constitutes, for purposes of appropria- 
tion acts, an “obligation” of the United States funds agreed to be contributed 
to the project except for funds to be spent for United States employed technicians 
(which are obligated on a month-to-month basis) and participants’ training 
costs (which are obligated subsequently by issuance of a special implementation 
document). The execution of a project agreement is the immediate forerunner 
of the project implementation stage. Implementation begins with the issuance 
of project implementation orders, which are detailed orders covering specific 
commodities and services required to carry out the project. 


II, APPROVAL OF THE PORT HIGHWAY PROJECT; PROCEDURES FOLLOWED AND 
OFFICIALS INVOLVED 


The steps that were taken in approving the port highway project followed 
generally the procedures outlined above. Assistance in the construction of this 
project was requested by high officials of the Cambodian Government at that 
time. The FOA (now ICA) had not established a separate mission in Phnom 
Penh at the time consideration of this project first began, but a representative 
who later became Acting Director, Mr. Gerald M. Strauss, was at this post, 
together with an engineer, Mr. George Salling. 

Early in November 1954, the Ambassador, Mr. Robert McClintock, cabled the 
Department of State requesting that provision be made in the fiscal years 1955 
and 1956 for funds for this project. This message was concurred in by the FOA 
representative in Phnom Penh. At that time it was not entirely clear whether 
the United States contribution would be for the port or for the highway, or 
possibly for a part of both. The matter was clarified in January 1955, with the 
United States then expressing willingness to proceed with this road. Other cables 
from the Ambassador urged assistance to the project. Lt. Col. Robert D. Burhans, 
United States Army attaché on the Ambassador’s staff, also participated in the 
study of the project and strongly recommended United States assistance to it. 

In Washington, action on this project was coordinated in the Office of Far 
Eastern Operations, of which the regional director was Raymond T. Moyer. The 
matter was handled directly in the Indochina Division, of which Frederick H. 
Bunting was Chief. The Cambodia-Laos desk officer, under Mr. Bunting, was 
Milton J. Esman. Reviewing officers for the technical services were A. J. Van 
Dyke and Paul T. Glasener of the Office of Transportation. 
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In view of the cogent reasons for giving United States assistance to this 
project and the strong support of it by the United States country team in Cam- 
bodia, the reaction in Washington was favorable. Records of the very early stage 
of the consideration given this project in Washington do not contain reference to 
a specific approval action by the then Director, Harold E. Stassen, but do clearly 
indicate he was informed with respect to the field proposal and its progress in 
taking shape as a firm project. The files contain information early in January 
and again in February and March 1955, also evidencing Governor Stassen’s 
interest in the project and his desire that implementation action move forward. 

The files do not indicate a specific response by the Department of State to 
cables from the Ambassador urging United States assistance to this project. 
However, State’s concurrence is shown on outgoing FOA cables, during the first 
half of January 1955, which indicated Washington’s agreement in principle to 
United States support for construction of the highway. These cables were cleared 
by Lester E. Edmond of the Bureau of Far Eastern Affairs of that Department. 
Concurrence by the Department of Defense is not specifically indicated on these 
cables, but the United States Army attaché in Cambodia had previously cabled 
to the Department of the Army, with respect to the project, as early as October 
1954, and it is generally known that the Department of Defense concurred in the 
overall desirability of the project. 

Initial specific approval action related to this project was for a survey of the 
highway. This was recorded in a project proposal and approval (PPA) docu- 
ment dated March 3, 1955. Because of the shortage of staff in Phnom Penh, 
the USOM requested that the PPA for the project be prepared in Washington. 
This was agreed to and the document was so prepared, with $50,000 being esti- 
mated as the amount required to finance this phase of the project. Accordingly, 
FOA,. Washington, issued this PPA for the Phnom Penh port highway survey, 
certifying that the reconnaissance survey phase of the port highway project was 
officially approved by ICA This PPA bears the signature of Raymond T. Moyer, 
regional director, Office of Far Eastern Operations, as the official authorized to 
approve the project on behalf of FOA. This signature by the regional director 
certifies that all necessary and proper clearances and approvals had been obtained, 
both in the field and in Washington. Backup documents also include other 
necessary prior clearances as follows: M. E. Hsman, Cambodia-Laos desk officer ; 
M. C. Duff and H. Granby of the Far East Regional Program Office, certifying with 
respect to availability of funds; and Mr. Loring Miller, Office of Transportation, 
certifying with respect to technical feasibility. Dr. Moyer’s approval of the PPA 
constituted authority to the mission to enter into a project agreement with the 
Cambodian Government and to proceed with implementation of the reconnaisance 
survey. 


Mr. Mraper. You do not know now from memory, or from anything 
you have with you, who those individuals were, or what those dollars 
were? Is that correct? 

Dr. Moyer. Beyond the cable which went out authorizing the mis- 
sion to go ahead, I am not sure; no, sir. I will have to check to be 
absolutely sure. 

Mr. Harpy. Will you permit a question right there? 

Mr. Meaper. Yes. 

Mr. Harpy. Doctor, do you have the authority, delegated or other- 
wise, to make such a decision ? 

Dr. Moyer. I would put it this way: I have the authority to dis- 
approve, but I do not have the authority to—I do not have the final 
authority. There are various people involved in the decision, and 
decision is not made without the concurrence of all these people. 
That’s the way most of these things work. There is no one person, 
usually. Sometimes there are unusual circumstances, unusual cases, 
which become so important that a decision eventually is referred to 
the director and the director makes the decision. 

In a greater number of cases, where no serious issue is raised, a 
decision is made by the concurrence of the group of people who, of 
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necessity, have to be consulted. Now, I am one of those persons, but 


others also are involved. 
Mr. Meaper. Well, I think it is the names of all of them. 
Dr. Moyer. Yes. 
Mr. Meaper. If it is a multiple decision rather than one person, 


‘let’s have the names of all. 


Dr. Moyer. In practically all cases, in all normal cases—as I say, 
there become exceptional cases in which it eventually goes to the di- 
rector and is made personally by the director. 

Mr. Harpy. Mr. Meader, if you permit again; it seems to me, Doc- 
tor, that is a sort of loose situation. How do you determine whether 
or not it has to go to the director? Is it just a matter of disagreement 
among the people at the lower level who have to agree ? 

Dr. Moyer. Generally, to be accurate, that is what happens. 

Mr. Harpy. So that if there is agreement down below, it does not 
have to go to the director, and we still have an established level at 
which approval can be made? 

Dr. Moyer. In this particular case there was unanimity from our 
representatives in the field, including the Ambassador and his staff. 
When it came to Washington, there was general unanimity about it, 
and no serious question was raised so that it would be referred to the 
director personally. 

Mr. Haroy. Well, is there any specific regulation that prescribes the 
extent to which that authority 1s delegated? And if so, where can we 
find that? Let me clear this up right now. 

This is a memorandum from Mr. Kessler to Mr. Murphy, dated 
March 14, 1957, and I am going to read one paragraph that 1 think will 
clear this thing up as far as your question is concerned Mr. Meader. 


It says: At Mr. Hollister’s direction, this project was handled on a crash basis 
by ICA, Washington. 


At Mr. Hollister’s direction. 


The personnel of the Office Contract Relations to whom this contract was as- 
signed were instructed to give it No. 1 priority attention, and the records of this 
Office show that it was handled on that basis, with many hours of voluntary 
overtime and weekend and holiday work devoted to this project. 

Now, that is Mr. Kessler’s memorandum to Mr. Murphy. 

Do you recall that, Mr. Kessler ? 

Mr. Kesster. Yes, sir. 

Mr. Meaner. I still think we should have the documents. 

Mr. Harpy. I think you are right. 

Mr. Meaper. If any. 

Mr. Harpy. And we will ask for it. 

Mr. Meaper. And the individual who had authority to commit the 
United States funds. 

Mr. Kesster. Well, I think, Mr. Meader, if I might, we need some 
clarification. There are two ways funds are made available. I have 
the authority to commit ICA and the United States Government under 
a contract with a firm or individual, but this authority is only granted 
after these funds are made available to me through a document. 

‘There is a process of a program agreement and a form referred to as 


PPA and PIO/T. 
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Now, I wonder if what you are not looking for is how the original 
funds became available for the use of the Government, rather than 
who committeed those to the contract ? 

Mr. Meaper. I am not talking about the contract. I am talking 
about the reconnaissance survey. I am referring to Dr. Moyer’s tes- 
timony on page 3, the very last sentence. I am quoting exactly from 
the statement. 

Initially, approval was given on March 3, 1955, for financing a reconnaissance 
survey, which formed the basis for the further assistance that then followed. 

I want to know specifically who gave that approval, and in what 
document that approval is evidenced. 

Mr. Kessier. That approval should be evidenced by a PIO/T 
which was issued, making the funds available under which this sur- 
vey could be undertaken. 

Mr. Meaper. I should like to have that for the committee’s record, 
if it can be furnished. 

Mr. Kesster. I think the committee has a copy of our PIO/T’s on 
this job. 

Mr. Meaper. Well, Mr. Chairman, if it is not already in our record, 
I think it would be appropriate for that document to go in the record 
at this point. 

Mr. Harpy. I think it is all right for it to go into the record at this 
— Mr. Meader, but I am in pretty much the same shape as I was 

efore. This is part of the thing Mr. Reddan is going to develop. 

Mr. Meaper. This has nothing to do with the contract. 

Mr. Harpy. No. 

Mr. Meaper. I am only talking about the reconnaissance survey. 

Mr. Harpy. It has to do with the procedures involved in this whole 
ee and that is one of the things we wanted to get a clear picture 
of. 

Mr. Meaper. I did not know the committee staff had the document 
already, that I have been asking Dr. Moyer to go hunt up. 

Mr. Harpy. I am not sure that we have that, either. 

Dr. Moyer. We can furnish that document. 

Mr. Harpy. We can put it in at this point. 
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(The document referred to follows:) 


PROJECT IMPLEMENTATION ORDER 


Technicians and Contract Services 
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Mr. Mxzaprr. Now, the second question; I have here a copy of the 
Highway Reconnaissance Report, proposed from the Port to Phnom 
Penh, for the Government of Cambodia, by Brown and Blauvelt, con- 
sulting engineers. 

It appears from the introduction to that document that Brown and 
Blauvelt entered into a contract with the Government of Cambodia 
on April 7, 1955, to conduct this reconnaissance survey. 

L sought to find out when we were in Phnom Penh when that survey 
was completed. 

Mr. Kessirr. We received the report, Mr. Meader, on June 18, 1955, 
which would indicate it was the completion of the survey. 

Mr. Mraper. June 18? 

Mr. Kessier. June 18, 1955. 

We received the Brown and Blauvelt report; that is the one you 
have there. 

Mr. Meaver. Yes. All right, now, the next question is how much 
did that survey cost the United States Government ? 

Mr. Kesster. Approximately $20,000. I can’t give you the exact 
amount at this time. 

Mr. Meaper. You can furnish the exact amount later, can you? 

Mr. Kesster. We can obtain this through our Audit Division to 
determine the actual cost of the survey. I think the contract calls 
for $20,000. Isthat right? <A little over $19,000. 

We can give the exact amount from our accounting records. 

Mr. Meaper. Now, Dr. Moyer, I gathered from your testimony, 
it wasn’t quite clear to me, that you had other studies than the Brown 
and Blauvelt study upon which to base a decision to go ahead with 
the construction of route No. 4 in Cambodia. 

Dr. Moyer. Yes, sir. 

Mr. Meaper. What other documents did you have? 

Dr. Moyer. A report of a highway engineer who was selected and 
sent out to make a review of the Brown and Blauvelt recommendations 
with respect to route 4, and we have a report of that individual. 

Mr. Meaper. Do you have that here or does the committee staff 
have that report ? 

Mr. Reppan. No, sir. 

Dr. Moyer. I must say I don’t know the precise nature of it, but 
there is some kind of a report of that indiivdual and we can 

Mr. Mraper. Could we be furnished a copy of that report? 

Dr. Moyer. Yes, indeed. 

Mr. Meaper. And that I understand was an engineer employed by 
the FOA, I guess it was at the time. 

Dr. Moyer. Yes, sir. 

Mr. Meaper. One of your own staff or an outside engineer ? 

Dr. Moyer. I don’t remember whether he was one of our own staff. 

Mr. Kesster. Van Dyke. One of our own staff. 

Mr. Meaper. Then there would have been no special cost to that 
study ? 

Dr. Moyer. Travel. 

Mr. Meaper. It would be part of your administrative expense and 
not a contract with an outsider? 

Mr. Kesster. Right. 
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Mr. Meaper. Could you provide the dates and essential information 
about that survey and a copy of it if it is available? Let me ask 
whether or not that survey was confined to the same type of subject 
matter as the Brown and Blauvelt survey ; namely, construction prob- 
lems, and so forth ? 

(The following statement was subsequently submitted for the record 
by the International Cooperation Administration :) 


INTERNATIONAL COOPERATION ADMINISTRATION ON DATES AND COSTS OF THE 
Brown & BLAUVELT RECONNAISSANCE SURVEY 


The following statement is submitted in response to Congressman Meader’s 
request for definite information regarding (@) the time period covered by the 
Brown & Blauvelt survey, and (0b) the final cost of this survey to ICA. 

1. The Brown & Blauvelt reconnaissance survey team spent approximately 
3% weeks in Cambodia in connection with its study of routes and costs of the 
proposed highway from Phnom Penh to the port site at Kompong Som. The 
chronology of events relating to this phase of the project was as follows: 

April 7, 1955: Reconnaissance survey contract was signed at Washington by 
Brown & Blauvelt and by the Cambodian Ambassador to the United States, with 
the contract effective as of this date. 

April 23, 1955: Two Brown & Blauvelt engineers arrived at Phnom Penh to 
begin the survey. 

May 17, 1955: Brown & Blauvelt engineers departed from Cambodia. 

June 6, 1955: ICA, Washington, received a letter from the New York office 
of Brown & Blauvelt indicating the approximate cost estimate figures (for 
engineering and construction) which would be included in the full report. 

June 18, 1955: Brown & Blauvelt’s full report was delivered to ICA, Wash- 
ington. Copies of the report were then pouched to the USOM and given to the 
Cambodian Ambassador, who forwarded one copy directly to his government. 

The above chronology evidences that the Brown & Blauvelt survey engineers 
devoted 34% weeks to their field work in Cambodia and then used another 4 weeks 
to complete the writing of their formal report after return to their home office 
in the United States. It should be noted that the survey team spent about as 
much time in the field as was possible under the terms of the contract, which 
allowed 2 months for completion of the survey and preparation of survey report. 
Also, the 2-month period seemed a reasonable amount of time for the recon- 
naissance type of survey requested by the agency and specified in the contract; 
a full engineering survey was not intended. This initial survey had these 
limited objectives: (1) Establishment of a basis for selection of the proper 
route for the highway: and (2) preparation of the best possible estimates of 
probable costs for engineering, construction, and equipment and material re- 
quired to build the highway over the selected route. A full-scale engineering 
survey, which would have required an estimated year or more, could, of course, 
have obtained much more precise cost estimates. 

2. The cost of the reconnaissance survey was $17,721.22. 

Dr. Moyer. My understanding is it was confined to one problem, 
the relative merits of route 3 versus route 4. The Brown and Blauvelt 
was broader, to make a study of the whole project, preliminary recon- 
naissance survey of the whole survey. But Mr. Van Dyke’s work as 
I understand it raised just one point, whether the recommendations 
that the new route, route 4, be built, whether that was a sound recom- 
mendation. 

Mr. Meaper. The conclusion on page 48 of the Brown and Blauvelt 
survey says—this is in paragraph 2 of that page: 

Construction of the highway along National Route 4 is recommended at a total 
cost of about $15 million. 


Elsewhere in the report—I saw it a moment ago, maybe I can find 
it in a moment—it indicated that the route, or that the distance be- 
tween Phnom Penh and the port at Kompong Som via route 4, or 
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proposed route 4, was slightly over 26 kilometers shorter than route 3. 
Is that your understanding ? 

Dr. Moyer. That is my understanding; yes, sir. 

Mr. Meaper. Now, aside from the Brown and Blauvelt survey and 
the—is it Van Dyke? 

Dr. Moyer. Yes, sir. 

Mr. Meaper. And the Van Dyke study, what studies, if any, were 
made and are now in the possession of or in the files of ICA on the 
economic usefulness of this new construction, construction of the new 
route 4? 

Dr. Moyer. I know of no other formal studies. I think these are 
the two that were made. 

Mr. Meaper. In glancing through the Brown and Blauvelt survey, 
I find very little discussion of economic factors. The first paragraph 
of the conclusion of the Brown and Blauvelt survey says this, again 
reading from page 48: “Construction of a highway connecting the 
proposed deep seaport with Phnom Penh is of vital importance to 
Cambodia, both from a political and from a military standpoint. In 
addition, it can provide considerable impetus to the development of 
that nation’s economy.” 

Dr. Moyer. Yes, sir. 

Mr. Meaper. Are you familiar with any other portions of the Brown 
and Blauvelt survey which discuss, or recite rather, statistics which 
would indicate what traffic would use the proposed route 4 con- 
struction ? 

Dr. Moyer. I am not familiar with any other studies, but, Mr. 
Meader, if I may repeat an element in the discussion we had at the 
beginning, we went over this general study at the very start and I 
might 

Mr. Mzaprr. Perhaps the way to get at this, Dr. Moyer, is to quote 
from testimony that I am informed by the staff has been declassified, 
which was given to the subcommittee at Phnom Penh, in the hearings 
held there November 19-22, 1957. And the witness was Mr. Rose- 
man—R-o-s-e-m-a-n, the Chief—maybe that is not his proper title— 
of the United States Operations Mission in Cambodia. That is the 
man in charge of ICA functions in Cambodia. 

We were talking about the alternate routes 3 and 4, and I made 
this statement——Incidentally, it might be interesting to know that 
the engineer, Mr. Salling, indicated that the survey of Brown and 
Blauvelt took 3 or 4 weeks. Since they started on April 7, Mr. Sal- 
ling indicated that the report was made at the end of that month 
rather than on June 18. So with respect to the June 18 date, I am 
wondering whether that is simply the date that you 
Mr. Kesster. We received the report. 

Mr. Meaper. In Washington? 

Mr. Kesster. That is right. 

Mr. Meaper. But the study had been completed long before that. 
Dr. Moyer. The study, on June 18, that is the day when we received 
full report. I don’t know in this case, but usually they come back 
and review their data and finally—— 

Mr. Meaper. What I would like to ascertain is when they actually 
completed this particular document and delivered it to the Govern- 
ment of Cambodia or the ICA, or both. 
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I don’t mean when it happened to arrive at Washington by slow 
mail; I mean how long did they take, Brown and Blauvelt, to study 
this terrain through the jungles and mountains of southern Cambodia. 

Can we ascertain the date upon which they completed their study 
and presented their document, wherever they presented it, for the first 
time ? 

Mr. Moyer. I think we can. This date is when it was received by 
ICA in ree 

Mr. Meaper. I think that has some bearing upon the thoroughness 
with which the engineers went into the a. involved in the road 
and that is why I think it is important to have it. 

Dr. Moyer. I believe we can ascertain that. (See p. 226.) wh 6 

Mr. Mraper. Now, Mr. Roseman agreed that the difference in dis- 
tance between the two routes is something in the nature of 25 kilo- 
meters and I asked him this question: 

Mr. MeAper. That is not a very substantial difference. Then in view of the 
probable light traffic on Route 4, what is the justification for constructing a new 
highway at the cost of over $20 million? 

Mr. RoseEMAN. You put me under oath and ask me to give you an opinion. 

Mr. Harpy. We realized this would be a matter of opinion. 

Mr. RoseMAN. The principal justification was a political justification. As far 
as the economic justification, in my opinion it is primarily to open this part of the 
country to possible economic development. It is a question of whether the lumber 
and timber resources through which this road will pass after it is completed 
would justify the development of a very substantial trade in lumber and timber 
production. Insofar as the traffic is concerned, the traffic that will start the day 
this road is open is very limited, but we believe there will be exports from the new 
port and we believe new imports will come in. It will save the cost of trans- 


shipment at Singapore and Hong Kong and save the cost of the port authority at 
Saigon. 


Then this next sentence is the one I wanted to emphasize: 


I would not justify this project basically as an economic proposal. If you 
asked me if I would spend $25 million of the taxpayers’ money solely on this 
on economic grounds, I would say “No.” 

Now, I would like our record to show for the benefit of ICA as well 
as the committee the complete information that was available to our 
officials who decided to undertake this expenditure if there was an 
economic study. I would like to have our records show it. And if 
there was no economic study or if there was only a superficial study, 
I would like that also for our record—because I think it is important 
for this committee in reviewing the economy and efficiency of expendi- 
tures in the executive branch of the Government—to have a complete 
record on the basis of which decisions were made. And without that, 
I don’t believe we can make any fair appraisal of the wisdom or foolish- 
ness, or lack of good judgment, in the expenditure of public funds. 

Dr. Moyer. Yes, sir. And I believe these documents were already 
asked for. 

May I just emphasize this, and I feel I must emphasize it, Mr. 
Roseman is our Director, a good one, too, we think. He is making 
that statement on the basis of an economic appraisal as we would see 
it now. 

We must not forget that this decision was made in the first instance 
at the time when there was serious danger of Vietnam falling under 
Communist control, that the Cambodians wanted this as an assured 
port of exit in the event that happened. The whole decision was made 
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in the light not of the kind of situation as exists today but in the light 
of that very difficult 

Mr. Mraper. Now, Dr. Moyer, let me interrupt you there. I have 
read that and I am not minimizing the conditions, I am not minimizing 
the importance of access from the capital to the new port. 

My point is—and I thought I tried to make it plain in testimony 
with Mr. Roseman and my questions to you—that there was access 
from the capital to the port by Route 3, an existing road. Now, it was 
not a limited access highway or anything of the kind that is now 
being constructed through the jungles and swamps and mountains of 
southern Cambodia by the Dougherty firm. But it was a means of ac- 
cess from the port to the capital which, from what I was able to gather 
by observation and from testimony, was pretty adequate for the type of 
transportation that they now have. I mean it doesn’t do any good to 
have an expressway for water buffalo to go over. And the point is that 
we have spent money improving Route 3; there was that means of 
access. So it doesn’t seem to me it is fair or accurate to go on the 
assumption that there was no way at all to get from Phnom Penh to 
this port, because there was an existing road. And in fact spent 
considerable amounts of money improving that existing road. 

Dr. Moyer. But the essential point, Mr. Congressman, was not 
that this road was being built to take care of existing traffic; it was 
being built to take care ofan entirely different type of traffic. 

Mr. Meaper. Now that is the thing I believe we should have in our 
record. Just how much specific facts did the ICA have in the way of 
factual information upon which to base a judgment that there was 
going to be sufficient traffic to justify this rather expensive, modern, 

igh-speed road ? 

If it was just an assumption, then I think our records should show 
that. If you had made studies of estimates of timber or imports 
or exports and the volume of traffic that would go over that road and 
that it would be adequate even to justify maintaining such a modern 
road, I think our records should show that. 

(The following statement was subsequently submitted for the record 
by the International Cooperation Administration :) 





INTERNATIONAL COOPERATION ADMINISTRATION STATEMENT ON ECONOMIC JUSTI- 
FICATIONS FOR THE CAMBODIAN VPortT HIGHWAY 


The following statement is submitted in response to subcommittee chairman, 
Mr. Hardy’s request for the “complete information that was available to our 
officials who decided to undertake this expenditure. If there was an economic 
study, I would like to have our records show it,’ and Congressman Meader’s 
request for the information on which ICA based its “judgment and that there 
was going to be sufficient traffic to justify this rather expensive, modern, high- 
speed road,” including “studies of estimates of timber or imports or exports 
and the volume of traffic that would go over that road * * *.” 

The decision to give support to the construction of this highway in the first 
instance was not based on detailed studies of such matters as the volume of 
traffic and the precise economic benefits expected to result, nor indeed were 
they considered to be the determining factors under the circumstances. As 
brought out in statements already made by witnesses before the committee, the 
determining factors were political, strategic, and economic considerations, jn- 
separably interwoven. There was believed to be great danger that the Com- 
munists who had already gained North Vietnam also would take over South 
Vietnam and deny Cambodia access to world markets over her main 
trade route through Vietnam. To forestall this danger, it was believed nec- 
essary for Cambodia to have a port of its own on the Gulf of Siam for ocean- 
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going vessels and a highway extending from this port into the interior of the 
country to meet the needs of a large volume of foreign trade and military 
traffic. There was no adequate alternative if these needs were to be met. The 
only alternative—the port of Bangkok and the connecting Thai railroad—clearly 
afforded no reliable, long-term solution to Cambodia’s trade and security prob- 
lems, and was not seriously considered. 

In addition, the development of an ocean port in Cambodia, as well as the 
highway necessary to link the port with the capital city, had become an intense 
national desire of the Cambodians and of their Government. which could not 
have been satisfied by denying it. The political consequences to the United 
States of withholding aid for this purpose, especially when the French had 
indicated a willingness to assist, would have been most unfortunate, in these 
early days of Cambodian independence. 

In determining the need and the specifications for the highway under these 
circumstances, the question was necessarily not so much the volume of traffic 
which the road had to accommodate as the kind of traffic expected, for military 
as well as for economic purposes. 

With consideration such as these in the background, the United States Am- 


bassador recommended the expenditure of aid funds for port-highway develop- 
ment by cable. 


(Text of cable deleted for security reasons. ) 


FOA Washington accepted the view of the United States representatives in 
Phnom Penh that political, strategic and economic considerations were com- 
pelling reasons for the United States to provide support to the development of a 
route giving Cambodia direct access to the free world. On March 3, 1955, after 
it had been established that France was finally committed to construction of the 
port, FOA approved a PPA initiating a survey of the highway project. A study 
was then immediately undertaken, prerequisite to reaching decisions as to (a) 
where road construction should take place—i. e., whether Route 3 should be 
reconstructed and extended to reach Kompong Som, or whether the road should 
follow a new route; and (b) the kind of traffic which the road would be ex- 
pected to sustain, which would determine proper specifications for the road. 
To assist in answering these questions, a qualified United States engineering 
firm, Brown & Blauvelt, was engaged to undertake a reconnaissance survey. 

FOA accepted the Brown & Blauvelt recommendation, concurred in by an FOA 
engineer, to construct the road over Route 4. Documents containing these recom- 
mendations are in the committee’s hands. 

Specifications for the road’s construction had to take into account the re- 
quirements for military equipment and for trucks transporting heavy loads of 
goods to and from the port. Brown & Blauvelt commented on the type of traffic 
expected to flow over the proposed highway in its report, submitted in June 1955, 
as follows: 

“Traffic on the national highways at the present time consists mostly of buses 
and trucks, including a considerable number of military trucks of approximately 
8-ton capacity. Prime haulers for long distances are a large number of 10-ton 
2-axle trucks with trailers of a possible 10-ton capacity also.” 

Although the volume of traffic is customarily an important criterion in the 
determination of highway specifications, data were not available in the case of 
the newly proposed Cambodian port highway on which a reliable estimate of 
traffic volume could be based. Brown & Blauvelt summarized the situation in 
their report: “An estimated 200 to 300 vehicles per day use Routes 3 and 4 over 
sections open to traffic. Registration of passenger cars and trucks has nearly 
tripled since 1949. The number of buses and motorcycles has also grown con- 
siderably since that time. There is every indication that vehicles of all kinds 
will increase even more rapidly in the future.” At that time it was possible to 
estimate military traffic which might be expected to use the highway during 
peacetimes. No estimates, of course, could be made of military uses in the event 
of an outbreak of hostilities. With respect to future civilian traffic, the main 
requirements would be governed by the country’s foreign trade and the produce 
resulting from the exploitation of the undeveloped resources of the area to be 
opened by the highway. The traffic needs to arise in the future for the latter 
purpose would depend upon the development of the region, itself dependent on 
many factors, and could not be accurately appraised. With respect to future 
traffic due to foreign trade, information available in Washington did indicate 
that foreign trade at the time would reach an estimated $75 million or more 
annually. 
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The existence of such untapped resources as timber and farmland was a mat- 
ter of common knowledge. The prospect of opening up potential farm and 
timberland to exploitation, as pointed out in another paper submitted to the 
subcommittee, was indeed one of the chief reasons for undertaking construction 
of Route 4 as opposed to Route 3. These resources were noted in the Brown & 
Blauvelt report, page 6: “Route 4 leading southwest from Kampong Speu, 
traverses practically uninhabited areas. Good potential farmland and valu- 
able timber reserves exist here.” Also, on pages 18 and 21, describing certain 
sections of Route 4, the report states, “As disclosed by aerial observation and 
is heavily forested” and “dense growth on this section obscured the ground from 
air photography the terrain is hilly, with elevations up to 150 meters. The area 
is heavily forested” and “dense growth on this section obscured the ground from 
the air * * *.” There was no means of estimating the volume of traffic that 
might develop from exploitation of these resources but a significant amount 
could be reasonably presumed. 

Specifications finally determined by the engineering firm in charge, Michael 
Baker, Jr., Inc., and approved by FOA, Washington, and according to which the 
road is being built are, briefly, these: A roadbed of 39 feet, the paving of which 
is 22.4 feet wide composed of 2-inch bituminous asphaltic concrete hot mix with 
8 inches of crushed stone base; 8-feet hardpacked shoulders to accommodate 
light vehicles (oxecarts, bicycles, ete.). The main roadbed is designed for a 
9,000-pound wheel load. 

In the opinion of the engineers, this road will be capable for some time to 
come of meeting the requirements of the heavy truck traffic expected and of 
weathering the heavy rainfall during the annual 5-month period of monsoon. 

Dr. Moyer. Mr. Congressman, I want to make clear that the deci- 
sion to help with the road was not made first on that kind of criteria. 
It was made on the basis of the need or the believed need for a port in 
Cambodia under the conditions. 

Mr. Harpy. I think I should point out you are not contradicting 
Mr. Roseman at all. Mr. Roseman’s statement was based on a question 
of whether or not it was economically justified and you are simply 
saying the same thing in another way. It was based on political con- 
siderations. It bears on the very question I asked you in the begin- 
ning. 

We haveto hurry along. Iam sorry. 

Mr. Meaper. I don’t want to delay it, but it seems to be difficult to 
get the points covered. 

This expenditure, which now looks like a $26 million expenditure, 
as I understand it, came*from that category of funds under your 
jurisdiction known as defense support funds; is that correct ? 

Dr. Moyer. That is correct. 

Mr. Meaper. Now, can you supply to the committee the reasoning 
which would justify this expenditure as a defense support expendi- 
ture? I mean what connection the building of this road had to do 
with maintaining a certain level of defense activity on the part of 
Cambodia. Does that appear in any document ? 

Dr. Moyer. In general, but not—I don’t think there is any specific 
statement on it. I would be very glad to supply that kind of material 
for the record. 

Mr. Meaper. I would like to know, because as you may know, our 
committee has made a report recently on defense support funds. Since 
this is an example of expenditures from that category of appropria- 
tions, I would like to know what kind of records you keep and what 
kind of process of reasoning you go through to justify the construc- 
tion of this highway out of that kind of appropriated funds. 

Dr. Moyer. We can do that and will be very glad to. 
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(The following statement was subsequently submitted for the record 
by the International Cooperation Administration :) 


INTERNATIONAL COOPERATIVE ADMINISTRATION STATEMENT: THE CAMBODIAN 
Port HIGHWAY AS A PRoJECT UNDER DEFENSE SUPPORT 


The following statement is submitted in response to Congressman Meader’s 
request, made at the subcommittee’s hearing on March 26, 1958, for a state- 
ment of the reasoning gone through in justifying the construction of this high- 
way under defense support. 

During fiscal year 1955, when aid for the Cambodian port highway was first 
provided, and during fiscal year 1956 and fiscal year 1957 as well, the concept 
and definition of “defense support,” as prescribed by the Congress, included all 
economic aid, regardless of its purpose, which the United States provided to a 
country to which it was also furnishing any significant military assistance. 
Since the United States was providing significant military assistance to the 
Cambodian military forces during that period, as well as thereafter, it is quite 
clear that any aid for the port highway was properly classified as “defense 
support.” Under that definition, aid to the port highway would have been 
proper under defense support without a direct or indirect relationship to de- 
fense, if it were justified by other United States objectives in the area. 

However, even under the narrower concept and more restricted definitions 
which have since been applied to defense support we believe that the assistance 
provided in support of the port highway would qualify as defense support, on 
any of the following three alternative bases : 

In the first place, since the amount of defense support aid furnished to 
Cambodia during the period in question was believed to be of the general order 
of magnitude required to assure the kind of military effort desired from Cam- 
bodia, it is our firm conviction that assistance in support of this highway was 
an appropriate, and perhaps the most appropriate, way of providing aid to the 
Cambodian Government designed to achieve that purpose. 

In the second place, it can properly be contended, at least under the circum- 
stances existing at the time it was started and very probably under circum- 
stances as they still exist today, that construction of this port highway was 
an important element in providing the kind of political stability and other basic 
conditions which were necessary in order to enable Cambodia to sustain the 
military effort which was in our mutual interest. From an economic stand- 
point this project will provide ready access to a seaport, encouraging trade, 
and through this and through opening up a new area it will stimulate economic 
development. Should unfavorable circumstances deny Cambodia access to other 
seaports, the highway would be indispensable to the economic life of the coun- 
try. Considered by the Government leaders of Cambodia as of the greatest 
importance to Cambodia’s future as an independent nation, it contributes to 
internal political stability and orientation toward the free world. Together, 
these elements are believed to make this project one of the most useful which 
might have been undertaken in Cambodia, from the standpoint of the purposes 
defense support is intended to serve. 

In the third place, under the conditions existing at the time it was initiated, 
the highway was considered to have military significance, both from a Cam- 
bodian and a United States standpoint. Planned to connect the capital of Cam- 
bodia with an outlet to the sea, it would increase the mobility of Cambodia’s 
armed forces and provide an essential transportation route in the event of 
major hostilities. Although subsequent favorable developments in surrounding 
countries made the military urgency perhaps less compelling than in fiscal year 
1955 when the project was initiated, the highway continues to have military 
value and to bear directly on the effectiveness of Cambodia’s military effort. 


Mr. Harpy. Well, I think we are going to be running short of time 
here pretty soon. 

Now I wanted to get into development of procedures that were fol- 
lowed in this whole matter with respect to handling of these contracts. 
a Mr. Kessler can handle that and we wouldn’t have to have Dr. 

oyer. 

Doctor, we do want you to know how much we appreciate your being 
with us and the clarity of your statements. 





FOREIGN-AID CONSTRUCTION PROJECTS 233 


Dr. Moyer. Thank you. 

Mr. Harpy. But I believe before we pursue this procedural discus- 
sion, it w ould be well to summarize the testimony that was taken Mon- 
day in executive session. And in that connection, I am suggesting to 
the committee that the testimony taken in executive session Monday 
be released after the presentation of the summary which I have had the 
staff prepare. 

(Following the executive session on Monday, the subcommittee mem- 
bers present voted to release that testimony. Mr. Reuss has requested 
that the record show his accord with the action.) 

The subcommittee ordered the hearings to be opened following this 
morning’s session. In view of the fact that we are so close to the end 
of it, lam going to suggest that we cn for a moment and have Mr. 
Bray, of our sta-t, re: ad a summ: vy which he has prepared of the testi- 
mony that was taken, after which we w ‘il make the transcripts available 
for public use. And following this presentation by Mr, Bray, we will 
return, if we have time, to the discussion of the procedures and con- 
tracts specifically. 


Mr. Bray, will you go ahead and read the summary that you 
prepared ? 

Dr. Moyer, you may be excused. 

Dr. Moyer. Thank you. 

(Dr. Moyer was excused. ) 

Mr. Harpy. Mr. Bray. 

Mr. Bray (reading) : 


The CHATRMAN. The subcommittee has been making a study of International 
Cooperation Administration procedures and practices relating to the awarding 
and subsequent supervision of contracts of a “profit” nature. In this connection, 
a case study has bee nn made of the highway ae in Cambodia which connects 
Phnom Penh with the new seaport being constructed at Kompong Som. 

In the course of this study, certain information has been developed which, in 
the opinion of the subcommittee, may be of a type referred to in rule XI, para- 
graph 25 (m) of the Rules of the House of Representatives. Therefore, the evi- 
dence and testimony taken at the beginning day will be received in executive 
Session, 


Jeremiah J. Sullivan (supervisory auditor, New York regional office, General 
Accounting Office) 


1. There are three firms owned by Mr. A. L. Dougherty; these are: 


A. L. Dougherty Co., a sole proprietorship 
A. L. Dougherty Overseas, Inc., an Indiana corporation 
Dougherty Overseas, Inc., a Liberian corporation 


) 


2. Sullivan conducted an examination of records at the New York office of the 
Indiana corporation, having been assigned to do so by GAO at the request of 
the subcommittee. 

3. On July 6, 1956, an agreement between the Royal Government of Cambodia 
and the Indiana corporation authorized the latter to procure certain construction 
equipment, required for the construction of a highway in Cambodia. Procure- 
ment was to be of new equipment only. Although selection of equipment was 
left to the Indiana corporation, which was to actually construct the highway 
with this equipment, a list prepared by the supervising engineer (Michael Baker, 
Jr., Inc.) was included as a guide, and it was required that the engineer was 
to approve detailed specifications prior to any procurement of particular items. 

4. Subsequently, on August 11, 15, and 22, 1956, by letters to ICA, Dougherty 
offered, on behalf of the Indiana corporation, to supply certain items of used 
equipment from stocks held. This correspondence purports that: (a@) This equip- 
ment is essential and urgent for the construction of the highway (although it did 
not appear on the original list) ; (b) that he has been “unable to obtain satisfac- 
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tory deliveries on these particular items of equipment”; (c) that the equipment 
has been rebuilt and will be warranted for 60 days. 

5. On August 28, 1956, and through a letter of September 14, 1956, the procure- 
ment agreement was amended to permit the purchase of 38 items of used equip- 
ment offered by the Indiana corporation, plus 2 new power shovels in Dougherty’s 
possession which he offered at cost. 

6. On October 1, 1956, the Indiana corporation purported to buy these 40 pieces 
of equipment from the sole proprietorship, for a total price of $926,112.85; this 
amount was claimed as reimbursement from ICA and paid over as two checks, in 
the amounts of $835,664.08 and $90,448.77, respectively. 

7. Examination of the check for $835,664.08 shows that it was endorsed over by 
Dougherty, as president of the Indiana corporation, and deposited in the bank 
to the account of the Liberian corporation, which had no contractual relation- 
ship with either ICA or Cambodia, and did not appear as a party in the trans- 
action as reported to ICA. 

8. In claiming reimbursement from ICA, it is necessary to certify whether or 
not commissions have been paid. The Indiana corporation certified that in the 
procurement of this equipment no commission had been paid. 

9. The procurement agreement required the Indiana corporation to solicit 
competitive bids; in addition Dougherty had advised ICA that the particular 
items of equipment he wished to sell were not available. Examination of records 
did not show any evidence that Dougherty had solicited competitive bids for the 
items of equipment comparable to those he offered from his used stock. 


Mr. Harpy. Mr. Bray, I want to interrupt you a moment. 

On No. 8, I believe that it is factual but it should be expressed 
slightly differently. 

The Indiana corporation, in making its certifications with respect to 
procurement of equipment, omitted, left blank, the required state- 
ment as to the payment of commission. 

Mr. Bray. That, sir, is factually correct. There is 

Mr. Harpy. The effect is the same. 

Mr. Bray. The effect isthe same, yes, sir. 

Mr. Harpy. All right, go ahead. 

Mr. Bray. Testimony of— 


Martin Cain (junior auditor, Chicago regional office, General Accounting Office) 

1. Cain conducted an examination of records at the Hammond, Ind., office of the 
sole proprietorship, having been assigned to do so by GAO at the request of the 
subcommittee. 

2. Each of the items of used equipment was traced from the manufacturer, 
through all owners, up to the time of sale to Cambodia. The items of equipment 
had an average age of about 4 years, and the total sales price to Cambodia ex- 
ceeded the sums of the prices at which they had entered the Dougherty complex 
originally, as well as being more than twice as great as the book value at which 
they were held by the Liberian corporation. 

3. The net profit to the Liberian corporation from this equipment sale was 
$482,587.17. This was net after the payment of commissions. 

4. Commissions paid totaled $92,611.28, or 10 percent of the gross profits, ac- 
cording to Dougherty’s records, and were paid as follows: 





ree seer ere Ce oo ise. SB icc eal _ $21, 000. 00 
TS ee ee a ee ae 16, 458. 46 
Se a ee ee oS aid wd Pmnctrncestedees 20, 000. 00 
Ws ee i ae ee te ee Se he eek 3, 152. 82 
PE Se eo ee ee an 23 wii ists) 32, 000. 00 


Harold E. Baumann (certified public accountant, employed as an independent 
accountant by the Dougherty firms ) 

1. Baumann prepares annual consolidated balance sheets for the individual 
companies, to be used in obtaining credit and for bidding purposes; he also 
visits the several offices periodically to inspect bookkeeping operations. Baumann 
has nothing to do with preparing income-tax returns. 

2. About the Liberian corporation, Baumann testified as follows: 
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(a) The New York office of the Indiana corporation is regarded by 
Dougherty’s employees as the office of the Liberian corporation, and as the 
“Cambodian project office.” 

(b) The only bank account in the name of the Liberian corporation is at 
the State Bank of Albany, New York, but Baumann was instructed by 
Dougherty in preparing a balance sheet for the Liberian corporation to in- 
clude the assets and liabilities of the New York office, including a bank 


account maintained at the Chemical Corn Exchange Bank in the name of 

the Indiana corporation. 

3. Baumann was informed by Dougherty, and states it as general knowl- 
edge and belief in the Dougherty offices, that the Liberian corporation has a con- 
tract with Cambodia, although he is aware that ICA deals with the Indiana cor- 
poration as the holder of the contract. 

4. Transfers of equipment among the several Dougherty companies were al- 
ways made at book value, without either gain or loss recognized. 

5. At the time of the sale of used equipment to Cambodia, the Indiana cor- 
poration owned no equipment. 

6. The reference in the corporate records to “10 percent commission,” dis- 
covered by GAO accountants, was made by Baumann, who assumed “com- 
mission’”’ was a proper description; but his conclusion was based upon nota- 
tions made by Doughtery on various checks marking them as “part of 10 percent.” 


W. H. McPheters 


1. Witmae Corp. is owned 50 percent by McPheters, and 50 percent by his 
wife. 

2. Framak Corp. is owned 50 percent by McPheters wife and 50 percent by the 
daughter of A. F. Axelrod. 

3. Witmac Corp. paid $5,486.15 to Miss Martha McPheters (aunt of Mc- 
Pheters), under a contract providing she would be paid for her services in intro- 
ducing Witmac to Dougherty and urging Dougherty to retain the services of 
Witmac in selling his used equipment. McPheters testified that in fact her 
sole services in this connection consisted in showing him an advertisement 
run in a trade publication by one of the Dougherty firms. 

4. May 10, 1956, Witmac was employed by the sole proprietorship under con- 
tract as exclusive selling agent for 6 months for a lot of used equipment owned 
by Dougherty, including the equipment later sold to Cambodia. This contract 
provided a commission of 12% percent if sale made by Witmac, and 7% percent 
if sale made by Dougherty. This contract authorized Witmac to sell at prices not 
less than 60 percent of current factory list prices for corresponding new equip- 
ment. 

5. May 17, 1956, Witmac employed Agencia Industrial C. por A. (a Dominican 
corporation) under contract as exclusive subagent for the Caribbean area and 
South America, except Cuba. Agencia was to bear its own expenses, and Witmac 
(regardless of who actually sold the equipment) was to pay Agencia 50 percent 
of any moneys received from Dougherty after deducting expenses and other com- 
missions. Under this contract, on advice of his attorney, McPheters paid $32,000 
to Agencia after he received a commission from Dougherty. 

6. McPheters invoiced Dougherty (invoice being addressed both to sole pro- 
prietorship and Liberian corporation, at Dougherty’s suggestion) in the amount 
of $69,458.46, being 74% percent of the price at which the used equipment was 
sold to Cambodia. The invoice recites, as the basis for payment, “services for 
advising and directing rebuilding equipment to condition to sell and making 
attempts and offers to sell.” McPheters testified, under interrogation, that he 
had not in fact had anything at all to do with rebuilding or refurbishing of equip- 
ment, that the invoice was to this extent false, and that he did not remember why 
he had phrased it in this way. 

7. The invoice directs that payment be made in three checks, drawn as follows 
(payment was so made) : 
peeatia Taduntrial:'O. p00 At d...c2tccutisnewie ciate dinne mete $32, 000 
Premen WONViCG OOtili i 2.4) cd een tsb eeinlcsh tetanic 21, 000 
Witmae Corp 


8S. The corporate minutes of the Witmac Corp. also refer to the efforts of 
McPheters in “helping Dougherty recondition the equipment”; MePheters testi- 
fied that this was also a false statement, but disclaimed responsibility for what 
appeared in the minutes, although he is president of the corporation and pre- 
sided at the meeting at which this statement was made, allegedly by him. 
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9. McPheters made a verbal agreement with A. F. Axelrod (who was co-owner 
with him of Framak), that, in consideration of Axelrod’s making efforts to sell 
Dougherty’s equipment, Framak and Witmac would share equally any profits that 
might accrue to Witmac. 

10. McPheters testified that the check for $3,152.82, received from Dougherty, 
and identified by Dougherty as “part of 10 percent,” had nothing to do with the 
sale of the equipment, but was “paid to me personally regarding some services 
that I was doing for Mr. Dougherty in attempting to gain a contract for his com- 
pany in Cuba.” The invoice for this payment lists a “consulting fee” of $2,500, 
and “expenses of” of $652.82; McPheters said he could not itemize the latter. 

11. McPheters testified that he carried the $20,000 check from Dougherty to 
Axelrod merely as a convenience, that he had nothing to do with getting Dough- 
erty to issue it, and that he did not know why it was paid. 

12. Examination of the documentary evidence indicates two striking coinci- 
dences, not entirely consistent with the testimony of McPheters: 

(a) The chronology of Dougherty’s checkbook indicates that he drew the 
Framak and Witmac checks (admittedly commissions), the Axelrod check 
and the McPheters check, all on October 27, 1956, and the Agencia check a 
few days later, on November 2, 1956. 

(b) When the Axelrod $20,000 is added to the McPheters $3,152.82 (a 
figure allegedly arrived at by adding a negotiated fee to an actual expenses 
figure of $652.82), the resulting figure is exactly 214 percent of the amount 
received by Dougherty for his used equipment in the sale to Cambodia— 
exact to the penny. 


Martha M. McPheters 

1. Confirmed that she signed a contract with the Witmac Corp. and received 
payment thereunder of $5,486.15. 

2. Confirmed that she had rendered no services under the contract other than 
showing her nephew, W. H. McPheters, an advertisement by Dougherty in an 
engineering magazine (there was no showing that this ad referred in any way 
to equipment sales). 

3. Admitted, after considerable questioning, that she had first met Mr. A. L. 
Dougherty this date, in the committee hearing room, and that she had never 
corresponded with him or talked to him on the telephone. 


Abraham F. Axelrod 

1. Owns 70 percent of a corporation, A. F. Axelrod Co., in which his wife and 
2 daughters each own 10 percent. 

2. A. F. Axelrod Co., invoiced Dougherty (sole proprietorship and Liberian 
corporation both, as McPheters had done) for $20,000, and received payment. 
Invoice was dated October 29, 1956, 2 days after payment was made; Axelrod 
said no invoice was requested until after he had received the check. The 
invoice recites the following basis for payment: “For services for planning, 
advising and devising methods of and arrangements for credit to facilitate pay- 
ments for the procurement and shipment of equipment under A. L. Dougherty 
contracts.” 

3. Under questioning, Axelrod described these services as comprising (@) 
introducing Dougherty at the Chemical Corn Exchange Bank, where Dougherty 
obtained credit, and (b) numerous small services, like filling out forms and 
“following up.” These latter services seem very like what is generally called 
expediting, for which Axelrod had a separate contract with Dougherty, under 
which he was paid some $17,000. 

4. Axelrod states the $20,000 does not represent commission on the sale of 
the used equipment. He states that the only commission on the sale he received 
was his share of the profits of the Framak corporation. 

5. Axelrod had submitted a bid to ICA on a contract to procure the equipment 
for the Cambodia highway. His bid was low, and he thought he was going to 
get the contract, until ICA decided that the construction contractor (Dougherty ) 
should do his own procurement of equipment. When ICA told Axelrod that he 
was not going to get the contract, Hockenberry of ICA told him that ICA would 
recommend to the construction contractor that he give Axelrod the job of “buying 
and expediting” their equipment. Apparently both the expediting contract and 
what Axelrod refers to as the “credit services’ agreement grew out of this 


arrangement. 
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A. Leonard Dougherty 
1. Dougherty was present during all of the foregoing testimony. He was 
asked if he found anything incorrect in the testimony, and he replied that he 


had not. 

2. Dougherty testified that ICA had not known, so far as he was aware, of 
the payment of $90,000 plus in commissions. 

3. Dougherty testified, when asked the basis for the $20,000 payment to 
Axelrod, “Axelrod did about what he testified. He introduced me to the 
Chemical Corn Exchange Bank.” 

4. Dougherty testified that he had mentioned the figure of 10 percent during 
the various conversations he had with McPheters and Axelrod, and that this 
represented the dollar limit set in his own mind as to what he was going to pay 
for these several services. 

5. When asked what the purpose was in setting up the Liberian corporation 
and handling the equipment sale so that the proceeds accrued to that corpora- 
tion, Dougherty replied: “To end up in the 25-percent long-term capital gain 


tax.” 
6. Dougherty also advised that in fact the Cambodian contract has been as- 


signed by the Indiana corporation to the Liberian corporation without the 
knowledge of ICA or the Royal Government of Cambodia. There are contract 
provisions requiring advance written approval for assignment. 

Mr. Harpy. It is after 12 o’clock. The House is in session. I think 
we are going to have to adjourn. 

Now, there is one point at which I think we need to add to the 
summary of the testimony, at least insofar as Mr. Dougherty is con- 
cerned. He did take one exception to the testimony that had been 
presented earlier, which was not touched on in this summary of testi- 
mony, and it had to do with the availability of new equipment in 
which Mr. Dougherty did disagree with testimony which had been 
presented earlier. 

The House is in session. The committee will stand adjourned to 
reconvene in this room at 2o0’clock. 

(Whereupon, at 12:09 p. m., the hearing was recessed, to reconvene 
at 2 p.m.) 

AFTERNOON SESSION 


Mr. Harpy. The subcommittee will come to order. 

Mr. Graham. 

(Whereupon, Mr. Donald H. Graham was duly sworn by Mr. 
Hardy.) 


TESTIMONY OF DONALD H. GRAHAM, VICE PRESIDENT, MICHAEL 
BAKER, JR., INC. 


Mr. Reppan. Please give the reporter your full name and address, 
please. 

Mr. Granam. Donald H. Graham, 733 Sixth Street, Beaver, Pa. 

Mr. Reppan. Where are you employed, Mr. Graham ? 

Mr. Granam. Michael Baker, Jr., Inc. 

Mr. Reppan. In what capacity, sir? 

Mr. Granam. Vice president in charge of our overseas division. 

Mr. Reppan. And where are Michael Baker’s offices ? 

Mr. GraHam. Rochester, Pa. 

Mr. Reppan. And you are represented here by counsel today ? 

Mr. Granam. Yes,Iam. Mr. John Ray. 
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Mr. Harpy. Mr. Graham, have you had made available to you a 
copy of the subcommittee rules? If you have not, let’s give him a 
copy now. 

Mr. Reppan. Will you give the reporter Mr. Ray’s address, please? 

Mr. Ray. 640 Fourth Street, Beaver, Pa. 

Mr. Reppan. Now, Mr. Graham, I show you a Thermofax copy of a 
letter dated August 31, , 1956, and ask you 

Mr. Harpy. Let me interrupt a minute. Mr. Graham, I want to 
hand you a copy of the House rules and the rules of the Government 
Operations Committee as they pertain to the operation of this sub- 
committee, just for your reference, and maybe Mr. Ray would want to 
familiarize himself with them, if he has not already done it. 

Allright, Mr. Reddan. Go ahead. 

Mr. Reppan. Did you receive the original of that, or have you seen 
the original of that letter? 

Mr. Granam. Yes. 

Mr. Reppan. And what is that letter ? 

Mr. GrauHam. This is a letter from ICA asking us to inspect a 
certain list of used equipment owned by A. L. Dougherty Corp., 
which they were considering purchasing for the C ‘’ambodian highway. 

Mr. Reppan. Mr. Chairman, may we receive in the record this 
letter as exhibit No. 23, a letter of August 31, 1956, to Michael Baker ? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 23, and follows :) 





ExHIBIT 23—LETTER (AIRMAIL SPECIAL) FrRoM H. H. DREANY, CHIEF, INDUSTRIAL 
PROCUREMENT DIVISION, INTERNATIONAL COOPERATIONS ADMINISTRATION, TO 
MICHAEL BAKER, JR., INC., AUGUST 31, 1956 

Aveust 31, 1956. 

MICHAEL BAKER, JR. INC., 

Baker Building, 
Rochester, Pa. 


YENTLEMEN: This is to authorize you, in accordance with the terms of your 
contract with the Government of Cambodia, to inspect certain rehabilitated 
and new equipment which is being considered for purchase and use on the 
Phom Penh Cambodia Highway. 

In conversation with Messrs. Bonner and Hockenberry on August 29th you 
affirmed the statement that your company considers this work as part of your 
responsibilities under the contract and that no additional fee is to be paid for 
these services. Of course, salaries, transportation and subsistence costs will 
be defrayed as provided for in the contract. 

We have recently concluded a Supplemental Letter of Agreement with A. L. 
Dougherty Overseas, Inc., which we hope will permit them to take most of the 
necessary initial steps to start full-scale operations some time during the latter 
part of October. These steps provide among other things for delivery of prac- 
tically all of the remaining essential construction equipment and the sending 
of 30 men to Cambodia not later than September 20, 1956, to direct the con- 
struction of camp facilities, to develop methods of handling and servicing the 
equipment on order, and to perform certain clearing operations. 

Under the first Letter Agreement dated July 6, 1956, as you know, they were 
authorized to purchase the long lead items of construction equipment. This 
equipment is to be shipped out of New York some time early in September. In 
obtaining proposals from the machinery manufacturers, they have determined 
that practically all of the equipment required for full-scale operation can be 
obtained in time, except for certain essential items which unfortunately make 
up the hard core of the heavy earth-moving machinery. They have called this 
fact to our attention and after considerable discussion with them, we have 
determined that our only recourse is to investigate the equipment available in 
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the yards of the contractor, A. L. Dougherty Company, The equipment we have 
in mind is as follows: 
Rebuilt and Guaranteed Equipment 


15 Ea. 13-17 cu. yd. Bottom Dump Euclid Barth Movers 

9 Ea. 18-23 cu. yd. Euclid Pneumatic Tired Earth Moving Scrapers 
4 Ea. No. 12 Caterpillar Motor Graders 

10 Ea. D-18 Caterpillar Tractors with Dozers 


New Equipment 
2 Ea. 2% cu. yd. 80-D Northwest Shovels 


Mr. A. L. Dougherty states that present bids from manufacturers or suppliers 
on the above equipment call for delivery in mid-1957, which is entirely too late 
to be of any use to this year’s construction program in Cambodia. 

The contractor is offering the Euclid bottom dumps, the Euclid scrapers, and 
the No. 12 meter graders at 65 percent of present list price and at 70 percent 
of present list price for the D-6 tractors. In the case of the new Northwest 
shovels, they are asking for current list or replacement cost, whichever is less, 
since they are new items of equipment. 

In the case of the used equipment, contractor offers a new equipment guar- 
antee of 60 days against defective workmanship; and in case of latent 
defects in engines, transmissions, or differentials, contractor will make repairs 
without cost to the Government. They also propose to provide two spare engines, 
two spare transmissions, and rebulding kits for the differentials at no cost to 
the Government during the guarantee period, but expect that what equipment 
has not been used at the end of the guarantee period will be purchased by the 
Government at 75 percent of factory list price. 

In view of the fact that such satisfactory progress is being made in contract 
negotiations so we can possibly expect full-scale construction by the end of 
October and, since the above-mentioned equipment is unobtainable until after 
the end of the construction season in 1957, we are of the opinion that we should 
purchase this available equipment for the Phnom Penh job, provided that (1) you 
are satisfied that the equipment is in satisfactory operating condition and that 
it represents the kind of equipment essential to the construction operation; and 
(2) that the offering price is fair and reasonable at standard market value. 

Some of this equipment is located in Chicago and the remainder in Albany, 
New York. By calling A. L. Dougherty at 420 Lexington Avenue, New York, 
New York. (Murray Hill 4-5317), they will be only too willing to make all the 
arrangements for you to visit their yards. We hope you can arrange to make 
the inspection at the earliest possible time, because if the equipment is found 
satisfactory, we will move it out on one of the first ships traveling to Cambodia. 

Please submit your report as soon as possible. 

Sincerely yours, 
H. H. Dreany, 
Chief, Industrial Procurement Division. 


Mr. Reppan. Mr. Graham, this letter listed certain equipment which 
you were to inspect at Albany and at—— 

Mr. Granam. Chicago. 

Mr. Reppan. Hammond, Ind.; is that right, sir? 

Mr. Granam. Well, I do not know that it was Hammond, but Chi- 
cago, for all intents and purposes. 

Mr. Reppan. Yes. And the letter lists the equipment by types, and 
I read at the bottom of page 1: 

Rebuilt and guaranteed equipment: 15 each, 13-17 cubic yard bottom dump 
Euclid earth movers; 9 each, 18-23 cubic yard Euclid pneumatic tired earth- 
moving scrapers; 4 each, No. 12 Caterpillar motor graders; 10 each, D-S Cater- 
pillar tractors with dozers. 


24700—58—pt. 117 
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And then under that: 
New equipment : 2 each, 244 cubic yard 80-D Northwest shovels. 


Now, did you examine that equipment, sir ? 

Mr. Grauam. Yes, sir; that that was available. 

Mr. Reppan. What is that, sir? 

Mr. Granam. That that was available. 

Mr. Reppan. Do you know how much was available? 

Mr. Granam. There were a couple of pieces of equipment that were 
supposed to be in Albany that were not in the yard. 

Mr. Reppan. I show you the records that you delivered to the com- 
mittee yesterday, and perhaps you could tell us from there what pieces 
you did not inspect. 

Mr. Granam. There was a D-8 Caterpillar tractor supposedly at 
Albany. This tractor was rebuilt by the United States Jerry. It 
was completed but had not yet been returned to the yard. 

Mr. Reppan. Now, did you see that tractor ? 

Mr. Grauam. I did not. 

Mr. Reppan. What was the serial number of that tractor ? 

Mr. Granam. 2—-U-19502. 

Mr. Reppan. All right, sir. 

Is there anything else? Any other equipment there that you did 
not examine ? 

Mr. Grauam. There was another D-8 tractor that they were re- 
building, but it had not been completed when we were there. 

Mr. Reppan. What was the number of that one, sir ? 

Mr. Granam. 2—U-16705. 

Mr. Reppan. Now, I would like to call your attention to page 2 of 
exhibit 23, the third complete paragraph on that page, which reads 
as follows: 

In view of the fact that such satisfactory progress is being made in contract 
negotiations so we can possibly expect full-scale construction by the end of Oc- 
tober, and since the above-mentioned equipment is unobtainable until after the 
end of the construction season in 1957, we are of the opinion that we should pur- 
chase this available equipment for the Phnom Penh job provided that (1) you 
are satisfied that the equipment is in satisfactory operating condition and that 
it represents the kind of equipment essential to the construction operation; and 
(2) that the offering price is fair and reasonable at standard market value. 

Now did you satisfy yourself that the equipment was in satisfactory 
operating condition ? 

Mr. Granam. Well, with the exception of those two pieces, I was 
satisfied that under proper maintenance that was the kind and that 
equipment was usable. 

Mr. Reppan. But my question was: Did you satisfy yourself that it 
was in satisfactory operating condition ? 

Mr. Granam. Yes. 

Mr. Reppan. And what inspection did you make, or what tests did 
you put the machinery through to satisfy yourself as to that ? 

Mr. Granam. When we got to Chicago—there were two of us made 
this inspection. When we got to Chicago, all of the equipment for sale 
at that point was lined up and every motor was running when we got 
there. We made a superficial inspection of all of the outward parts, 
which you could make with a piece of equipment standing on a lot. 

We observed the motor running, tried to iaterve whether there was 
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any undue oil burning—those visual inspections that you can make 
when a piece of equipment sits on a lot. 

In Albany, N. Y., they had several pieces of equipment. None of 
it was running when we got there, but they started them up, those that 
were—excepting those two. Then we did the same there. 

Mr. Reppan. Did you move any of the equipment? 

Mr. Granam. Any one of the pieces of the equipment that was run- 
ning, periodically, I would say. “How about racing the motors, on 
this piece of equipment, or that piece of equipment?” Two or three 
of the pieces of equipment, I actually had them pull them forward in 
the yard and back them up. 

Mr. Reppan. Do you remember what equipment that was? 

Mr. Granam. No. No; because I was trying to observe whether the 
lot was meeting the requirements that we were after. 

Mr. Reppan. Were you not asked to inspect individual pieces, sir? 

Mr. Granam. Well, we—I had inspected—superficial inspection of 
each piece of equipment. 

Mr. Reppan. Now did you thereafter submit a report to ICA of your 
inspection ? 

Mr. Grauam. I did. 

Mr. Reppan. I show you a thermofax copy of a letter dated Sep- 
tember 7, 1956, and ask you if that is a copy of the letter which you 
sent them ? 

Mr. GrauaM. This is. 

Mr. Reppan. That is a copy, sir? 

Mr. Granam. Yes. 

Mr. Reppan. This is a letter dated September 7 ,1956, addressed to 
the International Cooperation Administration, Washington, D. C., 
attention Mr. H. H. Dreany, Chief, Industrial Procurement Division, 
and signed Michael Baker, Jr., Inc., by Donald H. Graham, vice presi- 
dent, overseas division. 

Mr. Chairman, may we have this admitted in the record as exhibit 
No. 24, sir? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
24 and follows :) 


Exuisit 24—LetTtTer From Don H. GRAHAM, VICE PRESIDENT, OVERSEAS DIVISION, 
MICHAEL BAKER, JR., INc., TO H. H. DREANY, SEPTEMBER 7, 1956 


MICHAEL BAKER, JR., ING., 
Rochester, Pa., September 7, 1956. 
INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington 25, D.C. 
(Attention of Mr. H. H. Dreany, Chief, Industrial Procurement Division.) 

GENTLEMEN: We have inspected the used equipment (reconditioned) and the 
two new shovels in the yards of A. L. Dougherty Overseas, Incorporated, at 
Chicago, Illinois and Albany, New York, pursuant to the authority of your letter 
of August 31. 

In making this inspection we have accepted your statements to the effect that 
you recognize, because of scarcity of new equipment, that you have no other re- 
course than to consider used, reconditioned equipment. 
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Accordingly, our inspection included the following equipment: 


Rebuilt and Guaranteed Equipment 


15 Ea. 13-17 cu. yd. Bottom Dump Euclid Earth Movers 
9 Ea. 18-23 cu. yd. Euclid Pneumatic Tired Earth Moving Scrapers 
4 Ea. No. 12 Caterpillar Motor Graders 

10 Ea. D-8 Caterpillar Tractors with Dozers 


New Equipment 


2 Ka. 2% cu. yd. 80-D Northwest Shovels 


The above equipment which Dougherty is offering generally, has had two or 
more years of usage, has been recently reconditioned, satisfactorily, and thus 
should allow long continued use under normal maintenance and repair. The 
shovels are new. We have individually inspected each piece. 

The mechanical parts, engines, transmissions, hydraulic systems, electrical 
and feed lines, cables, belts, hoses and visible parts, seemingly are in satisfactory 
condition. The motors sound in good condition and show no excessive burning 
of oil. We are advised clutches and unseen wearing parts are also in good 
condition. 

The physical appearance of the overall condition of each piece of the used 
equipment shows the normal use of two or more years usage, of wear and body 
dents and weld repairs. Each piece of equipment has been newly repainted. 
There is some breakage of cab and windshield glass. Dougherty representatives, 
at our suggestion, will send additional replacement glass to make these repairs 
after the equipment has arrived in Cambodia. It does not seem feasible to in- 
sist on repair to these broken windows prior to shipment, because of possible 
breakage in shipment. Certain operators seats are in need of upholstering or 
replacement. Dougherty will likewise attend to this. 

Tires on the pneumatic mounted equipment (all except D-8’s and shovels) 
generally indicate 75 to 80 percent of rubber remaining (24-ply tires) show- 
ing normal cuts of tread usually existent on this type of equipment where 
it has been used on earth and rock fill. During the course of construction of 
the Cambodia Highway, it is believed that if this equipment is accepted as 
now tired, there will be need for tire replacement by as much as 20 to 25 percent. 

Mr. A. L. Dougherty, on our further suggestion, will replace a few certain 
tires which we believe are not acceptable as is, and will replace such tires with 
other used or recapped tires. He will also move certain tires to place them in 
balance with tires of equal tread on opposite wheels. This is particularly true 
on the drive wheels of the Bottom Dumps. 

We considered in this physical review of this equipment the need of further 
discussing their condition with a factory representative or the local distribu- 
tor agent. We felt that such representation would not necessarily give us any 
facts that were not being made available to us by the Dougherty people. We are 
satisfied that the type of review we were able to give was as complete as could 
be made, without actually watching this equipment in construction use over a 
period of time. This, of course, was impossible. 

We believe that the offer of the Dougherty people to sell the Euclid Bottom 
Dumps, the Euclid Scrapers and the No. 12 Motor Graders at 65 percent of the 
present list and the D-%8’s at 70 percent of list price is reasonable. We are of 
the opinion that this amount of used equipment of equal quality probably could 
not be had from any other one source and be made available for immediate 
delivery, at any lesser price. The pricing formula for the two Northwest 
Shovels is also reasonable and fair. 

We further believe that the Contractor’s offer of new equipment guarantee is 
acceptable. However, a 90 day guarantee would be more applicable, because 
a good portion of this equipment may not be placed in full operation within the 
first 60 days after its arrival at the site. 

In your letter dated August 31 the last sentence of paragraph three, page two 
is misleading. It states, “but would expect that what equipment has not been 
used at the end of the guarantee period will be purchased by the Government 
at 75 percent of factory list price.” 

We believe the word “parts” should be substituted for the word “equipment”. 
The intent is that what parts in the way of engines, transmissions, differentials 
and final drive rebuild kits are not used during the guarantee period will then be 
purchased by Government at 75 percent of list price. This is reasonable. 
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Mr. A. L. Dougherty has made available to us two letters from the Patten 
Tractor and Equipment Company at Hammond, Indiana, the authorized cater- 
pillar distributor for that area showing price quotations of current pricing for 
PD-8’s and No. 12 motor graders. He has also handed us two letters from Gil 
Boers Equipment Company the authorized representative of Euclid equipment 
listing current prices for the 71 FDT Euclid Bottom Dumps and the TDT 18/23 
cubie yard scrapers, and their appraisal value of this equipment. We believe 
the context of these letters are reasonable facts. 

Accordingly, in the summary of our review we wish to state that we are satisfied 
that this equipment being offered is in satisfactory operating condition. We 
believe it represents the kind of equipment essential to the construction operation 
program for the Cambodian Highway and the offered price is fair and reasonable 
at standard market value. 

We would have liked, as originally agreed, that all equipment being sent out 
for this program could have been new equipment, but because of non-availability 
of this type of earth moving machinery, we accept your decision for consideration 
of used equipment. 

We trust that the contents of this letter meets the requirements of your letter 
of August 31 and that you will be able to continue hastening the physical man- 
ning and equipping of the program of road work in Cambodia by the early 
arrival of the A. L. Dougherty Company. 

Sincerely yours, 
MICHAEL BAKER, JR., INC. 
Don H. GRAHAM, 
Vice President, Overseas Division. 

Mr. Reppan. On the first page of this letter, Mr. Graham, in the 

middle of the page, it says: 


Accordingly, our inspection included the following equipment— 


and then you list all of the equipment which is referred to in the ICA 
letter. Is that correct, sir? 

Mr. Grauam. Yes, sir. 

Mr. Reppan. Now, there are no serial numbers given for that equip- 
ment, are there ? 

Mr. Grauam. Not in that letter; no, sir. 

Mr. Reppan. There were none in ICA’s letter to you? 

Mr. Granam. No, sir. 

Mr. Reppan. Incidentally, did you inspect all the machinery in the 
yard? Did he have other machinery there ? 

Mr. Granam. There was an extra bottom dump Eue in Albany, 
N. Y., and the mechanic said he didn’t know which of those 2 was 
going to be selected, so I just looked at the 2. 

Mr. Reppan. In other words, you did not need the serial numbers 
for the inspections up there ? 

Mr. Granam. No. 

Mr. Reppan. You just inspected everything in the yard? 

Mr. Granam. As far as that goes, there was no—no one asked for 
serial numbers. 

Mr. Reppan. I was wondering how you would know what ma- 
chinery to inspect. 

Mr. Granam. It was all lined up in Chicago, and I was told, 
“There is the equipment.” 

Mr. Reppan. Now, it says: 

Accordingly, our inspection included the following equipment— 
and then it lists it all, including ten D-8 Caterpillar tractors with 
dozers. 


Now, I understand from your testimony that two of those were not 
inspected by you. 


_  ————————————— 
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Mr. Grawam. That is correct. 
Mr. Reppan. The paragraph next to the bottom of the page says: 


The above equipment which Dougherty is offering generally has had 2 or more 
years of usage, has recently been reconditioned, satisfactorily, and thus should 
allow long, continued use under normal maintenance and repair. 


Where did you get the age of that equipment? How did you de- 
termine that? 

Mr. Granam. Just from observation. 

Mr. Reppan. Did Mr. Dougherty tell you how old it was? 

Mr. Granam. In conversation with Mr. Dougherty he also led me 
to believe that he was verifying that fact. 

Mr. Reppan. Now, were you here on Monday when the General 
Accounting witnesses testified as to the age of that equipment ? 

Mr. Granam. This Monday ? 

Mr. Reppan. Yes, sir. 

Mr. Granam. No. 

Mr. Reppan. Well, at that time they testified that by checking the 
serial numbers they found that this equipment averaged more ‘than 
4 years old, and I was just wondering how you arrived at the 2 or 
more years. 

Mr. Granam. Just from general observation. 

Mr. Reppan. Now, you say it has recently been conditioned satis- 
factorily. How did you arrive at that conclusion ? 

Mr. Granam. Well, the majority of this equipment was in Chicago. 
I was quite satisfied with what I could see from the visual observa- 
tion, and listening to the motors, that that equipme nt under continued 
maintenance would be satisfactory to perform the job to be at hand. 

When I got to Albany, N. Y.—I was under the impression, first of 
all, at Chicago, that everything was being done, and I still am, in 
good faith. And when I got to Albany and the mechanic—who was 
the same type of individual that-I had talked with in Chicago, and I 
quizzed them quite a 7 -I accepted some of the statements that he 
made to me. And so I assumed that those would be put in—those 
two that I did not ge Si see; the one was lying there in parts—-would 
be put in that coat, in usable condition. 

Mr. Reppan. How did you make your determination as to, say, the 
clutches and the transmissions, the differentials ? 

Mr. Granam. I had to rely on the information given to me by the 
mechanics and by Mr. Dougherty. 

Mr. Reppan. Did you ask Mr. Dougherty for any records, any 
maintenance sheets, any maintenance records 

Mr. Granam. I recall making a statement that unless we would see 
this equipment in actual construction uses or had information as to 
how it had been put to use over a period of time, it would be impossible 
to determine all of the details. 

I might add this: In my conversation with Mr. Dougherty I em- 
phasized this fact several times: 

You are the construction contractor. You are going to be responsible for the 
construction of this road. I would think that you would not want to sell any 
equipment that you didn’t know had a use value and could perform the job. 

Mr. Harpy. Well, of course, that would be especially true if a con- 
tractor were working on a fixed-price contract. Where you are work- 
ing on an open-end contract, it is not quite as important, is it? 
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Mr. GraHam. His name was the one behind the finished product 
of this road. 

Mr. Reppan. Yes, but, Mr. Graham, the name of Michael Baker was 
behind the—— 

Mr. Granam. As the engineer. 

Mr. Reppan. The inspection. 

Mr. Granam. Inspection of the construction of the highway ? 

Mr. Reppan. No, the equipment I am talking about now. 

Mr. Grawnam. Oh. 

Mr. Reppan. The equipment. Because ICA said they were going 
to buy this, prov iding you, Michael Baker, were satisfied that the 
equipment was in satisf: wctory operating condition. They were de- 
pending upon you. They were relying | upon you to determine that 
before they spent the money. 

Mr. Grauam. Yes. 

Mr. Meaper. Mr. Chairman, could I ask a question on this observa- 
tion? Is it Mr. Graham ? 

Mr. Granam. Graham. 

Mr. Meaper. This observation that Mr. Graham made about Mr. 
Dougherty going to have to use this equipment that he sold to him- 
self, and he would have every incentive for being sure that it was 
good if he wanted to build a road with it. If that were a valid con- 
sideration, then there would not be any requirement that engineers 
inspect it at all, would there? 

Mr. Harpy. Does it sound like a reasonable observation, Mr. 
Graham ? 

I don’t believe he wants to respond to that, Mr. Meader. 

Well, I think the answer to that one is self-evident. 

Mr. Meaper. I would like to ask, Mr. Graham, did that considera- 
tion which you voluntarily suggested to the committee enter into the 
thoroughness with which you conducted your inspection ? 

Did you make a less penetrating inspection or a more superficial 
inspection than you would have otherwise ? 

Mr. Granam. I was 

Mr. Meaper. Relying w upon the fact Mr. Dougherty not only was 
procuring the equipment, but also was going to have to use that 
equipment ? 

Mr. Granam. I was not influenced one bit in my own determination 
of satisfaction that that equipment under proper maintenance would 
be satisfactory to perform the job. 

Mr. Mreaper. And so you want your testimony to stand that you 
gave just as thorough an examination and i inspec tion to the equipment 
as if Mr.——. 

Mr. Granam. Dougherty had not been 

Mr. Meaper. If Mr. Dougherty had not been the contractor that was 
going to use it? 

Mr. Granam. Yes. 

Mr. Brownson. We keep talking about Mr. Dougherty (Doc-herty). 
Do you mean Mr. Dougherty (Dor- herty) ? 

Mr. Harpy. It depends on how you pronounce it. 

Mr. Dovauerry. It’s pronounced Dougherty (Dor-herty). 

Mr. Granam. Mr. A. L. Dougherty—whatever it is. 
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Mr. Harpy. I am a little bit disturbed about this superficial exami- 
nation. If that is the only kind of inspection that an engineer ordi- 
narily makes of construction equipment, I am disappointed. 

Mr. GranAm. The letter that was introduced here summarizing the 
inspection, I think emphasizes what we did. 

Mr. Harpy. Well, that may be. Is that a normal type of inspection 
for this kind of equipment, to determine whether or not it is really 
going to perform a job? 

Mr. GranaM. Actually, because of the speed in getting this equip- 
ment underway, we were called and asked if we would make this in- 
spection in a hurry, and we immediately went out and made it. 

Now, the only kind of an inspection you could make when equipment 
is sitting in a lot is a visual observation. 

Mr. Harpy. Would you want to buy a million dollars’ worth of 
equipment based on having your knowledge of its condition confined 
to that kind of inspection, ‘if you were buying with your own money ? 

Mr. Granam. You buy an automobile that way, a used car. 

Mr. Harpy. I don’t believe you do, quite. And, as a matter of fact, 
you are dealing with this construction equipment. It is a little bit 
different from ‘buying an automobile. At least you get in and drive 
it, don’t you ? 

Mr. Brownson. Mr. Chairman, did they actually move any of this 
equipment anywhere, to find out whether it would move under its own 
power ? 

Mr. Granam. Just forward or back, a few of them. 

Mr. Harpy. I understood you to say you picked out a few pieces. 

Mr. Granam. Yes. 

Mr. Brownson. With no load at all? 

Mr. Granam. No; there were not. 

Mr. Brownson. Not pushing or pulling anything ? 

Mr. Granam. All empty. 

Mr. Knox. Mr. Chairman, will you yield for one question ? 

Mr. Harpy. Yes. 

Mr. Knox. Mr. Graham, is it not the normal policy, when an indi- 
vidual or a corporation or municipal body is about to purchase equip- 
ment, that the distributor who is the sales representative of that equip- 
ment gives them a demonstration of the equipment ? 

Mr. Granam. Well, the owner was A. L. Dougherty Co. He was 
the demonstrator. 

Mr. Harpy. And he was going to buy it from himself? 

Mr. Granam. No; the Government w as going to buy it. 

Mr. Harpy. I understand; but he was going to buy it from himself 
on behalf of the Government. 

Mr. Knox. You were the responsible party, were you not, under 
the contract, to make the inspection ? 

Mr. Granam. Under the charge of that letter. 

Mr. Knox. And report back to ICA as to its physical condition ? 

Mr. Grawam. Under the charge of that letter; yes. 

Mr. Knox. Of the equipment ? 

Mr. Granam. Yes. 

Mr. Knox. Well, I certainly have some knowledge of sales of equip- 
ment because I’ve been in the business. And we never sold any equip- 
ment unless we put on a demonstration. 

Mr. Granam. Unless what? 
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Mr. Kwox. Either used or new equipment. New equipment also 
had to go out and stand its test, to determine if it was the right and 
proper kind of equipment, and as to its maneuverability in order to 
do a job. 

Mr. Brownson. Mr. Chairman 

Mr. Harpy. Did you finish ? 

Mr. Kwox. I finished. 

Mr. Brownson. May I ask, Mr. Graham, how much you charged 
for making this inspection of this equipment ? 

Mr. Grawam. As far as I know, only the transportation out to 
Chicago from Rochester and back. 

Mr. Brownson. And may I ask how long the inspection actually 
took ? 

Mr. Granam. One day in Chicago and one day in Albany. 

Mr. Brownson. No; now I am talking about how much time you 
actually spent at the lot looking at this equipment, not your overall 
as ag 7 ROI 

Mr. Granam. Two or three hours, I would say. 

Mr. Brownson. That reminds me of the inspection they gave us 
before we went overseas in World War II. The dentist rode by on 
a bicycle to see if we had teeth. 

Mr. Meaver. Mr. Chairman, might I ask: Mr. Graham, at the time 
you made this inspection, were you aware that the machinery was 
owned by Mr. Dougherty and he was doing the procurement of it for 
the Cambodian Government ? 

Mr. Granam. All I knew was what was in that letter, and what 
Mr. Dougherty said to me, that it was owned by A. L. Dougherty. 
The Dougherty people were putting this up for sale. 

Mr. on You knew he was the seller of the machinery ? 

Mr. Granam. As far as I knew, he owned the machinery. 

Mr. Meaper. Did you know he was also the procurement official for 
the Cambodian Government, to buy the machinery ? 

Mr. Granam. I had seen—— 

Mr. Meaper. Did you know he was on both ends of the transaction ? 

Mr. Granam. I had seen a letter of commitment issued by ICA, 
authorizing him to buy a list of equipment. 

Mr. Mraper. So you knew he was on both ends of the transaction. 
Did that have any bearing upon the thoroughness with which you 
made this inspection ? 

Mr. Granam. As I said, I may have been somewhat influenced, 
but with a knowledge that he was going to be the contractor respon- 
sible to construct this road. 

Mr. Meaper. In other words, if that fact had any bearing upon the 
thoroughness of your inspection, it tended to m: ike you less thorough 
because you knew he was going to be the contractor who had to use it ? 
Is th: a correct ? 

Mr. Granam. Yes. 

Mr. Mreaper. Were you aware of the provision that the guaranty 
of condition was for 60 days after delivery to Cambodia ? 

Mr. Granam. Yes, I was; and my letter made a statement about 
that. I recommended that be extended over 60 days. 

Mr. Meaper. You recommended it to be longer than 60 days? 

Mr. Grawam. Yes. 
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Mr. Meaper. How long did you recommend ? 

Mr. Granam. I said at least 90 days. 

Mr. Harpy. Did you make any recommendation as to who would 
make a determination as to whether the machinery did conform to 
what it was supposed to be? In other words, who was going to deter- 
mine when the machinery didn’t meet specifications, or broke down ? 

Mr. Granam. I don’t know. I presumed the United States Opera- 
tions Mission in Cambodia—the Government representative. 

Mr. Harpy. In this particular case the contractor had sold the 
machinery to the Government for use by him. 

Mr. GraHam. Yes. 

Mr. Harpy. And he would be the man normally that would make 
a determination as to whether or not it broke down, or whether there 
was anything due under the guaranty, wouldn’t he? 

Mr. Grauam. There is the United States Operations Mission and I 
thought that that was one of their responsibilities. 

Mr. Harpy. Well, did Michael Baker Co. have any responsibility 
with respect to machinery after it was on the job. 

Mr. Granam. No, sir. 

Mr. Harpy. Only before it was bought ? 

Mr. Granam. Just this particular business. 

Mr. Harpy. Go ahead. 

Mr. Brownson. Mr. Chairman, he mentioned the United States Op- 
erations Mission. ‘That is essentially whose agent he was in this par- 
ticular 

Mr. Harpy. In the procurement. In the discussion for procure- 
ment you were the agent for the ICA, were you not? 

Mr. Granam. We were a private corporation asked to do certain 
things. 

Mr. Harpy. That’s right. 

Mr. Brownson. You were paid for doing these things ? 

Mr. Granam. Yes. 

Mr. Brownson. Then you were their agent, in their employ, sent 
out with a responsibility indicated in that letter. 

Mr. Granam. ICA, not the United States mission. 

Mr. Harpy. Well, the United States Operations Mission is a branch 
of ICA, which I presume you knew. 

Mr. GranaM. ny it’s right. 

Mr. Brownson. Can I just ask him one question to fold this thing 
up? a sume’ 

Mr. GraHam. Yes, sir. 

Mr. Brownson. Would you have bought this equipment for your 
own company on the basis of the inspection you made that day in 
Chicago? 

Mr. GRAHAM. Yes, sir. 

Mr. Brownson. You would put your own money in it ? 

Mr. Granam. Yes, sir. I was satisfied that that equipment, if it 
were maintained, would perform the service of this construction 
project. 

Mr. Brownson. Now, do you mean if it were maintained, or if it 
were brought into shape ? 

Mr. GrauAm. Brought up into shape and maintained. 
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Mr. Brownson. In other words, you are not talking about the equip- 
ment as it sat in the field that day. When you put in those words “if 
it were maintained,” you imply that is if it were brought up into first- 
class condition ? 

Mr. Gran. Not necessarily. In any piece of construction equip- 
ment you can break it in the first half hee or the first few minutes 
of operation. 

Mr. Brownson. Obviously. But we are not talking about that. 
What we are talking about is whether, when delivered on that road 
job, that equipment was going to be able to function. 

Mr. Grauam. Yes, sir. 

Mr. Brownson. So, when you put the words, “when maintained” 
in there, you are not talking about the machine ‘functioning immedi- 
ately w hen br ought on the job? You are talking about the functions 
over a period of time. Would that equipment have operated without 
any repairs or replacement parts or anything else if it had been 
shipped directly from the lot where you saw it over to Cambodia and 
put into operation ? 

Mr. Granam. I assumed that it would, and that is the reason I 
made that statement. 

Mr. Harpy. You assumed it would ? 

Mr. Granam. Well, I made the statement in the letter. 

Mr. Meaper. Mr. Chairman, in Mr. Brownson’s question which Mr. 
Graham answered affirmatively that he would have bought it, there 
was nothing said about price. Mr. Graham, I can understand you 
might have bought almost anything, provided the price was right. 
I mean, you could buy it for se rap, or you could buy it knowing you 
would have to add some money to it in parts and repair before it was 
usable. But would you have bought it at the price that was paid 
for it by the Cambodian Gov ernment? That is the point. For your 
own company. 

Mr. Grauam. I never knew what the price was until this morning 
when I heard it read right here. I never knew whether Dougherty 
had ever been paid for that equipment. 

Mr. Meaprer. Well, you certainly, if you were buying this equip- 
ment for your own firm, wouldn’t have paid more than you thought 
the equipment was worth, would you ? 

Mr. Granam. No. 

Mr. Mraper. And its value depended in part upon its condition, 
did it not ? 

Mr. Granam. That is correct; based on what I saw, I was satisfied. 

Mr. Brownson. Mr. Chairman, the gentleman made a good point. 
If there was no price listed any where in his letter of instruction, I 
don’t know how he could examine the equipment to see whether it 
was are what they were asking. 

Harpy. Let me read again a portion of the letter addressed to 
Mich, rel Baker, Jr., in connection with this inspection. It had two 


stipulations in there that were read a while ago, and I am quoting 
from it (exhibit 23) : 


(2) That the offering price is fair and reasonable at standard market value. 


And so certainly the price did enter into it. 
Mr. Brownson. But Mr. Chairman, he says he didn’t know the 
price. 
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Mr. Harpy. I don’t know whether he made any representation as 
to that or not. Maybe he left that question out of it in his report. 

Mr. Brownson. He says now that he didn’t know the price until 
this morning. 

Mr. Harpy. All right. Let’s read what he says in his own report 
(exhibit 24). 

We believe that the offer of the Dougherty people to sell the Euclid bottom 
dumps, the Euclid scrapers and the No. 12 motor graders at 65 percent of the 
present list price and the D-—8’s at 70 percent of list price is reasonable. 

That’s your statement. 

Mr. Granam. That’s right. 

Mr. Harpy. Did you know what the price was, if not in dollars. 

Mr. Granam. I knew in terms of that formula. 

Mr. Harpy. Certainly you must have been closely enough asso- 
ciated with the equipment industry to have a pretty good idea as to 
what the list prices were. 

Mr. GranaAm. I may have had. 

Mr. Harpy. As a matter of fact, you knew exactly what the list 
price was on—what is that particular item of equipment? The D-8? 

Mr. GranAm. No. On the shovels. 

Mr. Harpy. Well, I think on a D-8 Caterpillar tractor—— 

Mr. Granam. Yes. 

Mr. Harpy. At the time of this letter you had a letter addressed 
to Dougherty from the Patten Tractor & Equipment Co. quoting a 
price on a D-8 tractor. 

Mr. Granam. That letter was given to me by Mr. Dougherty for 
him supporting what he was going to submit to the Government. 

Mr. Harpy. Well, that would have represented the price of a D-8 
tractor that date, would it not? 

Mr. GrauAm. That is correct. Not for the bottom dumps. 

Mr. Brownson. Then, Mr. Chairman, the gentleman doesn’t actu- 
ally mean what he said a few pages back in the testimony when he 
said he didn’t know the price of the equipment at the time. 

Mr. Harpy. Maybe he didn’t compute it, but he certainly had all 
the factors available to him for computing that, at least on this item. 

Mr. Granam. On that item, yes, Sir, 

Mr. Brownson. And he did have the percentages of replacement 
value—— 

Mr. Granam. Yes, sir. 

Mr. Brownson. Which, while it doesn’t express price in dollars, 
certainly expresses comparison of values. 

Mr. Granam. Right. 

Mr. Brownson. I hope the gentleman will be more responsive to 
these questions in the future. 

Mr. Granam. I didn’t mean to be hedging. 

Mr. Harpy. Let’s go on. 

Mr. Reppan. Mr. Graham, on page 3 of your letter, which is exhibit 
24, you state: 

We would have liked, as originally agreed, that all equipment being sent out 
for this program could have been new equipment, but because of nonavailability 


of this type of earth-moving machinery, we accept your decision for consideration 
of used equipment. 
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Now, I’d like to call your attention to the letter to which the chair- 
man just referred, the letter from the Patten Tractor & Equipment 
Co., which is dated September 4, 1956, just 3 days before your letter 
to ICA, and ask you if you can identify that or if you have ever seen 
the original of that. 

Mr. Granam. I can identify this as one of the letters that Mr. 
Dougherty gave me. 

Mr. Reppan. Does that letter offer a new D-8 for sale to Mr. 
Dougherty ? 

Mr. Granam. Does that letter what ? 

Mr. Reppan. Does that letter offer for sale a new D-8 ? 

Mr. GraHam. Yes; it does. 

Mr. Reppan. And you were just inspecting used D-8’s at Dough- 
erty’s yard ? 

Mr. Granam. Yes, sir. 

Mr. Reppan. And yet you told the ICA that the equipment you 
inspected—that you believe it’s all right to buy it because of the non- 
availability of that type in new equipment. 

Mr. Grauam. Yes. 

Mr. Reppan. That letter shows at least that piece of equipment was 
available new ¢ 

Mr. Grauam. Well, when Mr. Dougherty handed me this letter, he 
told me he had this quotation from a letter to show valuation. 

Mr. Harpy. Do you notice the delivery date they offer? 

Mr. Granam. September 4, you mean? The date of the letter? 

Mr. Reppan. No; the delivery date at the bottom of the page. 

Mr. GRAHAM (reading) : 

Delivery on the above-quoted machine can be made within 30 days after receipt 
of purchase order. 

Mr. Reppan. That is new equipment, isn’t it, sir? 

Mr. Granam. Yes. 

Mr. Harpy. On the basis of that letter and your experience with 
that kind of trade, is it reasonable to assume that more than one tractor 
would be available under that offer? 

Mr. GranAm. I wondered why they were buying used equipment in 
any case. 

Mr. Harpy. That’s what we wonder. 

Mr. Granam. I had been advised, because of the anxiety of ICA and 
others, to get a contractor over there with equipment on the site, so 
the construction could start; that under the condition that they are 
having difficulty getting this new equipment, that they had better buy 
used equipment, and by a telephone call— 

Dougherty has used equipment. Will you go out and look at it in a hurry, 
because we're ready to put it on cars and ship it over? 

Mr. Reppan. Who did you have that conversation with, Mr. 
Graham ? 

Mr. Granam. A Mr. Bonner or Mr. Hockenberry, of ICA. 

Mr. Reppan. Well, one is in Cuba and the other is in the hospital 
with a heart attack, isn’t he? 

Mr. Granam. I don’t know. 

Mr. Reppan. Did you discuss it with anybody else? 

Mr. Granam. No. They were the two contacts that we had. 
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Mr. Harpy. Well, that’s one of the things that bothers us, Mr. 
Graham. There is some serious question in my mind, and I think in 
the mind of the rest of the committee, as to whether there was a valid 
contention that that equipment was not available new. 

Mr. Granam. I don’t know. 

Mr. Harpy. Well, then, the statement in your letter which refers to 
the nonavailability of new equipment is purely the acceptance of some- 
body else’s word and does not represent a finding by you? 

Mr. Granam. ICA’s recommendation. Right; that was not a find- 
ing by us. We were not acquiring the equipment. 

Mr. Knox. Mr. Chairman, will you yield at that point ? 

Mr. Harpy. Sure. 

Mr. Kwox. I would like to ask Mr. Graham: Approximately how 
long a period of time would it take to overhaul this equipment before 
it would be re: ady to be shipped over to Cambodia? 

Mr. Granam. Well, as I say, all that I saw in Chicago, which was 
with the exception of 4 or 5 total pieces out of the 40— all of that was 
running. So it didn’t need any further overhaul, other than some 
tire changes, to put some certain worn tires in balance on the drive 
wheels, and a few minor things. That’s hours of correction. 

Mr. Kwox. I understood you to state, Mr. Graham, that ICA had 
informed you that they wanted equipment purchased at once, so it 
could be put onto cars and shipped directly to Cambodia. 

Mr. GranAm. That’s right. 

Mr. Knox. Now, what caused the overhauling of all this equipment, 
and lining it up on the lot prior even to this inspection trip which you 
made at the request of ICA ? 

Mr. GranAm. What caused it ? 

Mr. Knox. Yes. 

Mr. Grauam. I would assume, to answer your question, that ICA 
had told Dougherty that they were going to buy this equipment. 1 
think I am answering your question. 

Mr. Knox. Prior to the inspection they had told Dougherty that 
they va going to buy the equipment ? 

Mr. Granam. Well, Dougherty had apparently offered it to them, 
and they said, “Well, we'll run an inspection on it, and if it’s O. K., 
5." 

I think that’s answering your question. 

Mr. Knox. Well, isn’t it normally so that a piece of equipment that 
is in a yard—that is, of heavy equipment—that the only way it could 
arrive in the yard is under its own power ? 

Mr. GranAm. Yes. 

Mr. Knox. So, therefore, the motor possibly could be operating, and 
the rest of the equipment could not be in top running condition. 

Mr. Granam. I have been around equipment, and all of the equip- 
ment that I saw, all of it, I was satisfied that it was in operating condi- 
tion. 

Mr. Knox. But you did not test it? 

Mr. Grauam. No, sir. 

Mr. Kwox. Should you have tested it in order to give ICA a thor- 
ough — of your inspection ? 

Mr. Granam. The proper way, probably, to have inspected that 
equipment would have seen it working under shovels. 
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Mr. Harpy. Asa minimum. 

Mr. Knox. Under shovels? 

Mr. Granam. Well, actually in construction. 

Mr. Knox. That is right, and put to some of the tortures which the 
equipment would be subject to on this particular job that it was 
going on. 

Mr. Granam. That’s right. 

Mr. Harpy. Excuse me a moment, Mr. Knox. 

Mr. Graham, I am disturbed by your answer as to what you would 
do if you were purchasing this equipment for yourself; it is incon- 
ceivable tome. Here you were inspecting for purchase by the United 
States Government a number of D-8 tractors, for which it was pro- 
posed to pay $21,000 each, and the inspection didn’t go even so far as 
to cause them individually to be moved—a piece of equipment they 
were going to pay $21,000 for. I would not do that, if I were going 
to buy a piece of equipment, even if I had an expert engineer to 
inspect it. 

Mr. Granam. I was accepting several things—one, the responsibil- 
ity of the construction contractor. What I saw in Chicago, I was 

satisfied that that equipment would run, would do the work, and it was 
worth the price at the percentages that they were offering. I didn’t 
establish the price of any one piece of equipment. I established for 
this entire lot they were fortunate, if it was as scarce as they were 
claiming—they were fortunate in finding that much from any one 
source for immediate delivery. 

Mr. Knox. Mr. Chairman, I have one more question. 

Mr. Harpy. All right. 

Mr. Knox. Mr. Graham, during the physical inspection that you 
gave as to the equipment in the yard, was there any inspection given to 
the treads of the Caterpillar-type equipment ? 

Mr. Granam. Yes, we looked- 

Mr. Knox. How did you inspect treads? 

Mr. Granam. The pins and cogs and so on. 

Mr. Knox. And they did not show excessive wear ? 

Mr. Granam. They showed the normal wear for a piece of used 
equipment. 

Mr. Knox. I said they did not show excessive wear ? 

Mr. Granam. No. 

Mr. Knox. They did not ? 

Mr. Grauam. Not that I could see. 

Mr. Knox. That’s all, Mr. Chairman. 

Mr. Reppan. Mr. Graham, I want to show you some documents that 
you turned over to the committee day before yesterday, and ask you 
if . will tell the committee what they are. 

Mr. Granam. These yellow sheets were handed to me by Mr. Dough- 
erty, saying, “Here is all of the equipment being sold,” and it shows 
the serial numbers. 

Mr. Reppan. There is a separate sheet for each piece of equipment ? 

Mr. Granam. For each piece of equipment. That is correct. And 
thisisa form that Dougherty apparently uses in keeping a recording of 
his equipment, the status of his equipment. 

Mr. Reppan. And they were given to you for the purpose of — 

Mr. GranAm. Special number checking. 
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Mr. Reppan. Were you to fill in any of those spaces on the report? 
Mr. Granam. None whatsoever. 


Mr. Reppan. Did you, asa matter of fact, fill any of them in? 

Mr. Granam. Yes, we did. 

Mr. Reppan. Why did you fill in some and not others? 

Mr. Granam. The man that was with me had these in his hand. I 
was checking the serial numbers on the machine. He was checking 
them back. As we were going by, he would make certain records 
about, “this piece of equipment needs windshield glass repair,” or the 
“tire condition.” 

Mr. Reppan. Now, did you make a list of all the things that you 
found wrong with the equipment ? 

Mr. Granam. Individually ? 

Mr. Reppan. Yes, sir. 

Mr. Granam. No. 


Mr. Reppan. Do you have a sheet there, your own sheet with the 
serial numbers on, and a list of deficiencies on the righthand side ? 

Mr. Granam. Right. 

Mr. Reppan. Does that list all of the deficiencies you found ? 

Mr. Granam. That lists the superficial things that you could see in 
just walking by—the tires, the glass, the seats, “the things like that. 

Mr. Reppan. That’s what it “sounds like. WwW here did you list the 


deficiencies that you couldn’t find with a superficial inspection ? 
Mr. Granam. We didn't. 


Mr. Reppan. The only things that 

Mr. Grauam. Dougherty was guaranteeing that this equipment was 
in usable condition, and we were accepting him as being responsible. 

Mr. Reppan. Then we're finally getting around to it. 
cepted Dougherty’s word for the condition of the equipment ? 

Mr. Grauam. Yes, sir. 

Mr. Harpy. Well, there wasn’t any use in Uncle Sam asking you to 
inspect it at all, then, was there? 

Mr. Grauam. Probably not. 

Mr. Harpy. Thank you, sir. 

Mr. Reppan. Would you read the things that you found wrong 
with the equipment there ? 

Mr. Granam. Yes. Northwest Shovel. It says—Well, it’s not a 
question of wrong. And 80-foot boom, and so on. 

Here was a bottom dump Euclid, broken windshield. 

Another one with a broken windshield. 

There were several of them with broken windshields. 

Repair or replace blade on a Caterpillar tractor. 

There was one of them, I recall, that showed a great amount of 
usage from having pushed other equipment. 

Broken windshields; in the process of being rebuilt; tires not good ; 
replace cab glass; tires, average; and so on. 

Mr. Harpy. Have you any notations with respect to the tracks on 
these Caterpillars? 

Mr. Grauam. No. 

Mr. Harpy. That is not too hard to see, when those are bad, is it? 
Having driven one a little bit myself, I just wonder. 


Mr. Grauam. Well, I was satisfied that those Cats—that the tracks 
were good, that is, average usage. 
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Mr. Harpy. This is preposterous, I will declare, to find an engi- 
neer that makes this kind 

Mr. Granam. I was accepting again, as I say, that he is responsible. 
He is the one that’s going to use the equipment. He was the one that 
was selling it. And I made the statement to Mr. Dougherty, “Mr. 
Dougherty, this is your company. You're selling it. It’s up to you 
to make sure.’ 

Mr. Harpy. He is selling it, he is buying it, he is going to use it. 

Mr. Granam. He is the contractor. As far as we are concerned at 
this point, we know him as a contractor. 

Mr. Reppan. Did you tell ICA you were taking Mr. Dougherty’s 
word for this, and that you didn’t make the inspection that they 
expected you to make? 

Mr. Granam. I gave them that letter. 

Mr. Reppan. I know you did. But did you tell them what you 
just told this committee ? 

. Mr. Granam. Prior to delivering that letter, I called Mr. Bonner 
or Mr. Hockenberry, maybe both of them, and read the letter to them. 
I said, “This is what we were able to observe in this short a time.’ 

Mr. Reppan. Did you tell them what you have just told the com- 
mittee ? 

Mr. Granam. No. 

Mr. Reppan. Mr. Graham, when you said that this equipment was 
satisfactory, you meant that it was satisfactory just the way it was? 
Nothing else had to be done to it? It could be shipped and put to 
work over in Cambodia ? 

Mr. Granam. With those others that had to be completed in their 
repairs, yes. Dougherty was guaranteeing the condition. 

Mr. Reppan. And you were representing to ICA that in your 
opinion as an engineer this equipment could be shipped right from 
the yard as of the date of your inspection, sent to Cambodia and put 
into operation 

Mr. Granam. As stated in my letter. 

Mr. Reppan. That’s all. 

Mr. Harpy. Just one other point on this. You knew that this was 
a cost-plus contract, did you not? 

Mr. Granam. Yes. 

Mr. Harpy. You knew that any maintenance or repairs or over- 
hauling that became necessary to this equipment would be an addi- 
tional expense to Uncle Sam unless it was found during the guarantee 
period ? 

Mr. Granam. That's correct. 

Mr. Harpy. And the only person to call it to anybody’s attention in 
the guarantee period, as we pointed out a while ago, was either the 
contractor or the USOM man, unless it was going to your people who 
had a job inspecting the road, and you said, I believe, that they had 
no responsibility with respect to equipment. 

Mr. Granam. That’s correct. Our contract doesn’t call for that. 

Mr. Brownson. Mr. Chairman, just one question on that point. 
You keep talking about the speed that was essential in inspecting this 
equipment, Mr. Graham. How much time did they give you? 

Mr. Granam. For the inspection of this equipment ‘ 

Mr. Brownson. Yes. 

24700—58—pt. 1——18 
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Mr. Granam. No limitation of speed, of time, other than Mr, 
Dougherty told me they had the cars to ship this overseas, and they 
had to get it to New Orleans, or some other point, for loading onto 
the boats. 

Mr. Brownson. But you just told me some were sitting there in a 
partial stage of repair. 

Mr. Granam. There were 2 or 3 pieces. They wouldn’t be able to 
make the boat, but they weren’t going to get them all in one boat, 
anyhow. 

Mr. Brownson. In other words, the ICA, who asked you to do the 
job and gave you this mission, was not putting on the big hurry- 
up. It was the man who owned the material that you were inspect- 
ing that was telling you about it ? 

Mr. Granam. By inference, there was ICA, too. 

Mr. Harpy. In fairness on that, I think the ICA letter did point 
up that question. 

Mr. Brownson. I just wondered if another day to take the equip~ 
ment out and run some of it would have been unreasonable. 

Mr. Harpy. I would not have thought 1 day would have made much 
difference. 

Mr. Granam. That’s correct. Another day wouldn’t make any 
more difference. The only way you could prove that equipment, 
other than by superficial inspection, was in actual construction use. 

Mr. Brownson. Why didn’t you call ICA up and tell them, “I am 
just wasting railroad fare to go out to Chicago. I can *t tell any more 
after I look at it. Let ’s skip it.” 

Mr. Granam. I had no idea what shape that equipment was in 
before that. They wanted us to go out. 

Mr. Harpy. You can make one of these Caterpillars look pretty 
good if you steam-clean it and squirt a little paint on it. 

Mr. Granam. Any piece of equipment is better when you paint it. 

Mr. Brownson. A good plug for the paint business. [Laughter. | 

Mr. Harpy. Well, I think I would like now to excuse Mr. Graham 
temporarily. Mr. Graham, I am going to need to call you back in a 
few minutes, but I want to get Mr. Daniel Himes now. 

Mr. Knox. Mr. Chairman, before you discharge the witness 

Mr. Harpy. On this particular point ? 

Mr. Kwox. Yes. 

Mr. Harpy. Go ahead. 

Mr. Knox. From the testimony 7 aken in our hearings in Cambodia, 
Mr. Hardy was questioning Mr. Carr, and then Mr. Reddan called 
upon Mr. Reed. 


You are the master mechanic of A. L. Dougherty? 
Mr. REED. Yes. 


And it goes on down. Then Mr. Reed says: 


The beginning of the job is like any job. When you start, there is a lot of 
confusion. The main thing is to get the equipment going. So they used parts 
before they were inventoried. 

That indicates that the equipment was not in workable condition 
when it landed. 

Mr. Grauam. I don’t know what—— 

Mr. Knox. That that had to use spare parts on this equipment 
before they could put it into use. 


SE 





to 
it, 


he 


y- 
t 


nit 
D~ 


h 


hh 
al 


| 


a 


FOREIGN-AID CONSTRUCTION PROJECTS 257 


Now, this comes from the master mechanic, Mr. Reed. 
Mr. Harpy. Was there a specific statement in there that some of it 


was not in usable condition when it arrived ? 





Mr. Knox. I haven’t come to that particular 
Mr. Harpy. I think there probably will be, but I think we will 


probably also hear some other testimony on that. 


Mr. Grauam. I don’t know what he is referring to there. 

Mr. Knox. Well, he is referring to the fact the equipment was not 
in condition to go out and go on the job, and therefore they had to 
make repairs to the equipment before it started and even before they 
had an inventory of the spare parts which were shipped in. So I 
think it reflects a little bit upon the inspection that was made. 

Mr. Granam. Well, I was told also by one of our men that all of that 
equipment drove off under its own power. 

Mr. Knox. Sir, this is from the master mechanic. 

Mr. Granam. Well, I don’t know him at all. 

Mr. Knox. Mr. Reed. 

Mr. Granam. I don’t know him. 

Mr. Harpy. Any thing further on this? 

Mr. Knox. No. 

Mr. Harpy. If you will stand aside briefly, then, Mr. Graham. 

(W itness tempor: arily excused. ) 

Would you come up here, Mr. Himes? 

(Whereupon, Daniel Himes, Jr., was duly sworn by Mr. Hardy.) 


TESTIMONY OF DANIEL HIMES, JR., CONSTRUCTION SUPERIN- 
TENDENT, BEAUMONT BRIDGE CORP., COLUMBUS, OHIO 


Mr. Reppan. Would you please give the reporter your full name 
and address, Mr. Himes? 

Mr. Himes. Daniel Himes, Jr., 598 Delano Avenue, Chillicothe, 
Ohio. 

Mr. Reppan. You are appearing today under subpena of this com- 
mittee ? 

Mr. Himes. That’s right. 

Mr. Reppan. What is your occupation, sir ? 

Mr. Hrs. Construction superintendent. 

Mr. Reppan. And where are you presently employed ? 

Mr. Himes. Beaumont Bridge Corp., in Columbus, Ohio. 

Mr. Reppan. Are youa graduate engineer Q 

Mr. Hres. Not a graduate engineer ; no. 

Mr. Reppan. Would you please give the committee just a little of 
your background, your educational and experience background, 
please ? 

Mr. Himes. Well, educational: I went through high school and took 
correspondence courses in engineering, in air-conditioning and refrig- 
eration, and electrical engineering; and also I have correspondence 
courses in structural and civil engineering. 

At the present time I have been accepted by the State Board of 
Ohio, though, as an applicant for professional engineering, and expect 
to take the test in July. 

I came up as a carpenter and had a little experience in material 
contro] during the war. And after the Marine Corps, I went to 
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general superintendent on construction, at age 24, at Wright-Patterson 
Field, Dayton, Ohio, about a million-dollar job. 

I have been on various jobs since then as general superintendent of 
construction, and I signed up with A. L. Dougherty as a bridge 
superintendent. 

Mr. Reppan. Now, when did you go to work for the Dougherty Co.? 

Mr. Himes. December of 1956. 

Mr. Reppan. Is that when you arrived in Cambodia ? 

Mr. Himes. Somewhere around the 20th. I don’t know exactly. 

Mr. Reppan. And what was your job there ? 

Mr. Himes. I was assigned temporarily as area superintendent on 
the Phnom Penh end of it. 

Mr. Reppan. Now, did your duties ever take you to the port city of 
Kompong Som ? 

Mr. Himes. Several times. 

Mr. Reppan. Were you at the port site when the used equipment we 
have just been discussing was unloaded ¢ 

Mr. Himes. The actual unloading, no. 

Mr. Reppan. How soon after it was unloaded did you arrive there? 

Mr. Himes. Oh, I couldn’t say in amount of days or hours or any- 
thing. I couldn’t pin it down. But it was after the stuff was un- 
loaded—the equipment. 

Mr. Reppan. Had it been used before you got there ? 

Mr. Himes. According to the verbal—the word of the superintend- 
ent in that area, no, some of it had not been used. 

Mr. Harpy. Let’s take a recess until we can answer the rollcall, and 
come right straight back. 

The committee will stand in recess. 

(Whereupon, a short recess was taken. ) 

Mr. Harpy. Let the committee come to order. 

Go ahead, Mr. Reddan. 

Mr. Reppan. Who was the area superintendent you referred to? 

Mr. Himes. Onie Stone. 

Mr. Reppan. I am sorry? 

Mr. Himes. A fellow named Stone. 

Mr. Reppan. Do you know his first name? 

Mr. Himes. O-n-1-e, I believe. 

Mr. Reppan. He was the area superintendent for the Dougherty 
Co. ? 

Mr. Himes. For the Kompong Som end; yes. 

Mr. Reppan. What did you see when you arrived at Kompong Som? 

Mr. Himes. There was a considerable amount of equipment sitting 
uround in various stages of repair, or lack of repair. I don’t know 
what you’d call it. 

Mr. Reppan. What sort of equipment was that ? 

Mr. Himes. Well, one specific piece I could say would be a D-8, 
which appeared to be a used piece of equipment, with the tracks and 
power unit missing. And there was a Caterpillar grader east of, or 
toward the bay, from the messhall, which had a blade and parts of 
the motor missing. 

Mr. Reppan. Could you recognize what was used equipment and 
what was new equipment ? 

Mr. Hraes. I think so. 
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Mr. Reppan. Could you tell the committee what the condition of 
the used equipment was? 

Mr. Himes. You mean the entire lot of used equipment ? 

Mr. Reppan. Yes, sir. 

Mr. Hrs. The pieces of equipment which I had anything to do 
with or saw or was near at any time, in most cases were operable, ex- 
cept for a few pieces which w ere not, of course. 

Mr. Reppan. Could you be a little more specific than that? 

Mr. Himes. In what way? 

Mr. Reppan. Did you keep a diary while you were over there on 
the job? 

Mr. Himes. I always keep a job diary. 

Mr. Reppan. Now, did you make any entry in your diary with 
respect to the mac -hinery and equipment ¢ 

Mr. Himes. Only in a general way. 

Mr. Reppan. Do you have that di: ry with you, sir? 

Mr. Himes. Not that particular part of the diary. That part of 
the diary is missing. 

Mr. Reppan. Where is that particular part ? 

Mr. Himes. Destroyed. 

Mr. Reppan. When did you destroy it? 

Mr. Himes. Sometime early in—late in April, before I left Phnom 
Penh. 

Mr. Reppan. Was there any particular reason you destroyed that 
part of your diary / 

Mr. Himes. Several sheets in there, when a fellow writes things 
when he is a little bit torn up inside, he’d rather not read later on, 
I think. 

Mr. Reppan. What do you mean? You wrote something about the 
equipment that—— 

Mr. Hroes. General conditions, equipment, personnel, living con- 
ditions; yes. 

Mr. Reppan. Well, I am particularly interested in the equipment 
right now. What you wrote in your diary, was it true? 

Mr. Himes. Oh, I think so. 

Mr. Reppan. All right. Now, what did you write in your diary? 

Mr. Himes. I could not remember that exactly. 

Mr. Reppan. Well, to the best of your recollection. 

Mr. Hires. Well, something probably about the equipment not 
being—actually, I can’t say that it would—would not be the equip- 
ment. Let’s say the repairs of the equipment. Not getting repaired 
like it should, or not having competent help, which was one of our 
big ab blems there. 

Mr. Reppan. Was the equipment in operating condition at Kom- 
pong Som? Was the used ae in operating condition before 
it was used on the road, or before it was used for any purpose at 
Kompong Som ? 

Mr. Hraes. I can only give you the answer given to me when I 
asked at Kompong Som. 

Mr. Reppan. Of whom did you ask that question ? 

Mr. Himes. Onie Stone. 

Mr. Reppan. What did he tell you? 
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Mr. Himes. Some of the equipment was pulled off the boat, was 
the statement he made. 

Mr. Reppan. Why was it pulled off the boat ? 

Mr. Himes. Well, you would assume, of course, that it didn’t come 
off under its own power. 

Mr. Reppan. Was that because it wasn’t operative ? 

Mr. Himes. You don’t have to assume that, too. 

Mr. Harpy. We have to indicate what kind of shape it would be 
in after they got it off, or whether or not it might actually be 
operable. 

Mr. Reppan. Did they bring that over in LST’s? 

Mr. Himes. I think so, in both cases. 

Mr. Reppan. Did they try to drive it off the LST? 

Mr. Himes. Some of it was driven off; yes. 

Mr. Reppan. He told you some was driven off ? 

Mr. Himes. That’s right. 

Mr. Reppan. And he told you some was towed off? Is that it? 

Mr. Himes. Correct. 

Mr. Reppan. Did you question him any further as to why it was 
towed off ? 

Mr. Himes. No, not necessarily; except that the general statement 
would be, of course, that it wouldn’t come off under its own power, 
which would mean, of course, it wasn’t operable. 

Mr. Harpy. Let’s see if we can’t be more specific. You say “not 
necessarily” and you say “the general statement would be.” That 
doesn’t mean anything. Did he tell you some of it would not come off 
under its own power / 

Mr. Himes. Definitely. 

Mr. Harpy. Did you see any of it unloaded yourself? 

Mr. Himes. Definitely not. 

Mr. Harpy. Do you have personal knowledge as to what happened 
to the motor and the tracks that were off the D-8 that you saw without 
those at Kompong Som ? 

Mr. Himes. They were used in other pieces, to keep another piece 
going. 

Mr. Harpy. Did you write in your diary that some of the equipment 
was not in operating condition when it arrived ? 

Mr. Hines. I think so; yes. As near as my memory could let me 
say. That was a year ago. 

Mr. Harpy. Yes; but if there was something on those sheets that 
disturbed you to the point that you tore them up voluntarily, you have 
got a pretty good memory as to what was in them. 

Mr. Hues. I have a fair memor y: 

Mr. Harpy. I would think so. 

Mr. Reppan. Now, do you remember discussing this with me this 
morning, Mr. Himes? 

Mr. Hiues. Yes, sir. 

Mr. Reppan. Do you remember what you told me as to the descrip- 
tion of the beach there, when you first arrived there ? 

Mr. Hrs. I think I said it resembled an equipment graveyard. 

Mr. Reppan. That’s correct, sir. Now, if you will just explain to 
the committee why it resembled an equipment graveyard, I would 
appreciate it. 
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Mr. Himes. I think I have when I say there was a Caterpillar sit- 
ting there with the tracks off and the power unit missing, and a grader 
sitting there with part of the motor and the blade gone. I think that 
explains it. 

Mr. Harpy. Were those the only two pieces of equipment sitting 
there / 

Mr. Himes. No; but I would not be more spec ific than that, because 
when you say “equipment” you say belly dump Eues, and this and 
that, and you would have to say how many, and actually I never took 
count on them. 

Mr. Harpy. Were there a number of pieces there besides those two 
that were not in operating condition ? 

Mr. Hires. Yes. Some of the equipment was there being worked 
on by the mechanics at the time. 

Mr. Harpy. And that was equipment which, according to your in- 
formation, had not been used since it had arrived ? 

Mr. Himes. According to the mechanics there, and according to Mr. 
Stone; yes. 

Mr. Harpy. So then you do have personal knowledge to the effect 
that several pieces of equipment had to be repaired before they could be 
put into use after they arrived ? 

Mr. Hrs. On the basis of what [ have said, yes. 

Mr. Harpy. Well, I don’t care whether it’s on the basis of what 
you have said or not. It either is or is not true, according to your 
own—— 

Mr. Himes. Personal verbal knowledge from someone else, yes. I 
have that knowledge. 

Mr. Reppan. Did you try to get any D-8’s for your own operation ? 

Mr. Himes. At different times I asked for D-8’s and couldn’t get 
them. I needed them for pushing a haul road through from the 
north end. 

Mr. Reppan. Why couldn’t you get them ? 

Mr. Himes. They were unloaded at Kompong Som. 

Mr. Reppan. Were they in operative condition ? 

Mr. Himes. Some of them. Most of them, I think. 

Mr. Reppan. Now, did there come a time when they finally got 
some access roads out of Kompong Som and could move that machin- 
ery ? 

Mr. Himes. Yes. I finally broke through a haul road. 

Mr. Reppan. And was any of this equipment and machinery towed 
along with the — Inoperative machinery ? 

Mr. Himes. I don’t think at any time it was towed along with the 
job, no. 

Mr. Reppan. What did they do with it? 

Mr. Himes. When equipment won’t run, it’s sidelined. 

Mr. Reppan. Now, was there ever an inspection made of the job to 
your knowledge? 

Mr. Hraes. Other than the inspection by Colonel Cohen and his 
party, which I think he was connected with USOM, if I am not mis- 
taken, or ICA. 

Mr. Reppan. Do you know whether or not they inspected the ma- 
chinery at that time? 

Mr. Himes. I don’t believe they did. Not, at least, in the area I 
wasin. Let’s put it that way. 
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Mr. Reppan. Do you know whether or not the broken-down machin- 
ery was available for inspection ? 

Mr. Hrs. No, I don’t believe it wa 

Mr. Reppan. And what do you ater statement on, sir? 

Mr. Himes. On the fact that I knew the orders had gone out for 
any broken machinery to be put out of sight. 

Mr. Harpy. Now, just a minute. Let's get that clear 

You said orders had been issued to put broken mac donee out of 
sight ? 

Mr. Himes. Correct. 

Mr. Harpy. Who issued those orders ? 

Mr. Himes. Mr. Smith, general superintendent. 

Mr. Harpy. Were they issued in writing ? 

Mr. Himes. Only verbally to me, 

Mr. Harpy. Only verbally to you? 

Mr. Himes. And to, I suppose, the area engineer at the other end. 

Mr. Harpy. In carrying out that cal did you actually put broken 
equipment in a location where it would not easily be seen ¢ 

Mr. Himes. I had no broken equipment except the ones that were 
being repaired at kilometer 76. 

Mr. Harpy. You didn’t move any of that ? 

Mr. Himes. No. It wasn’t necessary. We were right in an area, 
camp area 

Mr. Reppan. Do you know whether Mr. Stone moved any of the 
equipment / 

Mr. Hires. I got word from the other end, through Mr. Abele 
and Mr. Stone, too, of course, that he had sidelined some equipment 
along the jungle edge there. 

Mr. Reppan. Put it back where it couldn’t be seen ? 

Mr. Himes. Yes. 

Mr, Reppan. Did that include D-8’s and Euclid bottom dumps? 

Mr. Himes. Bottom dump Euclid was the specific item mentioned. 

Mr. Harpy. Can you fix the time, approximately, that that took 
place ? 

Mr. Himes. Some time early in April, I would say 

Mr. Harpy. Of what year? 

Mr. Himes. 1957. 

Mr. Reppan, In connection with your employment there, did you 
institute a training program for the Cambodians? That is, a 
machinery operation program ? 

Mr. Hires. I think on the north end I instituted and hired the 
first Cambodians who drove trucks and operated equipment; yes. 

Mr. Reppan. What sort of equipment did you teach them to 
operate ¢ 

Mr. Himes. Electric pulls and trucks, the bigger trucks, and 
graders, and rollers. 

Mr. Reppan. The D-8’s? 

Mr. Hives. We had no D-8’s to speak of, 

Mr. Reppan. Euclids? 

Mr. Himes. We had D-6’s and the bottom dump—or the scrapers. 
Electric pulls, we call them. 

Mr. Reppan. How long did that training program continue? 
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Mr. Himes. The program was still in effect and still operating when 
I left. 

Mr. Reppan. Now, was any of the equipment damaged or sidelined 
because of abuse or the improper use of the equipment by the Cam- 
bodians ¢ 

Mr. Himes. Notothat question. No. Definitely not. 

Mr. Reppan. How did you find the Cambodians as operators of 
this machinery ? 

Mr. Himes. Extremely capable people. 

Mr. Reppan. Do you know whether or not a similar program was 
operated down at the Kompong Som area? 

Mr. Himes. Yes, I know that it was; yes. 

Mr. Reppan. And who was in charge of that program ? 

Mr. Himes. Stone. 

Mr. Reppan. And did you ever talk to Mr. Stone about the capa- 
bilities of the Cambodians as operators of equipment ? 

Mr. Himes. Several times. 

Mr. Reppan. And what did Mr. Stone have to say ? 

Mr. Himes. He was under the same impression I was—that these 
people learn quickly and do a good job. 

Mr. Reppan. Did he make any complaint to you that the Cambodians 
had ever torn up any transmissions or wrecked the machinery in any 
way ¢ 

Mr. Himes. No; I couldn’t say that. 

Mr. Revpan. Did you ever see any evidence that any of the machin- 
ery had been ruined or wrecked or harmed in any way by the operation 
of the Cambodians in this training program 

Mr. Himes. No more so than under normal operational procedure 
would have a piece of equipment break, you know. It happens to the 
best of us. 

Mr. Reppan. But it was not due to any abuse or lack of care ? 

Mr. Himes. No. Definitely not. 

Mr. Knox. Mr. Chairman; would you yield for a question ? 

Mr. Harpy. Yes. 

Mr. Knox. Where was the training center for the Cambodian 
operators 

Mr. ame: When you speak of “training center,” there actually was 
no training center. The training program consisted of taking an 
American operator and a C ambodian who desired to learn that piece 
of equipment, classing him as a trainee on that piece of equipment, 
and proceeding to operate that equipment under normal operational 
procedures. 

Mr. Kwox. On what end of the road was this operation in effect ? 

Mr. Himes. I think on the Phnom Penh end first, but immediately 
afterward at Kompong Som. 

Mr. Knox. Down at the port? 

Mr. Himes. On both ends, let’s say. 

Mr. Knox. Port end? 

Mr. Himes. Both ends. 

Mr. Harpy. I understood there was a training program going 
simultaneously at both ends. 
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Mr. Himes. Yes, after a time. I think it started first at Phnom 
Penh, according to my information. We started there first, and it 
developed in Kompong Som the same way. 

Mr. Knox. That is all. Thank you. 

Mr. Reppan. Was any program established, any preventive main- 
tenance program established, for the machinery ¢ 

Mr. Hires. At first there was no preventive maintenance schedule 
or anything established at all, and when I left I still hadn’t seen any 
preventive maintenance schedule sheets, or anything like it. 

Mr. Reppan. How long were you on the job ‘there, Mr. Himes? 

Mr. Himes. From December until the last of April. 

Mr. Reppan. December of 1956 until the last of April 1957? 

Mr. Hraes. Yes, sir. 

Mr. Reppan. And would you tell the committee the reason for your 
leaving, sir? 

Mr. Himes. There were several. 

Mr. Harpy. Let’s list them. 

Mr. Hires. Well, mainly disgust. 

Mr. Harpy. With what? 

Mr. Hires. Waste of time and effort. General confusion that was 
prevalent at all times, really. Living conditions were extremely poor. 
In fact, it was a matter of existing, not living. Just a general dis- 
gust with the whole atmosphere of the thing. It was an unhealthy 
situation which I desired to be out of at the time. 

Mr. Reppan. Do you have anything in your diary which would 
illustrate more pointedly to the committee just what you are referring 
to now? 

Mr. Hives. How’s that? The reason I left? 

Mr. Reppan. Yes, sir. 

Mr. Hires. Well, I have a few passages in the first part of the 
book which would— 

Mr. Reppan. This i is the diary that you kept while you were on 
the job over there in Cambodia? 

Mr. Hires. That’s right. I keep a daily record of everything 
that happens on any job Iam on. What specifically do you want to 
know ? 

Mr. Reppan. Anything that you have there which caused you to 
have this feeling of disgust to the extent that it caused you to leave. 

Mr. Himes. Well, for one thing, here on December 26 I find I say 
here: . 
I find complete lack of records and inventories. 


That’s a start. And all through the job, mainly a part of the gen- 
eral feeling. 

We had a little trouble with cash accounts there, and we eliminated 
handling of them the way they were when I first came there, and the 
chef took those over. That was another thing which built up a little 
trouble. 

Had trouble with coolies, the handling of them. Actually, the 
abuse of the coolies by Americans who were trying to sell American- 
ism to the coolies, and sell them a lot of other things. 

Had a little trouble with a well at 76, of course. 

Mr. Harpy. Well at 76? 
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Mr. Himes. There was no water in that area. According to geolo- 
gists, there was no water in that area. But they insisted on digging 
a tremendous well down there. 

Mr. Harpy. Did they finally get water? 

Mr. Himes. I don’t know. It wasn’t there when I left. After 
about 4 months of digging. 

Mr. Harpy. Where were you getting water from while you were 
there ? 

Mr. Himes. From the river just below 76. They finally made a 
dam there, and got a little water back of it and used that. Of course, 
we had been hauling it from Kompong Speu up to that time. 

Mr. Harpy. You say the geologists said there was no water for the 
well? 

Mr. Hires. The native geologists said that. 

Mr. Harpy. Native geologists? 

Mr. Himes. Yes. 

Had a lot of dysentery over there, due to filth in the camps and 
improper washing processes on dishes and stuff. 

I am just listing what caused the feeling. 

Mr. Harpy. Yes. 

Mr. Hpes (reading) : 


Very poor results from office on filling requisitions. Sending letter. 


Mr. Harpy. Sending letter ? 

Mr. Himes. I have got on record. I sent a letter that I was getting 
poor cooperation and I expected—— 

Mr. Harpy. To whom did you send that? 

Mr. Himes. To the office in Phnom Penh, to Mr. Leary. We had 
the same trouble all the way through. 

tesults on requisitions, very poor. Surprised that this condition is allowed 
to be. Complete lack of cooperation from country-club set. 

Mr. Harpy. Who was that? 

Mr. Hires. That was our nickname for the people in Phnom Penh. 

Mr. Harpy. Which people are you talking about ? 

Mr. Hiates. The office force. 

Mr. Harpy. Office force? 

Mr. His. That’s right. 

Mr. Harpy. Did they have a good country club there for them to 
patronize ? 

Mr. Himes. The French club was very, very nice; yes 

Mr. Reppan. You mentioned before, Mr. Himes, that 4 you had re- 
moved some of the pages from your diary. Did you remove any of 
the pages which covered matters which caused you to leave the job? 

Mr. Himes. I think some of this covers it. It is a general feeling 
all the way through. I went there to do a job and couldn't get 
anything to do a job with. 

Mr. Knox. Mr. Himes, may I ask you a question? What position 
did you hold with the Dougherty Co.? 

Mr. Himes. I signed up as bridge superintendent. 

Mr. Knox. Br ide super intendent ? 

Mr. Himes. That’s right. 

Mr. Knox. That’s all. 

Mr. Harpy. Did you build any bridges? 
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Mr. Himes. We got some started. We didn’t have any piledriving 
equipment up until just before I left, of course, and that is an essential 
item, and—you want to read this? 

Mr. Reppan. Read the first two entries there, please, sir. 

Mr. Himes. Well, completely ? 

Mr. Woops. Yes. 

Mr. Himes (reading) : 


Came to Speu today to take over. 


That’s when they sent me out there as area superintendent, tem- 
porary assignment, replacing a man who had been there before who 
had proven unsatisfactory, and they wished to send him home. 

Things in a general mess. Require straightening out. Held meeting of 
personnel tonight to ascertain cause of general confusion. Evidence to show 
poor management. Have set things in motion to clear matters up. 

That’s where I wrote: 

Find complete lack of records and inventories. 

That’s the first day. 

Mr. Reppan. What is the date of that entry, sir? 

Mr. Himes. Wednesday, December 26, 1956. 

Mr. Harpy. That was the first day you were on the job? 

Mr. Himes. That is the first day I went out to Kompong Speu, to 


take over. I had been on job inspection tours with Mr. Smith 4 or 5 
times prior to that. 


Mr. Harpy. I see. 

Mr. Knox. Is that the period of time that you saw the equipment 
that had been dismantled at Kompong Som? 

Mr. Himes. No. 


Mr. Knox. When did you first see the equipment dismantled at 
Kompong Som? 

Mr. Himes. I would say the latter part of February. 

Mr. Knox. And when did you last see the equipment ? 

Mr. Himes. I think I made my last trip down there about 2 weeks 
before I came back the latter part of April. 

Mr. Knox. When was that? 

Mr. Himes. Latter part of April. 

Mr. Knox. Was it the same equipment in the same condition as it 
was when you first saw it? 

Mr. Himes. In speaking of the two specific pieces which I had more 
reason to see than anything else, yes. 

Mr. Knox. That’s all. 

Mr. Harpy. You did not read the second item, the second entry 
in your diary. 

Mr. Himes (reading) : 

Thursday, December 27. Started straightening things out. Shuffled available 
personnel to better cover job. Started cleanup and remodeling of camp. Con- 
ditions terrible. Building temporary bridges and putting pipe in crossovers. 

That’s about it. 

Mr. Reppan. I just have one other question, Mr. Himes. Did you 
have anything to do with compaction on the road ? 

Mr. Himes. Only for a short while. While I was there as super- 
intendent, I definitely did have, yes. 

Mr. Reppan. Did you have the equipment for that operation / 
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Mr. Himes. We had equipment for compaction, yes. 

Mr. Reppan. Used ? 

Mr. Himes. No. Not on that end. 

Mr. Reppan. Was there any reason why it was not used ? 

Mr. Himes. It was used. 

Mr. Reppan. Oh. You say it was used? What I mean was not 
was it used equipment, but was the equipment used for the purpose 
for which it was brought over there ? 

Mr. Himes. My answer to that was “Yes.” It was used for compac- 
tion purposes. 

Mr. Reppan. And was used according to the best engineering prac- 
tices ¢ 

Mr. Hines. No. 

Mr. Reppan. Would you explain why not, sir? 

Mr. Himes. We had flat-wheeled rollers in most cases, which are not 
recommended for bringing a fill up in most cases. Now, it may have 
been acceptable in this area. Michael Baker, Jr., of course, was the 
inspecting agent there and, of course, would have more authority to 
say than 

Mr. Reppan. Did you use sheeps-foot rollers? 

Mr. Heures. We did not have them on the Phnom Penh end for 
quite awhile. 

Mr. Reppan. Did you ever have them while you were there ? 

Mr. Hires. Later they came in. 

Mr. Reppan. And did you use them ? 

Mr. Himes. Yes. 

Mr. Reppan. Were you ever instructed not to use them ? 

Mr. Himes. No. 

Mr. Reppan. Was it ever brought to your attention by Michael 
Baker or anyone else that there were difficulties with respect to com- 
paction ? 

Mr. Himes. Yes. 

Mr. Reppan. Would you tell the committee about that, please / 

Mr. Himes. Well, in conversations with Mr. Moone, who I under- 
stand is chief inspector there now—— 

Mr. Harpy. Who was that, again ? 

Mr. Himes. I don’t know his name. Moone is what we called him. 
I think his last name is spelled M-o-o-n-e. 

Mr. Reppan. Is he with Michael Baker ? 

Mr. Himes. He is with Michael Baker. He was inspector on the 
Phnom Penh end at that time. And his compl: int was, of course, in- 
sufficient rolling to insure compaction. 

I think his biggest complaint was lack of cooperation, really, if 
you want to put it down to that. 

Mr. Harpy. Any questions ? 

Mr. Knox. I have one question. 

When was the equipment that was shipped in for use on the Cam- 
bodian highway first put into use? 

Mr. Hroes. All of the equipment that was shipped in to Phnom 
Penh and to Kompong Som was put into use immediately after arriv- 
ing. 

Mr. Knox. In view of that testimony, then, all of the equipment was 
in satisfactory condition to put into use ? 





ee ee 


ae 


SANSA eee 


TE re So eects, eee aercerer 


eet 








268 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Himes. No. I said all the equipment that could be used was 
ut in. 
" Mr. Knox. That could be used ? 

Mr. Himes. That’s right. 

Mr. Knox. And what date was that ? 

Mr. Himes. I couldn’t give you that date. 

Mr. Knox. Do you know approximately what date? 

Mr. Himes. No. It arrived on different dates, you see. 

Mr. Knox. Wasit in the early part of 1956? 

Mr. Himes. Early part of 1957. 

Mr. Knox. Early part of 1957? 

Mr. Himes. And the latter part of 1956. 

Mr. Harpy. I think the problem there is that Mr. Himes was not 
down at the port. I think this is the question that will tie in there: 
Was all of the used equipment brought in to Kompong Som ? 

Mr. Himes. Definitely. 

Mr. Harpy. And you were not down at Kompong Som when any 
of it arrived ? 

Mr. Himes. Right. 

Mr. Harpy. Now, there was some new equipment that was brought 
in to Phnom Penh. Did some of it come through Bangkok? 

Mr. Himes. Most of the equipment came in off boats there, and we 
had a staging area near the river landings, and we assembled equip- 
ment and sent it out from that area. 

Mr. Reppan. Do you know anything about equipment which was 
landed at Kompong Som that they later had to transship back up 
through Saigon to Phnom Penh by boat because it was too heavy to 
come across the light bridges on the road from Kompong Som to 
Phnom Penh ? 

Mr. Himes. Well, considerable equipment had to be done that way 
because of the lack of initiative in putting forth the men and effort 
to build a haul road down there. I think really that’s the reason. 

Mr. Reppan. And do you know of your own knowledge that equip- 
ment which was landed at Kompong Som was subsequently loaded on 
boats and taken back into Phnom Penh ? 

Mr. Himes. It would have to have been done after I left. 

Mr. Reppan. I see. 

Mr. Himes. I know that was the purpose, but I-—— 

Mr. Harpy. Any further questions? 

Mr. Kwox. I believe that’s all. 

Mr. Harpy. Thank you very much, Mr. Himes. 

Mr. Abele. 

(Whereupon, Mr. Edward F. Abele was duly sworn by Mr. Hardy.) 


TESTIMONY OF EDWARD F. ABELE, BUILDING CONTRACTOR, 
McCONNELSVILLE, OHIO 


Mr. Reppan. Please give the reporter your full name and address. 


Mr. Asetz. Edward F. Abele, Route 4, McConnelsville, Ohio. 
Mr. Reppan. What is your occupation, sir? 

Mr. Asete. Building contractor. 

Mr. Reppan. And how long have you been engaged in that business? 
Mr. Asexr. Since 1947. 
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Mr. Reppan. Do you have an engineering license ? 

Mr. Axper. No, sir. 

Mr. Reppan. What phase of the building business are you in’ 

Mr. Asetr. Well, general types, in my time. Carpenter, about 36 
years. All types. 

Mr. Reppan. Now, were you employed by the Dougherty Co. ? 

Mr. ABELE. Yes, sir. 

Mr. Reppan. And in what capacity, sir? 

Mr. Azeve. Bridge superintendent. 

Mr. Reppan. And when were you so employed ? 

Mr. AseLe. November 6, 1956, I got on the job site. 

Mr. Reppan. You arrived in Cambodia then ? 

Mr. Aspens. Yes, sir. 

Mr. Reppan. And where were you stationed in Cambodia? 

Mr. Asete. Kompong Som the next morning. 

Mr. Reppan. You were shipped down to the port site ¢ 

Mr. Apete. Yes, sir. 

Mr. Reppan. And you arrived there, when did you say? Novem- 
ber the 

Mr. Apsete. The 6th. 

Mr. Reppan. And how long did you stay down at Kompong Som ? 

Mr. Asete. Three months. 

Mr. Reppan. Were you there when the used equipment and ma- 
chinery we have been discussing was unloaded at Kompong Som? 

Mr. Apete. Yes, sir. 

Mr. Reppan. Could you tell the subcommittee what the condi- 
tion of that machinery was, particularly with respect to whether or 
not it was ee 

Mr. Ase.e. Well, sir; I didn’t know anything about the machinery. 
They have the equi ipment there, and I didn’t even have time to watch 
them. I was busy building. The general superintendent put me 
on buildings the minute I got there, “which they drastically needed. 
But they did have quite a few machinery set around in the yard for 
months that was never moved on our end. That was out of my 
category. 

Mr. Knox. You said “for months.” Now, can you be more spe- 
cific in number of months? 

Mr. Aner. I don’t know the exact date, but it would be better than 
2months. A lot of it around the yard. 

Mr. Knox. Two months? 

Mr. Anetr. Yes, sir. 

Mr. Reppan. What sort of equipment was that, Mr. Abele? 

Mr. Anete. Eues and dozers. 

Mr. Reppan. Bottom dumps? 

Mr. Anete. Yes, sir. 

Mr. Reppan. Scrapers? 

Mr. Anete. That’s right. 

Mr. Reppan. What percentage of the used equipment would you say 
sataround the yard? Imean, wasit much? 

Mr. Apexr. I would say there was a good percent of it on our end. 

That was none of my business. 


Mr. Reppan. I know, but in your daily observation there, was more 
than half of it 
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Mr. Anete. I would say around 50, 60 percent ; yes, sir. 

Mr. Reppan. And was it sidelined ‘because it needed repairs ¢ 

Mr. Asetz. I think most of it was; yes, sir. 

Mr. Reppan. And how did you get that information? From obser- 

vation or from talking with somebody ? 

Mr. ABELE. Watching the mechanics try to build it back up. 

Mr. Reppan. I see. Could you describe generally to the committee 
what the machinery and equipment looked like when it was landed 
there ¢ 

Mr. Asetre. Well, some of the Eucs were pretty well scarred up. 

Mr. Reppan. Well, yes; but could they be operated ? 

Mr. Azetr. Some of them could, and some of them couldn’t. 

Mr. Reppan. Did they have to tow any of them off the boat ? 

Mr. Asete. That I couldn’ tell you. I never saw the operations of 
unloading. 

Mr. Reppan. Now, were you ever present when there was any inspec- 
tion party that came through to inspect the road or the equipment ¢ 

Mr. Apete. Oh, yes. On several occasions. 

Mr. Reppan. Now, this used equipment which was down because it 
needed repair, was that available for inspection ¢ 

Mr. Apete. I have seen it hid. 

Mr. Reppan. I’m sorry, sir; I didn’t get the answer. 

Mr. Asete. I saw it hid. 

Mr. Reppan. You saw it hid? 

Mr. Apete. Pulled out of sight. 

Mr. Reppan. I see. And do you know at whose orders that was 
done ? 

Mr. Apete. By the area superintendent. 

Mr. Reppan. And who was that, sir? 

Mr. Avetz. Mr. Stone. 

Mr. Reppan. And what did they do with the equipment? Did they 
have advance notice the inspection party was coming through? Is 
that it? 

Mr. Asetr. I think so, yes. 

Mr. Reppan. Then what did they do with the equipment ? 

Mr. Ase.e. Tow it back out of the road, where you can’t see it. 

Mr. Harpy. It wasn’t hard to hide it ? 

Mr. Asete. That’sright. There was plenty jungle. 

Mr. Reppan. Did you have any sheep’s-foot rollers down at your 
end of the job? 

Mr. Aspete. Yes. 

Mr. Reppan. Were they used ? 

Mr. Apece. I never saw them used; no, sir. 

Mr. Reppan. Was there any reason that they were not used ? 

Mr. Avete. Well, I inquired one time, or was with the inspector, Mr. 
Knisely. He was riding in the truck with me, and he inquired. 

Mr. Reppan. Is Mr. Knisely a Michael Baker man ¢ 

Mr. Apee. Yes, sir. 

Mr. Reppan. All right. Go ahead, sir. 

Mr. Anete. He made the remark to Mr. Stone about it, and Mr. 
Stone, I think, said that they had the wrong parts in Phnem Penh 
that is, one side, something or other, wouldn’t fit. 
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Mr. Reppan. Did you ever have any discussion with anyone about 
the compaction equipment, with respect to the use of it holding up 
the job or slowing up the job if you used it ? 

Mr. Asete. Well, the information I had there was mostly when 
I'd ride Mr. Knisely. He was stationed and grounded in Tuksap. I 
would frequently ride him. He would like to go along, and that’s 
when I heard these conversations. 

Mr. Reppan. What was the conversation, sir? 

Mr. Aneve. Talking to Mr. Stone about probably throwing too big 
rocks in, not crushing the rocks, or filling too high at the time. 

Mr. Reppan. You say Mr. Knisely was an inspector for Michael 
Baker ¢ 

Mr. Asete. Yes, sir. 

Mr. Reppan. He was riding with you? 

Mr. Apete. Yes, sir. 

Mr. Reppan. Didn’t he have his own jeep or vehicle? 

Mr. Apex. Well, he did, but I don’t know what happened to it. 
He had an accident and threw it in the river. 

Mr. Reppan. Who threw it in the river? 

Mr. Apex. I couldn’t tell you that. Happened before I got there. 

Mr. Reppan. Was it an accident ? 

Mr. Asete. That I couldn't tell you, sir. I didn’t see it. It hap- 
pened before I got there. 

Mr. Reppan. Did anybody tell you whether or not it was an acci- 
dent / 

Mr. Asete. Only what Mr. Knisely told me. 

Mr. Reppan. What did Mr. Knisely tell you? 

Mr. Asete. That’s what he thought it was. 

Mr. Reppan. He thought it was an accident? 

Mr. Asetr. Yes. 

Mr. Reppan. Were you ever criticized by anyone for riding Mr. 
Knisely along for his inspections ? 

Mr. Aneir. Yes, sir. 

Mr. Reppan. And who criticized you? 

Mr. Anetr. Mr. Stone. 

Mr. Reppan. What did Mr. Stone say ? 

Mr. Apetr. “Leave the radio off when I ride him.” 

Mr. Reppan. That was the two-way radio? 

Mr. Asete. Yes, sir. 

Mr. Reppan. Between the trucks and the office? 

Mr. Aver. That’s right. 

Mr. Reppan. Was there any particular- 

Mr. Aner. Well, we could contact the office. It was just between 
Tuksap and Som. 

Mr. Reppan. He didn’t want Mr. Knisely to know what was go- 
ing on? 

Mr. Anetr. I think that’s the general idea. 

Mr. Reuss. How many inspections of equipment occurred while 
you were on the job? 

Mr. Anetr. Well, personally, I couldn’t answer that question be 
cause I didn’t have anything to do with that, and I was so busy build- 
ing that I couldn’t even watch that stuff. 
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Mr. Reuss. Well, but you have just testified that equipment was 
hauled into the jungle when these inspections 

Mr. Apete. Yes. 

Mr. Reuss. Occurred. 

Mr. Apete. I have seen that in my runs at different times. 

Mr. Reuss. How many times? 

Mr. Axsete. In my regular routine travel, the work that I had to 
do. 

Mr. Reuss. How many different times did you see equipment hauled 
into the jungle to avoid being inspected ? 

Mr. Apete. Well, personally I could only swear to one time. 

Mr. Reuss. How long were you on the job, all told? 

Mr. Asete. About 6 months. Just a little under 6 months. 

Mr. Reuss. You say personally you could only swear to one time. 

Mr. Apsetr. That’s right. 

Mr. Reuss. Did you hear of other occasions ? 

Mr. Azete. No, sir. 

Mr. Reuss. That’s all. 

Mr. Harpy. Any questions, Mr. Brownson ? 

Mr. Brownson. No questions. 

Mr. Harpy. Mr. Knox? 

Mr. Knox. Yes; I have a few questions. 

How long were you stationed at Kompong Som ? 

Mr. Asete. I was stationed there 3 months. I left there on Jan- 
uary 27, I believe to be the exact date, and back to the States and 
got my wife and 

Mr. Knox. Did you return? 

Mr. Axetr. Yes, sir. They sent me back, and I returned back on 
the job February 13. 

Mr. Knox. Following February 13, what period of time did you 
spend at Kompong Som ? 

Mr. Asete. I was stationed at Camp 76 for 3 weeks. 

Mr. Knox. Camp 76 doesn’t mean too much to me. Where 
Camp 76? 

Mr. Asere. That is the main building camp there, the main site 
of the camp. 

Mr. Kwox. That would be up on the Phnom Penh end of the 
project ! 

Mr. Apnete. That’s right. 76 kilometers. 

Mr. Knox. Did you go down to Kompong Som occasionally ? 

Mr. Anete. I was only there once during that period of 3 weeks, 
and then the general superintendent put me down there in charge 
over the other superintendent that wasthere. Tuksap Camp. 

Mr. Knox. Where is that camp? 

Mr. Apete. That is right close to Kompong Som. 

Mr. Knox. What period of time did you spend in the vicinity of 
Kompong Som? 

Mr. Asete. You mean after I left the main camp? 

Mr. Kwox. Yes. 

Mr. Aner. March 27 to April 22. 

Mr. Kwox. 1957? 

Mr. Asere. That’s right, sir. 
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Mr. Knox. And then where were your duties, or what were your 
duties ? 

Mr. Asete. Well, we had just gotten into quite a bit of buildin 
problems there, too, and we were trying to get these culverts started, 
the permanent structures, which we only had been on temporary prior 
to that time. 

Mr. Knox. Then you do not have too much knowledge of what took 
place after April of 1957 up to this date 

Mr. Azvete. No, sir. 

Mr. Knox. As far as Kompong Som was concerned ? 

Mr. Asete. No, sir. 

Mr. Knox. Thankyou. Thatisall. 

Mr. Harpy. Thank you, Mr. Abele. I believe that’s all, and you 
will be excused. 

Mr. Avete. You didn’t ask me why I left. 

Mr. Harpy. All right. We’ll call you back right now. Why did 

you leave ? 

(Mr. Abele handed a document to Mr. Hardy.) 

Mr. Harpy. Well, now, this is very interesting. Shall I read it? 

Mr. Asete. Yes, sir. 

Mr. Harpy. This is addressed to Mr. Edward F. Abele, Kompong 
Som, Tuksap. 





Please be advised that you are hereby terminated for cause. The effective 
date of termination shall be at the close of business April 22, 1957. The cause 
resulting in your termination is, as you know, your continued refusal to follow 
orders of management in regard to removing your wife from Tuksap Camp. I 
refer specifically to your letter of March 27, 1957, wherein you refuse to comply 
with the order given, and to subsequent lack of compliance. 


I believe that is the significant part of the memorandum. 
Mr. Anete. That’s right. 
Mr. Harpy (reading) : 


As per the arrangement you made with the New York office and confirmed by 
them in their letter of February 16, 1957, the round-trip transportation for your- 
self and Mrs. Abele will be for your own account. In view of this arrangement, 
you will procure your own return transportation and make arrangements to pay 
the company for the two tickets furnished you and Mrs. Abele for the trip over. 
That part of your travel reserve so required will be used to defray the cost 
of your first round trip. New York to Cambodia and return, when first you 
walked off the job to return to the States for personal reasons. 


(Signed) Rosert Leary, Project Manager. 

That clears that up. 

Mr. Avetxs I’m proud of that. That’s the first time I’ve ever been 
fired. 

Mr. Harpy. Well, that’s a good record. 

Mr. Asexx. That’s right. 

Mr. Harpy. As long as you can stay in good graces with the 
boss, maybe you can put up with being fired. 

Mr. Apetz. That’s right. 

Mr. Harpy. Thank you, Mr. Abele. 

Mr. Arnold. 

(Mr. Edwin H. Arnold was duly sworn by Mr. Hardy.) 
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TESTIMONY OF EDWIN H. ARNOLD, DEPUTY DIRECTOR, OFFICE 


OF TECHNICAL SERVICES, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Reppan. Would you give the reporter your full name, sir? 

Mr. Arnotp. I didn’t get your question. 

Mr. Reppan. Would you give the reporter your full name and 
address, please ? 

Mr. Arnotp. Edwin H. Arnold. My home address is Providence, 
R. I. I am temporarily living at the Woodner on 16th Street in 
Washington. 

Mr. Reppan. And you are the Deputy Director, Office of Technical 
Services, International C ooperation Administration ¢ 

Mr. Arnoxp. I am; yes, sir. 

Mr. Reppan. And how long have you been the Deputy Director? 

Mr. Arnowp. Since September 1956, 

Mr. Reppan. Were you with ICA prior to that time / 

Mr. Arnotp. No, sir. I have never been in Government before. 

Mr. Reppan. I see. Would you be good enough to give the com- 
mittee just a brief sketch of your bac -kground ! d 

Mr. Arnotp. Well, I have been in all kinds of utility business. I 
have been in the banking business. And I have been in the chemical 
business. I am a registered engineer in Rhode Island. 

Mr. Harpy. Did you visit this project in Cambodia during 1957? 

Mr. Arnoxp. Yes, sir; I did. 

Mr. Harpy. Can you tell us approximately what dates you were 
over there ? 

Mr. Arnotp. It was either the latter part of March or the first part 
of April. In that general period. 

It was in conjunction with a trip after I had attended the Mission 
directors’ meeting in the Philippines. 

Mr. Harpy. Did you have occasion to inspect the project from a 
standpoint of its engineering, as to whether it had been thoroughly 
and properly done, as an engineer ? 

Mr. Arnotp. No, sir. The time that I spent there was rather 
casual. I flew down to the port area. I landed there, and I drove 
across where the bridge was going to be built, the construction camp, 
and up to the junction of—I thought it was Route No. 
heard Route No. 4 mentioned. 

But up in the junction of the road that goes on back to Phnom 
Penh. And back for lunch at the construction area. 

Mr. Harpy. Did you observe that some of the construction work was 
done on a hit-and-miss basis and without proper surveying before 
cuts were made? 

Mr. Arnoxp. It impressed me so at the time, and I so reported in my 
report to Mr. Hollister. It developed afterward, sir, that many of the 
cuts that I saw were excess lanes, and I think that they are now in 


operation. I don’t think there are any roads that I saw that are not 
now being used. 


Mr. Harpy. Did you have occasion to observe the condition of the 
equipment while you were there ? 


Mr. Arnotp. Most of the equipment that I saw was new equipment 
in use in the big cut that was being put through to the port area. I 
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went up and spent considerable time, took quite a lot of pictures of the 
area; yes, Sir. 

Mr. Harpy. Did you observe that there was equipment over there 
on the job that would not have been necessary if the contract had been 
awarded before the equipment had been bought? Did you find some 
unnecessary equipment there ? 

Mr. Arnowp. No,sir. Icannot say that I did. 

Mr. Harpy. Did you observe any machinery being cannibalized in 
order to keep other pieces operating! 2 

Mr. Arnoip. I saw one piece of new machinery. And, of course, 
I respect machinery, and I hate to see it taken apart. But I under- 
stand that 1 piece was used to keep 4 other things going, and that 
the parts were flown in or gotten otherwise, and they were put back 
in condition. 

The only piece I saw out of operation was the new equipment. 

Mr. Harpy. You saw only one piece ? 

Mr. Arnon. I only saw one piece out of operation. There might 
have been some standing, not being used at the time. But, obviously 
taken apart, I have only seen one. 

Mr. Harpy. I ask you to read—not out loud, because that is classi- 
fied and it is confidential—but the last paragr aph of that memoran- 
dum. Is that the memorandum which you prepared ? 

Mr. Arnovp. It is. 

Mr. Harpy. Read that last paragraph, and see if you would un- 
derstand why I had assumed that there would be more than one piece 
that you saw cannibalized. 

Mr. Arnovp. I think I can understand how you would see that, 
Mr. Hardy, but I am talking about 2 countries that I visited—3 
countries that I visited. 

Mr. Harpy. And so—— 

Mr. Arnoitp. This was Cambodia. I have mentioned Thailand 
and Laos in here. 

Mr. Harpy. Yes. I was not going to mention those, because I was 
trying to respect that classification on that docyment. But you saw 
only one piece ? 

Mr. Arnorp. Yes, sir. 

Mr. Harpy. In Cambodia? And your references there were to the 
other countries ? 

Mr. Arnotp. Yes, sir. 

Mr. Harpy. Any questions by members of the committee? 

Mr. Reuss. No questions. 

Mr. Brownson. No questions, Mr. Chairman. 

Mr. Harpy. Mr. Knox? 

Mr. Knox. Yes, I do have a question. 

May I have your name again ? 

Mr. Arnoip. Edwin H. Arnold. 

Mr. Kwox. Mr. Arnold, while you were in the vicinity of the 
Cambodian road at Kompong Som, or up in Phnom Penh, did you 
observe equipment that had been stripped of parts ? 

Mr. Arnoip. Just one piece. 

Mr. Knox. Just one piece 4 

Mr. Arnon. Yes, sir. 
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Mr. Knox. Mr. Reed, who is master mechanic in Cambodia, testi- 
fied that when he arrived at Kompong Som, there was 1 tractor at 
Kompong Som that had been stripped for parts, there was 1 scraper 
parts had been taken off of, and there was 1 Euclid bottom dump 


which dump parts had been used from, and 1 Euclid bottom dump 
that had been wrecked. 


Mr. Arnotp. I didn’t see it, sir. 

Mr. Knox. Were you at Kompong Som? 

Mr. Arnorp. Yes, I was. 

The machine I saw was right adjacent to these trailer living quar- 
ters where the foreman lived, 3 or 4 right along the line where the 
foreman lived. And the machine that I saw was adjacent to that. 
That is the only one I saw. 

Mr. Harpy. You were there for a very limited time? 

Mr. Arnotp. I spent most of the day down there, that’s all. 

Mr. Knox. But you did come to observe the operations ? 

Mr. Arnop. I did, sir. 

Mr. Knox. And you did not see what Mr. Reed testified to? 

Mr. Arnotp. I didnot. No, sir. 

Mr. Knox. That’s all. 

Mr. Harpy. Thank you very much, Mr. Arnold. 

(Witness temporarily excused. ) 

Mr. Harpy. Mr. Graham, will you come back, please, sir. 

The record will show Mr. Graham has already been sworn. Go 
ahead. 


FURTHER TESTIMONY OF DONALD H. GRAHAM, VICE PRESIDENT, 
MICHAEL BAKER, JR., INC. 


Mr. Reppan. Mr. Graham, I show you a copy of a letter dated 
November 19, 1957, dated Phnom Penh, to John McCormack from 
Patrick Ritch, and it has five attachments to it, and ask you if you 
can identify that, sir. 

(Document handed to Mr. Graham.) 

Mr. Granam. Well, now, what do you mean by the question, can I 
identify it? 

Mr. Reppan. Can you identify that as being a record from the files 
of the Michael Baker Co. ? 

Mr. Granam. Why, I certainly presume so, in that it is signed by 
Pat Rich, who works for us, and addressed to John McCormack. 
However, the rather surprising thing to me, it doesn’t have the imi- 
tials on it to show distribution in our office. I know I have seen it 
before. 

Mr. Reppan. You have seen it before? 

Mr. Granam. Yes. 

Mr. Harpy. Without objection, this will be introduced as exhibit 25. 
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(The document referred to was introduced into the record as exhibit 
95, and follows :) 


Exuisir 25—LETTER FROM PATRICK RITCH, EQUIPMENT SUPERVISOR, MICHAEL 
BAKER, JR., INC., TO JOHN McCoRMACK, NOVEMBER 19, 1957, witH Five AtT- 
TACHMENTS RECONDITION OF USED EQUIPMENT 


PHNOM PENH, CAMBODIA, 
November 19, 1957. 
To: Mr. JoHN McCorMACK, 
Project Manager, 
Michael Baker, Jr., Inc. 

I have checked the used equipment as delivered to the job site by the Con- 
tractor, A. L. Dougherty Overseas, Inc. 

The equipment is at present in good working condition. An inspection of 
motors, transmissions, final drives and braking systems indicate that good 
service can be expected from these machines if proper maintenance is provided. 

A system of equipment care and maintenance is provided at Km. 76+000 
and also at the Camp at Tuk Sap. ‘This system as set up, and if rigorously 
followed, should provide this proper maintenance. 

PATRICK RITCH, 
Equipment Supervisor, 
Michael Baker, Jr., Inc. 

USOM/C. 

Attention Mr. G. H. Salling, Chief, Public Works Division. 

I am forwarding you a copy of this letter for your information. 

JoHN McCorMACK, 
Project Manager. 


Equipment to be repaired and under repair June 21, 1957 to July 20, 1957 


1-18 Jeep—Deadline, lack of parts 

2-53 Fuel Truck Engine—Waiting for parts 

3-138 D-8 Cat—Complete rebuild—lack of parts 

4-1 Bottom Dump Euclid—complete rebuild—lack of parts 
4-4 Bottom Dump Euclid—complete rebuild—lack of parts 
4-9 Bottom Dump Euclid—complete rebuild—lack of parts 
4-11 Bottom Dump Euclid—complete rebuild—lack of parts 
4-51 Euclid Scraper—complete rebuild—lack of parts 

8-71 100 KW Generator—Crankshaft—lack of parts 





Equipment to be repaired, and under repair, July 21, 1957, to August 24, 1957 





1-18 Jeep—Deadline—Lack of parts 
-J53 Fuel Truck Engine—Waiting Parts 
3 D-8 Cat—needs complete rebuilding—Lack of parts 








4-1 Bottom Dump Euclid—complete rebuild—lack of parts 
4-4 Bottom Dump Euclid—complete rebuild—lack of parts 
4-9 Bottom Dump Euclid—complete rebuild—lack of parts 
4-11 Bottom Dump Euclid—complete rebuild—lack of parts 
4-51 Euclid Scraper—complete rebuild—lack of parts 
8-71 100 KW Generator—Crankshaft—Lack of parts 


Equipment to be repaired, and under repair, 8/25 to 9/21 


1-18 Jeep Complete rebuild. Deadline lack of parts 
2-37 Dump truck.—Transmission. Under repair 

2-53 Fuel truck—Engine—Deadline—Waiting for Engine 
3-4 = D-8S Cat—Rebuild track & Rollers—Under repair 
3-12. D-S Cat—Complete rebuild. Under repair 
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3 D-8 Cat—Complete rebuild. Deadline—lack of parts 

-15 D-8 Cat—complete rebuild. Under repair 

—34 Case tractor. Rebuild transmission Deadline. Lack of parts 
Bottom Dump. Complete Rebuild. Deadline—Lack of parts 

Bottom Dump—Complete rebuild. Under repair 

Bottom Dump—Complete rebuild. Under repair 

Bottom Dump—Complete rebuild. Under repair 

Motor grader—Rebuild engine—Under repair 

Motor grader—Repair head—Under repair 

Euc. Scraper—complete rebuild—Under repair 

Northwest shovel—Generator—Lack of parts 

65 10 ton 3 wheel Roller—Drive Hubs—Under repair 

6-6 10 ton 3 wheel Roller—Drive Hubs—Under repair 

6-7 10 ton 3 wheel Roller—Drive Hubs—Under repair 

6-S 10ton 3 wheel Roller—Drive Hubs—Under repair 

7-12 Air Compressor—Compressor—Deadline—Lack of parts 

8-71 100 KW Generator—Crankshaft—Deadline—Lack of parts 

8-80 30 KW Gener: ine—Deadline—Lack of parts 


Spare parts have been ordered for all deadlined equipment. 
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Equipment to be repaired and under repair, 9/22 to 10/19 


1-18 Jeep—Complete Rebuild—Under Repair 

2-53 Fuel truck—Engine—Deadline—Waiting for engine 
3-12 D-8 Cat. Complete Rebuild—Under Repair 

3-13 D-8 Cat. Complete Rebuild—Deadline—Lack of Parts 
8-15 D-S Cat. Complete Rebuild—Under repair 

3-19 D-S Cat. Repair Sprockets—Repaired 

3-34 Case tractor. Transmission. Repaired 


4-1 Euc. Bottom Dump. Complete Rebuild. Lack of Parts 
4-4 Euc. Bottom Dump. Complete Rebuild. Repaired 

4-7 Euc. Bottom Dump. Complete Rebuild. Repaired 
4-10 Euc. Bottom Dump. Complete Rebuild. Under repair 
4-11 Euc. Bottom Dump. Complete Rebuild. Under Repair 
4-41 Motor Grader—Engine Rebuild—Under repair 

4-42 Motor Grader—Rebuild Engine—Under Repair 

4-51 Eue. Scraper—Complete Rebuild—Under Repair 

5-7 Northwest shovel—Generator—Lack of Parts 

6-5 10 ton 3 wheel Roller Drive Hubs—Under Repair 

6-6 10 ton 3 wheel Roller Drive Hubs—Under repair 

6-7 10ton3 wheel Roller Drive Hubs—Under repair 

6-8 10 ton 3 wheel Roller Drive Hubs—Under repair 

7-12 Air Compressor, compressor—repaired 

8-71 100 KW Generator, Crankshaft—Deadline—Lack of parts 
S80 30 KW Generator, Engine—Deadline—Lack of Parts 
9-5 House Trailer. Front Part damaged—to be Repaired 


arts have been ordered for all deadlined equipment 


Equipment to be repaired, and under repair, 10/20 to 11/16 


1-18 Jeep—repaired 

2-53 Fuel Truck, Engine—Repaired 
“2-12 D-S Cat—Repaired 

3-13 D-S Cat—Repaired 

3-15 D-8 Cat—Repaired 

4-1 Euclid Bottom Dump—Repaired 


4-10 Euclid Bottom Dump—Repaired 

4-11 Euclid Bottom Dump—Repaired 

441 Grader—Repaired 

4-42 Grader—Repaired 

4-51 Euclid Scraper—Repaired 

5-7 Northwest shovel, generator—Repaired 

€-5 10 ton 3 wheel Roller, Drive Hubs—Repaired 
6-6  10ton3 wheel Roller, Drive Hubs—Repaired 
6-7 10ton 3 wheel Roller, Drive Hubs—Repaired 
6-8 10 ton 3 wheel Roller, Drive Hubs—Repaired 





EIT oe 


ETS 


cee 


' 
' 


re eee 


REST Nae 


ET ET 


a 





FOREIGN-AID CONSTRUCTION PROJECTS 279 


8-71 100 KW Generator, Crankshaft—Repaired 
§-SO 30 KW Generator, Engine—lack of parts 
9-5 House Trailer—to be repaired 
Spare parts have been ordered for all deadlined equipment. 


Mr. Reppan. Mr. Graham, this is a report, is it not, of the condi- 
tion of the equipment and machinery on the Dougherty work, road 
project, in Cambodia ? 

Mr. Granam. That’s what the letter says, yes. 

Mr. Reppan. And it purports to list various pieces of equipment 
which are sidelined from month to month for various reasons ? 

Mr. Granam. Yes. 

Mr. Reppan. What period does it cover, sir? 

Mr. Granam. June 2, 1957 to July 20, 1957, and another one from 
July 21, 1957 to August 24, 1957, another one from August 25, to 
September 21, and another one from October 20 to November 16. 

Mr. Reppan. Is that the last sheet, sir? 

Mr. Granam. Yes. 

Mr. Reppan. Now, have you searched your file to determine whether 
or not there are any reports or records in the Michael Baker files with 
respect to the condition of machinery on that project prior to June 21, 
1957 ? 

Mr. GraHam. I believe there is not any prior to that because I had 
been to Cambodia just about this time and I told Mr. Ritch we want 
this information. 

Mr. Reppan. Why did you want that information ? 

Mr. Granam. Because of the indication, from what I have seen, 
that some of the equipment wasn’t being maintained and repaired 
as rapidly as should be. Some of the things I had heard, it wasn’t. 
And although this wasn’t required in our contract, we felt we had 
better have some record of it. 

Mr. Reppan. Now, can you tell from that list whether or not the 
machinery and equipment which is down for needed repairs is the 
used equipment ? 

Mr. GraHam. Some of it is. 

Mr. Reppan. Some of it is?) How much of it is used equipment ? 

Mr. Granam. Well, I can’t say in all parts. Here is a “D-8 Cat, 
complete rebuild, lack of parts.” Here are references to “Four bottom 
dump Euclids, lack of parts.” There is a “Euclid scraper, lack of 
parts.” 

I don’t know whether that is used or not. 

Mr. Reppan. In the covering letter, Mr. Ritch’s letter, would you 
read that? 

Mr. GraHam (reading) : 

I have checked the used equipment as delivered to the job site by the contrac- 
tor, A. L. Dougherty Overseas, Ine. 

The equipment is at present in good working condition. An inspection of 
motors, transmissions, final drives and braking systems indicate that good 
ao can be expected from these machines if proper maintenance is pro- 
vided. 

A system of equipment care and maintenance is provided at kilometer 76 and 
also at the camp at Tuk Sap. This system as set up, and if rigorously followed, 
should provide this proper maintenance. 

I am forwarding a copy of this letter for your information. 

Mr. Harpy. What is the date of that letter, sir? 

Mr. Granam. November 19, 1957. 
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Mr. Reppan. Now, do you know where Mr. Ritch got the informa- 
tion which he included in‘his report for June 21, 1957 ¢ 

Mr. Granam. No; I don’t know where he got it other than I told 
him, “Dig it out yourself if you can’t get it through any other 
sources.” 

Mr. Reppan. Do you know whether or not he made the inspections 
of June 21 or as of November? 

Mr. Granam. I have no way of knowing that. 

Mr. Reppan. When did you tell him to get it? 

Mr. Granam. I was over there in the summer, just about this time, 
in June. 

Mr. Harpy. Is it coincidental that this letter is dated during the 
time that we were over there? 

Mr. Granam. Not that I—I don’t know. 

Mr. Reppan. Do you know whether or not he made that inspection 
in November of 1957? Or do you know that he did not make it in 
gi ere 1957? 

Mr. Granam. I do not know that. I know that he started to make 
inspection of the equipment while I was there. 

Mr. Reppan. Did he issue any reports at that time? 

Mr. Grauam. No; this isthe first. 

Mr. Reppan. Is it customary in Michael Baker Co. to issue reports 
currently with inspections? 

Mr. Granam. Yes; I told them to keep that information over there 
in the event it is needed. This isn’t in our contract. 

Mr. Reppan. Who did you tell that to? 

Mr. Granam. To Pat Ritch personal. 

Mr. Reppan. Now, he is not in charge of your office over there? 

Mr. Granam. No; Mr. McCormack was on vacation at that time. 

Mr. Reppan. Who was in charge in the office at the time? 

Mr. Granam. Praxidus Zuigna. Z-u-i-g-n-a, P-r-a-x-i-d-u-s. 

Mr. Reppan. If the record shows Mr. Ritch’s testimony was to the 
effect he did not make this inspection until November, would you 
think that that was in conflict with what the actual truth was? 

Mr Granam. I know that Pat Ritch was starting to check on the 
entire list of equipment Dougherty had while I was there because he 
had certain papers that he br ought i in and showed to me. 

Now, whether he accomplished the final examination in November, 
the indication is such that that probably is the case. 

Mr. Reppan. But you have not received any other reports other than 
that ? 

Mr. Granam. Not that I can recall. 

Mr. Reppan. And you have searched the files, sir? 

Mr. Granam. Generally, not specifically looking for that question. 

Mr. Reppan. Well, I specifically asked you that question. I asked 
you to search your file for any reports which may have been an as 
to the condition of the equipment and machinery prior to the report 
which Ritch made. And I showed you that report. 

Mr. Granam. Well, you took my files. 

Mr. Reppan. Well, you have delivered, then, to the committee all 
of the files? 

Mr. Grauam. All of the files. Wedon’t have any files. 
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Mr. Repvan. I have made a search and there is nothing in there I 
assure you, unless you have other files there. 

Mr. Grauam. No, we have no other files. 

Mr. Reppan. All right. Now, were you present in the room when 
Mr. Arnold just told of his visit to the job? 

Mr. Grauam. Yes, I was. 

Mr. Reppan. Did you have a meeting or did you instruct one of the 
members of your firm to meet with ICA with respect to Mr. Arnold’s 
findings ? 

Mr. Granam. Yes. 

Mr. Reppan. And who was that, sir ? 

Mr. Granam. I was there, Mr. Fred Awalt, from my Washington 
office, was there—not meeting with Mr. Arnold. 

Mr. Reppan. No. And with whom did you meet, sir? 

Mr. GranAm. Mr. Thompson, Norman Thompson. 

Mr. Reppan. And what was the purpose of the meeting ? 

Mr. Granam. He reported that Mr. Arnold’s inspection to Cam- 
bodia reflected certain questions that required answer about access 
roads, cannibalizing equipment, laboratory facilities I believe, and 
compaction. I think those were the subjects. 

Mr. Reppan. Was there a question as to compaction ? 

Mr. GrauAm. I am not positive of that compaction. 

It should be in that group right there [indicating]. 

Mr. Reppan. Yes, 1 think it is right here. 

And as a result of that meeting, did you subsequently send a letter 
to ICA commenting upon the findings or the allegations of Mr. 
Arnold? 

Mr. Grauam. There was such a letter, a joint letter, signed by 
Dougherty and Michael Baker Co. 

Mr. Reppan. I show you a thermofax copy of what appears to be 
that letter and ask you if you can identify it as the letter to which 
you have just referred. 

(Document handed to Mr. Graham.) 

Mr. Granam. Yes, this is the letter. 

Mr. Reppan. Mr. Chairman, may we have this letter introduced 
in the record as exhibit 26, please. This is the letter of May 31, 1957, 
to the International Cooperation Administration, a joint letter by 
Michael Baker Co. and A. L. Dougherty Overseas Corp. ? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as 
exhibit 26 and follows :) 


ExuHipir 26—LeEtTTER FroM MICHAEL BAKER, JR., PRESIDENT, MICHAEL BAKER, JR. 
Inc., AND A. L. DOUGHERTY, PRESIDENT, A. L. DoU@HERTY OVERSEAS CoRP., TO 
NORMAN E. THOMPSON, INTERNATIONAL COOPERATION ADMINISTRATION, May 81, 
1957, Wirnm ArTTacnEepD STATEMENTS 


MICHAEL BAKER, JR., INC. 
Rochester, Pa., May 31, 1957. 
Subject : Cambodia Port Highway. 
INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington 25, D.C. 
(Attention Mr. Norman E. Thompson.) 

GENTLEMEN: A conference was held in the office of Mr. Norman E. Thompson, 
Chief, Industrial Engineering Division of the ICA, with representatives of 
Michael Baker, Jr., Inc., and A. L. Dougherty Overseas Corp. relative to the 


| 
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Cambodia port highway project. This meeting was held May 2, 1957, to con- 
sider certain observations and comments submitted by Mr. Edwin H. Arnold, 
Deputy Director of the ICA, following his recent visit to the project. 

Since most of the comments and observations made by Mr. Arnold involved 
both the consulting engineer and the construction contractor, it has been deemed 
appropriate to prepare a letter reply signed by both parties. 

Individual statements prepared by Michael Baker, Jr., Inc, and A. L. 
Dougherty Overseas Corp. with reference to the separate comments applicable 
to each respective firm are attached to this communication. 

During the course of the conference, the specific comments and questions 
raised by the ICA staff members included the following items: 

1. It was reported that soils testing laboratory facilities were not avail- 
able in Cambodia to conduct appropriate soils and materials analyses. 

2. The location of the proposed highway as presently being constructed 
appeared to justify further study to determine the feasibility of an improved 
alinement by comparison with similar highway projects now under con- 
struction in Thailand. 

3. Compaction of certain fill areas was reported to be inadequate due to 
lack of sheepsfoot roller equipment in the compaction operations. 

4. Spare parts inventory in Cambodia for equipment in operation did not 
appear adequate, thus resulting in removal of needed parts from existing 
equipment. 

5. The suitability of rubber-tired equipment versus track equipment was 
questioned. 

6. A question was raised as to assurance that the completed highway, 
when made available to the Government of Cambodia, would be consistent 
with accepted practices for similar highway construction in the United States. 
Such assurance was requested from both the consulting engineer and the 
construction contractor. 

Upon review of the above comments, it will be noted that items 1 and 2 refer 
directly to the consulting engineer, whereas items 3, 4, and 5 refer directly to the 
construction contractor. Item 6 concerns both the engineer and the contractor 
jointly. The individual statements prepared by both parties, and submitted with 
this letter, provide the full explanation in each instance. 

Both the Dougherty and the Baker firms appreciate the sincerity with which 
these comments have been offered. It is understandable that a brief reconnais- 
sance of the project in its current status would most certainly lead to the ques- 
tions propounded in the above comments. In the early stages of this construc- 
tion program, certain temporary access roads would present the appearance of 
improper alinement and construction techniques. However, both firms are 
certain that upon closer observation, together with a full explanation by a repre- 
sentative of either the engineer or the contractor or both, in conjunction with a 
thorough review of the construction plans and specifications as now prepared, 
the features of the project when completed would clearly indicate the reasons 
and justification for the conditions which existed at the particular time under 
consideration. 

In carefully considering all of the above comments and by direct comparison 
with a similar highway now under construction in Thailand, which incidentally 
we understand has been under construction for about 18 months, we are of the 
opinion that a further review at a later date will clearly substantiate the fact 
that the completed highway will be of highest quality and fully in conformance 
with good engineering and construction practices. Temporary facilities now 
being used during the construction period will be eliminated and the final aline- 
ment and grade will be a very satisfactory and suitable facility for use by modern 
transportation equipment. 

Furthermore, we wish to point out that during the ICA conferences in recent 
months, both the engineer and the contractor were requested to provide a tem- 
porary access from Tuk Sap to the port site at Kompong Som prior to construc- 
tion of the final and completed roadway. This temporary road, now in existence, 
has not been constructed at either final alinement or grade but was provided to 
comply with this request at a minimum of expense. 

Both the Dougherty and the Baker firms wish to assure the ICA and all mem- 
bers of their staff of our sincere desire to carry out this project in accordance 
with the best practices, insofar as design and construction are concerned, and 
that when completed the highway will be in strict accordance with similar facil- 
ities in the United States and throughout other foreign countries. 
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The Baker and Dougherty firms are privileged to be selected to provide the 
services required and we fully believe that with the continued cooperation of 
the ICA, together with the mission personnel at Phnom Penh, the project can be 
accomplished to the full satisfaction of the Government of Cambodia; and we 
hereby pledge our full cooperation in accomplishing this purpose. 

Sincerely yours, 
MICHAEL BAKER, JR., INC., 
MICHAEL BAKER, Jr., President. 
A. L. DOUGHERTY OVERSEAS CorpP., 
A. L. Doucuerty, President. 


STATEMENT BY MICHAEL BAKER, JR., INc., CONSULTING ENGINEERS 


(This statement to be attached to and become a part of the joint statement 
issued by A. L. Dougherty Overseas Corp. and Michael Baker, Jr., Inc., dated 
May 31, 1957.) 


1. It was reported that soils testing laboratory facilities were not avail- 
able in Cambodia to conduct appropriate soils and materials analyses. 


The consulting engineer has available a well-equipped laboratory for soils 
and material analyses at the engineer’s headquarters in Phnom Penh, Cam- 
bodia. This laboratory was established by us in October 1956 and has been in 
full operation since that time. Soils sampling of all the materials necessary 
is regularly made in that laboratory. The laboratory is staffed under the super- 
vision of Dr. Arthur Pfeiffenberger, a well qualified soils analyst. Operation 
of this laboratory is under the direct supervision of our project engineer and its 
activities are coordinated with the construction operations. 

We are of the opinion that during Mr. Arnold’s visitation to Cambodia the 
existence of this laboratory was not made known to him. We are satisfied that 
proper soils analyses are being made to assure that the design specifications as 
set forth in the written specifications are being met by the construction contrac- 
tor, and that the contractor is using proper equipment (sheepfoot rollers) for 
compaction. 

2. The location of the proposed highway as presently being constructed 
appeared to justify further study to determine the feasibility of an im- 
proved alinement by comparison with similar highway projects now under 
construction in Thailand. 

The design and specifications covering the new highway referenced as Route 
4, Cambodia, meets accepted practices of similar roads as established and desig- 
nated in the United States. Engineering procedures leading to the design of 
this highway includes accepted practices of preliminary location studies, field 
surveys including profile and cross sections, office computations for establishing 
of grade and alinement, detailed design (including structures), written speci- 
fications, quantity estimates, and the supervision of construction. All of these 
practices are being fully met. 

Construction plans developed from the aforementioned procedures are sub- 
mitted to and approved by the Government of Cambodia, the United States Op- 
eration Mission, and the home office of the engineer before physical construction 
is started. The detail design of all highway structures is all in accord with 
typical standards covering drainage, pipe and box culvert design, bridges (con- 
crete slab and T-beam), retaining walls and related structures in common usage 
in Pennsylvania, California, and other States on similar road construction. 
Complete written detail is set forth in the specifications and construction draw- 
ings, copies of which are on the file with the Government of Cambodia, United 
States Operation Mission, and our own office. 

The recommended standards limit horizontal curves to a maximum of 7 de- 
grees through the level terrain and 9 degrees through the mountainous areas, 
with a minimum passing sight distance of 700 feet more or less. Grades are 
being limited to a maximum of 5 percent over most of the route and in the moun- 
tainous areas may not exceed 6 percent unless absolutely necessary in specific 
instances. 

It is our understanding that the alinement of certain temporary access roads 
created during the early logistics of operation by the contractor are being judged 
as the final alinement of the completed highway. Physical condition over much 
of the area of the final location required providing temporary access to allow any 
construction operation and/or the determining of final location. This is par- 
ticularly true from the Tuk Sap area to Kompong Som. Previous meetings 
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held in the offices of ICA/Washington will verify agreements to open temporary 
access roads from the Port Site to Old Route 8 before final location construc- 
tion. Alinement and grade of these temporary routes were not controlling fac- 
tors. We believe that both firms are certain that upon closer observation, to- 
gether with a full explanation by a representative of either the engineer or the 
contractor, or both, in conjunction with a thorough review of the construction 
plans and specifications as now prepared, the features of the project when 
completed would clearly indicate the reasons and justification for the conditions 
which existed at the particular time under consideration. 

6. A question was raised as to assurance that the completed highway, 
when made available to the Government of Cambodia, would be consistent 
with accepted practices for similar highway construction in the United 
States. Such assurance was requested from both the consulting engineer 
and the construction contractor. 

We are satisfied that the engineering procedures set forth and more fully 
described under item 2 will provide a highway facility upon the completion of 
construction that will be consistent with accepted practices for similar high- 
way construction in the United States and foreign countries. We further believe 
that the construction contractor equally has his phases of responsibility well in 
hand and that our mutual undertaking will produce a completed highway facility 
which will serve a very useful purpose to the Government of Cambodia. 


MICHAEL BAKER, JR., INC., 
MICHAEL BAKER, Jr., President. 


STATEMENT By A. L. DoUGHERTY OVERSEAS, INC., CONTRACTORS 


(This statement is to be attached to, and become a part of, the joint statement 
issued by Michael Baker, Jr., Inc., and A. L. Dougherty Overseas, Inc., dated 
May 31, 1957.) 

3. Compaction of certain fill areas was reported to be inadequate due to 
lack of sheepsfoot roller equipment in the compaction operations. 

Examination of the equipment inventory will show that the contractor has 
in Cambodia, an adequate amount of compaction equipment, including sheepsfoot 
rollers. 

To the best of our knowledge, all fills are up to specifications. However, with- 
out specific reference to the fill areas questioned, we are unable to furnish infor- 
mation as to the compaction, or what equipment was used to obtain same. 

4. Spare parts inventory in Cambodia, for equipment in operation, did 
not appear adequate, thus resulting in removal of needed parts in existing 
equipment. 

We were fortunate to obtain a ship to carry a great quantity of the heavy 
machinery items through special arrangements, whereby the ship sailed non- 
stop to Kompong Som, and included in this cargo were the available preliminary 
spare parts. Due to the contract requirement of 50 percent American flag ship- 
ping, factory delivery and lesser tonnage, we were unable, of course, to obtain 
such fast delivery on subsequent shipments. 

It will be noted that we have experienced considerable amount of burned out 
clutches, twisted drive lines and collisions by Cambodian operators. (See report 
of Mr. A. L. Dougherty’s visit to Cambodia.) Even with these necessary man- 
made accidents, our availability of machinery, based on 60 hour work week being 
100 percent efficient, we have an availability for operation of all equipment, 
somewhat above 90 percent. The United States Government average is about 
65 percent, based on the above method. 

We are sure that all concerned recognize the value of stripping one machine 
in order to keep others in operation. 

5. The suitability of rubber-tired equipment versus track equipment 
question. 

The necessity of completing a roadway to carry truck traffic from Kompong 
Som to the junction of Route No. 3 during the 1957 dry season, required shipment 
of a great deal of machinery to the Kompong Som end. Except for the necessity 
of completing this section, the contractor would have followed the normal 
practice of having approximately half as much machinery in this very rough 
and slow section, and would have used the other half of the equipment and 
effort tied up in this section in areas where greater mileage could have been 
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completed for the early commencement of paving in the next season. The rough 
terrain and rock sections of Kompong Som would then have been approached in a 
steadier fashion and worked to a greater extent during the rain season and 
therefore, we would have had time to have had a mere complete camp and the 


warehouse would have been filled, including the ample stock of spare parts that 
arrived March 23. 


Large rubber tired scrapers were used in rock areas only for the necessary 
operation of stripping dirt from rock cuts prior to drilling and blasting. The 


material being striped (except top soil) is suitable and accordingly being used 
to construct fill. 


6. The question was raised as to the assurance that the complete highway, 
when made available to the Government of Cambodia, would be consistent 
with the accepted practices for similar highway construction in the United 
States. Such assurance was requested from both the consulting engineer and 
the construction contractor. 

As stated in the meeting with Mr. Thompson of ICA in Washington, the aim 
of both the consulting engineer and the construction contractor is a completed 
highway that will measure up to specifications. We further want this project 
to be one that the United States can point to with pride and we give our assurance 
that all effort will be expended to this end. 

A. L. DouGHERTY, OVERSEAS INC, 
A. L. DougHertry, President. 

Mr. Reppan. On page 1 of the attachment to this letter, which is 

headed “Statement by Michael Baker, Jr., Inc.,” paragraph 4 reads as 


follows: 


We are of the opinion that during Mr. Arnold’s visitation to Cambodia the 
existence of this laboratory— 
that is a soils testing laboratory referred to in the previous para- 
graph 
was not made known to him. We are satisfied that proper soils analyses are 
being made to assure that the design specifications as set forth in the written 
specifications are being met by the construction contractor, and that the con- 
tractor is using proper equipment (sheepsfoot rollers) for compaction. 

Mr. Granam. That’s right. 

Mr. Reppan. Now, is that a fact, that the construction contractor 
Was using proper equipment and using the equipment properly ? 

Mr. Granam. In the early stages, we had some difficulty in getting 
them to follow the specifications, the requirements for compaction. 

Mr. Reppan. In the early stages. I wonder could you identify that 
as to time, sir? 

Mr. Granam. I believe that the first operation that the Dougherty 
people engaged in after their equi ipment was offloaded at Kompong 
Som was opening an access road across the jungle plateau, and over to 
route 3, south of where 3 and 4 junction. 

They were making fill without proper compacting; and that would, 
therefore, put it early in 1957. 

Mr. Reppan. Well, this letter was written on May 31, 1957, to ICA. 

Do I correctly interpret that to mean that you were assuring ICA 
that as of this time 

Mr. Grauam. As of then, we were satisfied that they were then fol- 
lowing the requirements. 

We had some difficulty getting them to follow the specifications at 
first, in the early logistics. 

Mr. Reppan. I would like to show you a document, which is dated 
May 15, 1957, just 2 weeks before this one. It says: “John McCor- 
mack; Don H. Graham.” It starts out: “Dear Mac,” so I assume it is 
from you to Mr. McCormack. 
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I ask you if you can identify that as a copy of a communication 
which you sent to Mr. McCormack ? 

(Document handed to Mr. Graham.) 

Mr. Granam. I would say that it is. 

Mr. Reppan. May we have this letter just referred to admitted as 
exhibit 27, Mr. Chairman ? 

Mr. Harpy. Without objection, it is so ordered. 

(The document referred to was introduced into the record as 
exhibit 27 and follows:) 


¢—LetTtTerR From DoNnALp H. GRAHAM, VICE PRESIDENT, MICHAEL BAKER, 
Jk., INc., TO JOHN McCorMack, May 15, 1957 


Exureit 2 


RC-171-G. 
To: John McCormack. 
From: Don H. Graham. 
May 15, 1957. 
[Personal] 


x 


DeEAR MAc: Ever since my first meeting with Colonel Cohen, I have had a most 
favorable opinion of him, and recognize his ability and sincerity in his under- 
takings. After reading his letter No. 57-1987 dated May 2, to the Dougherty 
Co., I have still greater admiration of him. He “pulls no punches” in that 
letter—yet he is most fair in his stated comments. 

After reading Dougherty’s Operation Status report dated April 30, there is 
every evidence that the Dougherty field management need to be “combed over” 
and be put into a better cooperative frame. I am very much surprised that 
they would resort to tactics indicated throughout their report, and can see that 
your relationships (CR-120-M) may not be too pleasant. It is good that you 
are slow to rise to wrath because their comments are most unfair and tend to 
“hit below the belt.” We are grateful that Colonel Cohen has recognized mat- 
ters and forwarded them his letter of May 2. 

It has been realized by all, that the physical completion of that highway 
most likely cannot be accomplished by the target date presently established 
in Dougherty’s contract, and that an extension would probably have to be made. 
For them to be indicating that the responsibility of contract extension all stem 
from the lack of plans, is really asinine. There are legitimate reasons that 
can be set forth when the proper time comes, that would justify extension and 
warrant their asking for additional fee. 

I could pick their whole reasoning apart and be quite nasty in doing so—but 
I do not think that it is necessary, at least for now. We are hopeful that they 
will shortly see the light and be placed on the proper track of thinking. They 
have continually set up their own procedures, schedules, and operations with- 
out consulting the engineers, and they have further tried to be uncontrolled 
in disregarding the requirements of the “specifications.” 

Since the very outset of our contacts with the Dougherty firm, I have ex- 
pressed to them that the success of this whole program will be based greatly 
on the cooperation between the engineer, the contractor, and the mission, and we 
did have the assurance of that cooperation from the Dougherty top management. 
Dougherty management recognizes that detailed engineering of the entire high- 
Way system was not completed and would not be completed until our contract 
terminating dates. We have at all times been well in advance of a construc- 
tion schedule if that scheduling were adhered to. Dougherty, without consul- 
tation, have selected areas wherein they choose to work, rather than follow 
the logical scheduling of the engineer. It is quite apparent that some of the 
staff members of the Dougherty group in Cambodia do not recognize the re- 
sponsibility of the engineer. They bottled themselves by off-loading all of their 
equipment in, more or less one area and, because of this error of foresight, are 
finding themselves in an unfortunate position. There isn’t any question that 
the project is equipped well, sufficient to perform the physical work and that 
the Dougherty personnel includes many well qualified people. There is reserva- 
tion established about their administration of the project, and possible lack 
of experience and qualifications to construct the bridges, culverts, drainage 
systems, and related physical improvements. At times I cannot help but ques- 
tion whether there might be lack of experience even in the earth moving ability 
because of their carelessness in compacting fills. I could refer to several com- 
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ments of your past correspondence, but have before me Dr. Pfeiffenberger’s 
Report No. 41. All in all I feel the same as Colonel Cohen, that generally they 
have been quite successful in their undertakings on this highway and that 
they in despair are discrediting themselves. 

I have been in touch with the Dougherty office in New York about this 
general matter and we are expecting Mr. A. L. Dougherty to visit us at 
Rochester, yet this week. I have been assured by that office, that Mr. Dough- 
erty is wholly in accord with the thinking expressed in this memo, and have 
been advised that Mr. Dougherty has written his field management staff, in 
no uncertain terms, with reference to their April 30 progress report and Colonel 
Cohen’s letter of May 2. 

Although the tone of this whole memo expresses dissatisfaction, I do believe 
that the disorganization now existent can and will be corrected by the Dough- 
erty group before it need become a major hazard. The plans and specifications 
for this highway, which you have prepared, spell out the requirements of the 
contractor. Hold them to every detail and continue to keep a firm hand. 

I have several specific memos to write to you in answer to the correspondence 
which has arrived during my absence while visiting our project in Lima. I 
will get these out to you within the next day or two. 

We still have not had answer from ICA pertaining to contract extension, 
vacations, and other pertinent questions raised in our letters of February 13 
and 14. At times, we feel that possibly another visit should be made to your 
project soon, but we would rather such visit could await contract extension 
negotiations. 


Mr. Reppan. I would like to refer to the paragraph at the top of 
page 2 of this exhibit, which reads as follows: 

There is a reservation established about their administration of the project, 
and possible lack of experience and qualifications to construct the bridges, cul- 
verts, drainage systems, and related physical improvements. At times I cannot 
help but question whether there might be lack of experience even in the earth- 
moving ability because of their carelessness in compacting fills. I could refer 
to several comments of your past correspondence, but have before me Dr. 
Pfeiffenberger’s Report No. 41. 

Who was Dr. Pfeiffenberger ? 

Mr. Granam. He is our soil engineer. 

Mr. Reppan (reading) : 

All in all I feel the same as Colonel Cohen, that generally they have been 
quite successful in their undertakings on this highway and that they in despair 
are discrediting themselves. 

Mr. Harpy. What does that mean ? 

Mr. Granam. They were reaching for excuses when we would 
point out things that they must accomplish and do, and they were 

ust disparaging themselves, instead of taking credit for their ability, 
aeictine down and scheduling their work. 

You had reference to the question, What does “despair” mean ? 

Mr. Harpy. Yes; that’s right. I had a little trouble with that, 
particularly in the light of the earlier statement in that paragraph 
to the effect that they were not doing the proper job of compaction. 

Mr. Granam. They hadn’t up to that point proved their ability to 
perform. 

Mr. Harpy. Well, this bothers me a little bit. You have reference 
in here to Mr. Dougherty’s letter to his management staff on April 30. 
You have a reference to Mr. Cohen’s letter of May 2, and this is May 
15, in which I get the distinct impression that they still weren’t doing 
a proper job of compaction. And yet hardly any time later you gave 
them a clean bill of health when you wrote ICA. 

Mr. Granam. The period of time that elapses in correspondence 
back and forth between the projects may indicate certain things that 

24700—58—pt. 1_—20 
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occurred weeks before, but it isn’t reference until that time. I think 
that is where there might be some confusion there. 

Mr. Reppan. Well, in this letter to Mr. McCormack you refer to 
Dr. Pfeiffenberger’s report No. 41 “which you have before you” at 
the time you wrote this letter. It is apparently the most recent report 
you have on this soil compaction. And I ask you whether you received 
any other reports between May 15 and the time you wrote this letter 
to [ICA on May 31? 

Mr. Granam. You say 41 was the only report we received ? 

I don’t understand. 

Mr. Reppan. No; you said that you had this report before you; 
this is a report dated April 30. 

Perhaps we had better have you identify that thermofax copy. 

Can you identify that as a copy of your record, sir? 

(Document handed to Mr. Graham.) 

Mr. Granam. I am quite sure this is a copy of one of Dr. Pfeiffen- 
berger’s reports. Itisreference No. 41. 

Mr. Reppan. What is the date of that report, sir ? 

Mr. Grauam. Dated April 30. 

Mr. Reppan. That report has to do with compaction problems on 
this job? 

Mr. Granam. Yes. 

Mr. Reppan. May we have Dr. Pfeiffenberger’s report admitted as 
an exhibit, Mr. Chairman ? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
28, and follows :) 


Exuisirt 28—Report No. 41 From A. R. PFEIFFENBERGER, PH. D., Sor, ENGINEER, 
MICHAEL BAKER, JR., INC., TO JOHN MCCoRMACK, APRIL 30, 1957 


MICHAEL BAKER, JR., INC., SOILS AND MATERIALS LABORATORY, PHNOM PENH, 
CAMBODIA 
Date: 30, ApriIL 1957. 
Report No. 41. 
To: Mr. John McCormack. 
Subject matter: Condition of road construction immediately beyond the Tuk Sap 
River as found to exist on April 20, 1957. 

The results of tests carried out, and observations made, during my visit to 
Tuk Sap on April 20, 1957, together with subsequent laboratory work on samples 
and data brought back, can be condensed as follows. 

The soil used for fill operations between stations km 205-175 to 205-700, just 
beyond the Tuk Sap River crossing was to the date of April 20 of the following 
characteristics (established by laboratory tests) : 


Unit weight, filled dry, without compaction_._._.......__.______________ 83.3 
Unit weight, compacted dry (in Proctor mold)-—---..........._________ 110.3 
Unit weight, compacted at optimum moisture of 12% __-___-_____________ 114.0 


This soil referred to as a “fine sand without binder” is classified as “A-38” 
and is “satisfactory as subgrade when properly drained and compacted, under 
moderate thickness of pavement of a type suitable for the traffic to be carried, 
or can be made satisfactory by addition of small amounts of natural or artificial 
binders” (quoted from AASHO Designation: M145—49). 
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Compaction tests and indirect determinations revealed the following values 


for “in place densities” : 


Ibs./cu. ft. 
a DTT. GC nad cctieainian aveensnunnchs bac tnaiiesne dein anadinedaae 102. 6 
oo BS PR eae eee a teal eee 105. 3 
We ee Dae eas Sick cehecte cca ray eh sae relive alecie gad auc Sacied pda ialecaballet es oaaediinanie 108. 0 
bin Be6-Bee0 ¢; fan nn eee sahirdehece ihe de ccd t shite us dipilghegemadhtied 107.9 
km 205-275 c. 1. ..-- sp laa a big Bead ie hae aah eae tala Saad eo ae baal dale elena 110.0 
ei ee, ee oN 5 dere npc ecg an orien eda einem eachtpetsanalinimeame 89.1 
WR IED Ci Nose icc ce cides co eosin sicetesaenishcaiolg en teh ahem i enable T2339 
ee Se CS Te ak sarc cme eb Sees oe ecu aan tain 114. 0 
Wee DO AG | Oa oasis nists seca bine cos nndclnie cies dabaas dalam demain 113.1 
km 205-450 e. l--- Settivodentests (ptntihse ani Le trg mits mcacndiae dapat cee 115. 6 
Wit ID ee Naini ieieiic sek cig scdaped battatee rion ntacta nls tele waded 86.3 
Wie 47S: 0 Vii ction on macnn a dense nde alee 112.3 
et Dente BORG Gs bectanccaamennonaaaewe SE ee b Keailaeiomeeiess aca 106. 1 
be BOG-S80 ' @.. 1. ko eh a ae ae eee 90.4 
km 206-510 right c. J)_.......... <aaiuidiiiaiabsan ts dsrtalestiderbameee inks lnk ee 112.0 
ers BOG-B60 6. 2c ciated ceric dd ee pea weeae 108. 1 
Weis NTE i ho nn cecccnteetnad ceiecc ened a case Soekag tmean tance eae 111.3 
Perey le Racca check eee ecg sco dl tn edge eee 114. 0 


km 205-625 to km 205-650 and at km 205-700 right c. 1.: Silty soil of type “A—4” 
of spongy consistency, placed without proper compaction. 

km 206-150: An indurated crust of about 2 to 3 inches of soil type “A—2-4” 
overlays a very silty soil of type “A—4” containing only very small amounts of 
clay. The well-compacted crust prevented the wet soil underneath from drying 
properly, and fractured under the load and knifelike action of the cleats of tracks 
of heavy construction equipment which passed over it. 

All along the shoulders the rain cut deep gullies due to poor stabilization of 
the soil. 

It may be pointed out here that all persons concerned, unanimously attributed 
this deplorable picture to “lack of adequate equipment.” 

Remedial steps to be taken 

From km 205-175 to 205-650 remove by bulldozer the top layer along the center 
line. The places of deep uncompacted fill (apparently former military tank 
traps) must be excavated by appropriate means (dragline or clamshell) and 
suitably replaced, and compacted. The indurated crust at and about km 206 must 
be scarified, pushed aside, the material mixed and recompacted. The gullies along 
the shoulders must be evened out and compacted. 

This matter has been discussed in detail with Messrs. Stone and Abele. Both 
are fully convinced that these steps are necessary and they intimated that they 
wili be carried out. 

Copies: 

Dougherty Overseas 
USOM 
Inspectors 
Files 
A. R. PFEIFFENBERGER, Ph. D. 


Mr. Reppan. Will you read the paragraph on the second page there, 
the last two paragraphs, where Dr. Pfeitfenberger-—— 

Mr. Granam. The last two paragraphs? 

(Document handed to Mr. Graham.) 

Mr. Reppan. Yes, I think so. There is one long paragraph and a 
short one there. 

Mr. Granam (reading) : 

From Kilometer 205 plus 175 to 205 plus 650, remove by bulldozer the top layer 
along the centerline. The places of deep uncompacted fill (apparently former 
military tank traps) must be excavated by appropriate means (dragline or clam- 
shell) and suitably replaced, and compacted. The indurated crust at and about 


Kilometer 206 must be scarified, pushed aside, the material mixed and recom- 
pacted. The gullies along the shoulders must be evened out and compacted. 








290 FOREIGN-AID CONSTRUCTION PROJECTS 


This matter has been discussed in detail with Messrs. Stone and Abele. Both 
are fully convinced that these steps are necessary and they intimated that they 
will be carried out. 

Mr. Reppan. You read both of those paragraphs ? 

Mr. Granam. Yes, the last two paragraphs. 

Mr. Reppan. All right. Now, my question is, Mr. Graham, did you 
have anything else from Dr. Pfeiffenberger after this report between 
the time you received this and the time you wrote to ICA in which you 


said: 


We are satisfied that proper soils analyses are being made to assure that the 
design specifications as set forth in the written specifications are being met by the 
construction contractor, and that the contractor is using proper equipment 
(sheeps-foot rollers) for compaction. 

Mr. Grauam. Unless I could go through the files, I wouldn’t know 
that there was any others. 

Mr. Reppan. Would you go through the files tonight, then, sir? 

Mr. Harpy. Well, now, this doesn’t necessarily say what it sounds 
like. 

Mr. Reppan. I know it, and it isn’t what Mr. Arnold 

Mr. Harpy. The report here is signed jointly by Michael Baker, 
Jr., Inc., and 

Mr. Reppan. This is a joint letter to ICA. This is Michael Baker’s 
attachment to 

Mr. Harpy. This is Michael Baker’s attachment to the joint letter 
signed by Dougherty Overseas Co. and Michael Baker Co. And it says 
that 


We are satisfied— 


and I read on down— 











that the contractor is using proper equipment (sheepsfoot rollers) for 
compaction. 

Well, there isn’t anything in Dr. Pfeiffenberger’s statement that 
indicated they weren’t using them. 

Mr. Reppan. No, Dr. Pfeiffenberger wanted to know whether or 
not—there was a question of compaction, that was the question, was 
it not, sir? 

Mr. Granam. That is the place where this whole compaction problem 
ame up. 

Mr. Reppan. That’s right. It wasn’t a question of whether they 
had machinery, but whether they were using it and using it proper ly? 

Mr. Granam. That’s right. 

No, no, we are referring back to Mr. Arnold’s report. The inference 
was there wasn’t the equipment for that. 

Mr. Harpy. Well, you said that there was equipment for it and 
I suppose that technically there certainly ought not to be any argument 
about that, if sheeps-foot rollers were there; but just a couple of weeks 
before, a little less than a month before, you had clear evidence from 
your own people that they weren’t doing a proper job. 

Mr. Granam. That’s right. 

Mr. Harpy. Would you say that might be misleading to ICA ? 

Mr. GraHam. We had the assurance of Mr. A. L. Dougherty’s office 
that they were going to—and Mr. Dougherty advised that he would 
instruct his field that they follow the specifications to the letter, 
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Mr. Reppan. Mr. Graham, I would like to show you another com- 
munication, dated May 2, 1957, from Mr. Awalt to Mr. Robert L. John. 
If you cannot identify it, Mr. Awalt is in the room and I believe he 
could identify it for us. 

(Document handed to Mr. Graham.) 

Mr. Granam. I can probably identify it. 

Mr. Reppan. Would you ieadihe that as part of the record from 
the Michael Baker Co. ? 

Mr. Granam. I am quite sure that this is the memorandum Mr. 
Awalt wrote to the office after we had had our meeting with Mr. 
Thompson. 


Mr. Reppan. Are you satisfied that it is, sir? 
Mr. Granam. Yes. 


Mr. Reppan. All right, Mr. Awalt, would you take a look at it, 
please, sir? 

(Document handed to Mr, Awalt.) 

Mr. Awatr. Yes, sir, that is. 

Mr. Reppan. All right. 

May I have this document admitted as an exhibit? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as 
exhibit 29 and follows:) 


Exuisit 29—MEMORANDUM FROM F. H. AWALT, VICE PRESIDENT OF WASHINGTON 
OFFICE, MICHAEL BAKER, JR., INcC., TO Ropert L. JonHNn, MAy 2, 1957, RE ICA 
MEETING, CAMBODIA 


May 2, 1957. 
To: Mr. Robert L. John 
From: F. H. Awalt 
Subject: ICA Meeting—Cambodia. 

At the request of ICA, Mr. Graham and I met this morning with Mr. Norman 
Thompson and Mr. Hockenberry of ICA and Mr. May of A. L. Dougherty Co. to 
discuss certain impressions acquired on a recent trip to Cambodia by Mr. Edwin 
H. Arnold, Deputy Director of ICA for Technical Services. It developed that 
Mr. Arnold had been very much impressed with the highway work being done 
in Thailand, but when he visited Cambodia and saw the work in progress there 
he made unfavorable comparisons; primarily, this was due to the fact that the 
Thailand work is a year and a half in advance of the work in Cambodia. In 
this connection, Mr. Thompson mentioned that there had also been some adverse 
criticism of the work in Thailand when it was no further advanced than the 
Cambodian highway. 

A few specific questions were raised in behalf of Mr. Arnold by Mr. Thompson. 
Two of these were of specific interest to us as engineers and Mr. Graham was 
able to dispell any doubts whatsoever. First, Mr. Arnold seemed to be under 
the impression that no Soils Testing Laboratory was available to us in Cambodia. 
Mr. Graham assured Mr. Thompson that there was a very fine Laboratory, fully 
equipped for that purpose and he regretted that Mr. Arnold had not had the 
opportunity of seeing it during his brief stay in Cambodia. The second question 
relating to us had to do with the existence of access roads which Mr. Arnold 
apparently mistook for deviations from original plans. Mr. Graham was again 
able to explain this matter very readily to the complete satisfaction of Mr. 
Thompson and Mr. Hookenberry. In particular, he pointed out, the invitation 
from ICA to submit a proposal asked us to make use of such access roads in 
accordance with the preliminary plans drawn up by Brown & Blauvelt. 

Other questions related to responsibilities of the contractor. Mr. Arnold had 
expressed some anxiety that the road bed was not properly compacted because 
he saw no sheepsfoot rollers. Mr. May was able to assure Mr. Thompson that 
they did have such equipment and were using it in accordance with specifications 
drawn up by the engineers. Mr. Arnold also had commented adversely on the 
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cannibalization of some equipment. Mr. May said that cannibalization, especially 
on an overseas job, was accepted practice of every contractor and it was always 
done in the interests of avoiding a holdup in operations for lack of a particular 
part. He drew attention to the fact that although they had purchased a suit- 
able quantity of spare parts and shipped them out with the first load of equip- 
ment, transshipment through Singapore had not been satisfactory in all respects 
so that needed parts sometimes did not arrive with the equipment for which 
it was intended. He assured Mr. Thompson, however, that parts cannibalized 
were always replaced promptly upon subsequent arrival of the parts in question. 
The final criticism by Mr. Arnold was leveled at the suitability of rubber tired 
equipment instead of track vehicles. Mr. Thompson said he apparently had 
some anxiety that wheeled equipment would get bogged down in the mud and 
would hold up the job. It was pointed out in reply that the heavy construction 
work was to take place primarily during the dry seasons, not during the rainy 
part of the year so it was not anticipated that mud would be a serious hazard. 
The wheeled vehicles, moreover, were much faster in their operation so the 
progress could be more rapid during the relatively short construction season. 

In replying to the criticism made, Mr. Graham and Mr. May backed each 
other up completely and I feel confident that Mr. Thompson was fully convinced 
that Mr. Arnold had not received a correct impression of the satisfactory progress 
being made in Cambodia. He also was good enough to add that their own 
engineer in the field, Colonel Cohen, has never expressed any dissatisfaction 
with the progress of the work. In conclusion, Mr. Thompson suggested that it 
would be advisable for the two firms to write a letter to ICA responding as 
fully as possible to the criticisms mentioned above and he also recommended 
that our respective field offices have an opportunity of commenting on them as 
well. It was pointed out that this would take 2 or 3 weeks at least during which 
time it may not be politic to allow Mr. Arnold to entertain his misgivings. Mr. 
Thompson assured us however that we need have no anxiety on that score, that 
he would report to him directly on the meeting this morning. 

Mr. Graham asked me to say that he would prefer to handle the letter to 
ICA upon his return from Peru. Meanwhile, he wanted you to be reassured that 
there was nothing which should cause you any anxiety. 


Mr. Reppan. This is from Mr. F. H. Awalt to Mr. Robert L. John. 
Who is Robert L. John ? 
Mr. Grauam. Executive vice president. 
4 eo AVE AN. Jf 4 a t ¢ 
Mr. Reppan. And Mr. Awalt? 
Mr. Granam. Vice president in charge of our Washington office. 
Mr. Reppan. This is a letter dated May 2, 1957, headed “ICA 
© 3 9 
Meeting, Cambodia.” 
The first paragraph states that 
At the request of ICA, Mr. Graham and I met this morning with Mr. Norman 
Thompson and Mr. Hockenberry of ICA and Mr. May of A. L. Dougherty Co. to 


discuss certain impressions acquired on a recent trip to Cambodia by Mr. Edwin 
H. Arnold, Deputy Director of ICA for Technical Services. 


In paragraph 3, to get down to the compaction, it states: 


Mr. Arnold had expressed some anxiety that the roadbed was not properly 
compacted because he saw no sheepsfoot rollers. Mr. May was able to assure 
Mr. Thompson that they did have such equipment and were using it in accord- 
ance with specifications drawn up by the engineers. 

Mr. Harpy. That assurance was given and referred to in the letter 
of May 2, and it is in direct conflict with the report No. 41 of Pfeif- 
fenberger, the way I read it. 

How do you just ify that kind of a thing, Mr. Graham ? 

Mr. Grauam. The time difference in mail coming through. 

Mr. Harpy. What was the date of this session? This is dated 
May 2. 

Mr. Granam. Dated May 2? 

Mr. Reppan. What was the basis of the assurance ? 
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Mr. GranAm. Basis of the assurance of what ? 

Mr. Reppan. Yes, they assured ICA, they lulled them with this 
statement here. It says— 

Mr. May was able to assure Mr. Thompson that they did have such equipment 
and were using it in accordance with specifications drawn up by the engineers. 

Now, your representative was there. Did they have any reason 
to doubt the correctness of that assurance of Mr. May? 

Mr. Granam. No. 

(Discussion off the record. ) 

Mr. Harpy. Let metry to boil this thing down. 

Is this memo from Mr. Awalt to Mr. John? Is that what this is? 

Mr. Granam. Yes. 

Mr. Harpy. Well, he refers to a meting that you had with Mr. 
Thompson and Mr. Hockenberry. W here did this take place ? 

Mr. Grauam. Washington at the ICA office. 

Mr. Harpy. That took] place in Washingten ? 

Mr. Granam. Yes. 

Mr. Harpy. That took place on May 2 according to this memo. 

Mr. Granam. Right. 

Mr. Harpy. Which is 2 days after the report of Dr. Pfeiffen- 
berger ? 

Mr. Granam. Yes. 

Pfeiffenberger’s report would not be in. 

Mr. Harpy. It would not have been in? 

Mr. Granam. It would not have been in. 

Mr. Harpy. At this time? Then the question arises as to the basis 
for the assurances which you gave to Mr. Arnold and to ICA that 
actually proper compaction was being achieved. 

Mr. Granam. Well, from the information we had had from the field 
prior to that, there was nothing that would indicate that they weren't, 
and Mr. A. L. Dougherty’s staff assured us; we knew they had the 
equipment. 

Mr. Harpy. Mr. Graham, I wish that, as an engineer, you would talk 
about what your engineering people found and not talk about the 
assurances of the contractor; because if that is the only purpose that 
you serve, to rely on the assurances of the contractor, you are not much 
of an engineer 

Mr. Grauam. I follow your question. 

Mr. Harpy. Frankly, you have disturbed me considerably by con- 
tinually referring to what you were assured by the contractor when 
it was the job of your people to make sure the contractor was carrying 
out the specifications. 

Mr. Grauam. We didn’t have Pfeiffenberger’s report and I didn’t 
know that we didn’t know the compaction was not being properly 
done. 

Mr. Harpy. Then as a matter of a few weeks later, after you get the 
report of Pfeiffenberger, there is a letter to ICA not assuring them 
that proper compaction is being carried out, but assuring them that 
they do have proper compaction equipment. 

It leaves a lot to be desired from an engineering standpoint, as I 
look at it from a lay standpoint. 

Mr. Reppan. You say that as of the date of this meeting, Michael 
Baker was satisfied that the compaction problem had been solved. 
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Would you please take a look at that letter in your files. It is a copy 
of a letter. Would you identify it, please, sir? 

(Document handed to Mr. Graham.) 

Mr. Granam. This isa letter, dated April 9, from Mr. Sultan Cohen, 
chief of the public-works division of the mission, addressed both to 
Michael Baker field staff and the Dougherty field staff. 

Mr. Reppan. What is the date of that, sir ? 

Mr. Granam. April 9. 

Mr. Reppan. W i you read that, please ? 

Mr. Grawam (reading):  . 


It is said that constructive criticism can be good for the soul. The attached 
report is submitted in the hope that some good can come from it. 

I have noted considerable exchange of correspondence between Michael Baker 
and Dougherty Overseas on the subject of proper compaction. It is requested 
that we stop temporizing with this issue and satisfy the compaction requirements. 
It is quite evident that the necessary equipment is available and Dougherty 
management is capable of using it. 

When Mr. Salling completed his field trip he verbally explained to me that the 
work was being seriously delayed by the shortage of explosives in the Kompong 
Som area. He was sure that the materials would not be delivered within several 
weeks. I talked to Mr. Leary thereafter about the possibility of an air shipment 
from Singapore. He advised that a test had been made recently on air versus 
water shipment from Singapore and water shipment was the more rapid. On 
April 6, Mr. Leary informed me by telephone that 1,200 pounds of explosives 
had just been received at Kompong Som; so this problem should be met for the 
present. 

Mr. Reppan. By that, sir—is there anything else there about com- 
paction ¢ 

Mr. Granam. No. 

Mr. Reppan. Well, as of April 9, the mission certainly wasn’t happy 
withit. They let you know, isn ‘t that so? 

Mr. Granam. Not necessar ily would we have that letter that soon. 
That would be delivered to our field office over there and again the 
correspondence coming through oftentimes is 2 to 3 weeks. 

Mr. Reppan. How do you send your correspondence / 

Mr. Granam. By direct mail. The fastest we have ever received a 
letter is 7 days. 

Mr. Harpy. I am surprised, if that is the case, I am a little sur- 
prised you were able to write the letter which you wrote to ICA on 
April 30 or—what is the date of that letter ? 

Mr. Grauam. Twenth-seventh. 

Mr. Harpy. In the light of the fact that you couldn’t have had the 
April 30 report of Dr. Pfeiffenberger when you wrote it. 

Mr. Grauam. We still were under the assumption that they were 
doing everything properly. 

Mr. Reppan. On what basis did you assume that ? 

Mr. Granam. Because the complaint had not reached our office. 

Mr. Reppan. You mean you hadn’t received either that letter from 
Colonel Cohen or you hadn’t received Dr. Pfeiffenberger’s report ? 

Mr. Grauam. I would be satisfied that is correct. 

Mr. Harpy. Well, the letter from Pfeiffenberger was obviously in 
your hands before you wrote—which was that letter ? Prior to the 
memorandum. 

You had the Pfeiffenberger report by May 15, because in the 
memorandum which you wrote to Mr. McC setae you referred to it. 
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Mr. Grauam. May 15? What was the date of the letter we wrote 
to Arnold? 

Mr. Harpy. May 31 is the date of the letter you wrote to Arnold and 
you had also—you must have sometime in there during that period, 
you must have been aware—well, you met on May 2 yourself with the 
ICA. All of this thing happened right along in there together, and 
I have a little trouble understanding how in the world you could 
provide the assurances that you did provide. 

We can’t establish anything on that. 

Mr. Reppan. I have one more letter. 

Mr. Graham, I would like to show you this letter in your file and 
ask you if you can identify that as part of the files. 

(Document handed to Mr. Graham.) 

Mr. Granam. That is a letter dated April 8 from McCormack to 
Mr. Leary of the Dougherty forces overseas. 

Mr. Reppan. And when was that received here in Washington ? 

Mr. Grauam. Received in the Rochester office by a pencilled note 
here, 4-17. 

Mr. Reppan. That was April 17? 

Mr. Granam. Yes. 

Mr. Reppan. How many days after it was written in Cambodia ? 

Mr. Granam. April 8 to the 17th. 

Mr. Harpy. That is pretty good time. 

Mr. Reppan. All right, now, will you read that ? 

Mr. GRAHAM (reading) : 

Reference is made to your memo MB-17, signed by Mr. A. L. Dougherty, per- 
taining to methods of compaction. 

I must again state that where fill is being placed in critical areas, such as that 
section from Tuk Sap and across the rice paddies, that compaction with the use 
of flat-wheel rollers will not be acceptable. You have available at Kompong 
Som, 2 sheep’s-foot rollers, and 2 wobbly wheel rollers, either type being con- 
sidered suitable, if put to proper use under acceptable conditions. 

Your reference to allowable equipment listed in the specifications has no 
bearing in this matter. Under section 3.3.2 of the specifications you will note 
the following: “Material other than rock, shall be spread in horizontal layers of 
not more than 30 centimeters loose depth, for the full width of the cross section, 
and it shall be rolled with approved rollers. The approved rollers in this in- 
stance are not flat-wheel rollers.” 

Mr. Harpy. From that 

Mr. Granam. The end of the quotation is not given there. 

Mr. Harpy. It is rather obvious from that that somebody in your 
organization was calling to the attention of the Dougherty Co. the 
need for better practices. Would you say that that is what it would 
indicate ? 

Mr. Granam. Yes. 

Mr. Harpy. But it is also obvious, is it not, that not very much 
progress had been made immediately after the Pfeiffenberger report ? 

Mr. Granam. Progress of correction, you mean ? 

Mr. Harpy. That is what I mean. And I wish that there might be 
some way—and I frankly have not found it yet—that you could pro- 
vide a little better justification for the inference, at least, that you 
gave to ICA on May 31. 

Mr. Reppan. Mr. Graham, read the last paragraph of that letter 
that you just had in front of you. 
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Mr. Granam (reading) : 


I have instructed our field inspectors in the Kompong Som area that our in- 
structions on compacting requirements must be followed. I must inform you 
that if our instructions on this are not followed, that we will be forced to request 
a shutdown of equipment in the areas we deem critical. 

Mr. Harpy. Now, what did you do following that, and between 
that time and the time you sent the assurance to ICA ? 

Mr. Granam. Under date of April 17—I am reading another mem- 
orandum here. I have only read the first paragraph, so I do not know 
what it contains below that—that is, I do not memorize it. This is 
addressed by me to Mr. McCormack: 

You are absolutely right in advising the Dougherty Co. in your letter of April 
8 that they must abide by the terms of the written specification concerning the 
construction of Route 4. It is our understanding that both the mission and Gov- 
ernment of Cambodia have approved these specifications; therefore, they stand 
as written. Proper compaction is an absolute must on that highway or other 
fill areas. The Dougherty Co. has sufficient equipment to follow those specifica- 
tions. 

Shall I keep on reading ? 

Mr. Harpy. I think that is enough to indicate you told your people 
what to do, but what have you got to indicate Dougherty was doing 
it at the time you wrote the letter to ICA ¢ 

Frankly, Mr. Graham, this adds up to just one thing to me; that 
it was clearly established that proper compaction practices were not 
being c: ried out. Your engineers were reporting it to your office. 
You were writing back memoranda to them, insisting they do it, but 
then you wrote to ICA that everything is beautiful, “and you do not 
have a blessed thing to back it up. 

Now, if you have, I would like to know what it is. 

Mr. Granam. Can I read the letter to Mr. Arnold? 

Mr. Harpy. Youcan read anything you can find that will support it. 

Go right ahead. Take your time. 

Mr. Reppan. What do you want? 

Mr. Harpy. The letter from Mr. Arnold. 

Mr. Granam. The letter we wrote to Mr. Arnold. 

Mr. Harpy. There was only one paragraph I was particularly in- 
terested in. Take your time. 

Frankly, I find it difficult to understand how, as an engineer, you 
could do it. 

Mr. Granam. Which paragraph in this Arnold letter? 

Mr. Reppan. It is marked there, on compaction. 

Mr. Ray. I do not see anything in this letter that says anything 
about compaction. 

Mr. Harpy. I made that point myself. It does not say anything 
about compaction. It leaves inference that it is 





Mr. Ray. It says the parties have agreed to follow the specifications. 

Mr. Harpy. Off the record. 

(Discussion off the record. ) 

Mr. Harpy. Let us go back on the record. 

Mr. Reppan. May I point this out to you, Mr. Graham, that at this 
meeting on May 2, when Mr. Arnold’s observations were being dis- 
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cussed with representatives of Michael Baker, Jr., Inc., and the A. L. 
Dougherty Co., we have this report from Mr. Awalt: 

Mr. May was able to assure Mr. Thompson that they did have such equipment 
and were using it in accordance with specifications drawn up by the engineers. 

Now, my question to you was: What information did your repre- 
sentatives have, sitting at that meeting, which would permit them to 
remain silent while Mr. May was assuring ICA that everything was 
lovely ? 

Your files are replete with complaints about compaction. All the 
way down we have not been ¢ and I have asked 
you to produce something, and you cannot—which shows something 
different. 

My question is: Why did you sit silent and then write this letter on 
May 31, which sort of backed away from the question of the inference 
that everything was all right? Why did you take that position ? 

Mr. Harpy. Do you have any observations to make about it, Mr. 
Graham ? 

Actually, lam not trying to do anything more than to establish what 
the facts were, and the basis for the findings that were made. 

The letter of May 31 that has been referred to does not specifically 
state that proper compaction was being accomplished. It does say 
that they had the equipment, and it leaves the inference that it was 
being accomplished. 

Mr. Granam. And it accepts the statement made by May of the 
Dougherty Co. 

Mr. Harpy. It does, as of May the 2d, and it certainly does not 
refute that statement. 

And, so far as we have been able to determine, there is not any- 
thing in your records to indicate that satisfactory compaction was 
being accomplished. In fact, the contrary is clear upon the record. 
Every memorandum that we have seen indicates that your engineers 
were making. complaints to the Washington office, and « alling to 
Dougherty’s attention deficiencies in compaction. 

And yet, your letter of May 31 leaves the inference that everything 
is being satisfactorily done, and the statement of Dougherty’s repre- 
sentative on May 2, to the effect that proper compaction was being 
accomplished, made in your presence, was not refuted. 

Mr. Grauam. We accepted Mr. May’s statement that they would 
do it, would follow the specifications as written, and subsequent 
reports from Dr. Pfeiffenberger verified the fact that compaction 
is being properly done. 

Mr. Harpy. That may be supported by the facts subsequent to 
your letter of May 31. It certainly was not supported by such infor- 
mation as we have been able to elicit between the period of Mr. 
Arnold’s visit and the time you wrote the letter of May 31. 

Mr. Grauam. This whole thing is just in one little place, where 
there was a lot of moisture, and they are having a lot of difficulty. 
It is where there is a real problem. 

Mr. Harpy. That makes it all the more important that proper 
compaction be carried out. 

Mr. Grauam. The road is not paved yet through there. 

Mr. Ray. The compaction is done now, is it not? 
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Mr. Grauam. As far as I know. I have not been there since that. 

Mr. Harpy. Let us leave that, Mr. Reddan. 

Mr. Reppan. I show you a ‘copy of a letter dated April 10, ad- 
dressed to Sultan G. Cohen, Cambodia, by the Dougherty Co., with 
a copy to your office, and ask you if you can identify that as part of 
the files of Michael Baker Co. 

Mr. Grauam. I would say that this is a copy of a letter written 
by Mr. Thornton of the Dougherty Co. to Sultan Cohen, dated 
April 10. 

Mr. Reppan. Would you read page 2, the third paragraph, please, 

Mr. Grauam (reading) : 


The question of whether or not the road is being properly filled and rolled 
appears to remain a hypothetical one. We wish to draw attention at this 
time to the fact that the contractor has not received the result of even one 
density test, for all the fill which has been placed from Kompong Som to the 
Tuk Sap. While we respect the opinions of the individuals involved in such 
conversations, we are strongly of the opinion that modern earthwork com- 
paction has long since passed the opinion stage, and so far as we know, on 
modern earth placement, where compaction is a factor, all compaction is done 
on the basis of engineering control. In this instance, we had expected to get 
the results of density tests, and I repeat again, that we have not received one, 
which concerns any of the embankment placed in the area under discussion. 
We have now received four pneumatic-tired tractors and these are being placed 
on the work, towing compaction equipment of the type so favored by the con- 
sulting engineer. 

Mr. Reppan. Now, my question, Mr. Graham, is: Is that statement 
to the mission in Cambodia by the contractor a factual statement ? 
Have you been sending them proper reports so they can make their 
compactions ¢ 

Mr. Harpy. Youshould say, “had you ?” 

Mr. Reppan. Or had you at that time. 

Mr. GraHam. Our inspectors are the ones that get the results of the 
reports. 

And, as far as I know now, I could not say whether they were giving 
it to them then. I think they are giving them the results of all tests. 

Mr. Reppan. Is the contractor right in his statement that he cannot 
conduct his compaction properly unless he receives reports from the 
engineer ? 

Mr. Granam. Not necessarily ; no, sir. 

Mr. Reppan. I wish you would just explain it to the committee. 

Mr. Grauam. If he follows the specifications and his material from 
the burrow pits and lays his material from the burrow pits that our 
engineers prescribe, makes his lifts from the depths required, and 
rolls with his compaction, we are satisfied that he is doing that which 
is necessary. Then our duty will verify the fact of whether it was 
properly compacted. 

Mr. Reppan. But he does not need any reports that he refers to, in 
advance / 

Mr. Granam. No. 

Mr. Harpy. He could not get them in advance because it would have 
to pepe on analysis after the compaction, would it not ? 

Mr. Granam. That is right, after the compaction is made. 

Mr. Reppan. I believe he is referring to the soil analysis before the 
compaction. 

Mr. Granam. Yes. We sanction where the burrow pits shall be 
from our tests. 
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Mr. Reppan. And he does not need any results of your density test 


prior to the operation of the compaction equipment; is that right ? 
Mr. Granam. No. 


Mr. Reppan. No, that is not right; or no, that is right ? 

Mr. GraHam. That is right; he does not need them. 

Mr. Reppan. May we have this letter introduced as an exhibit as of 
this date, Mr. Chairman. 

Mr. Harpy. Which letter is that? 

Mr. Reppan. The letter of April 10 to Mr. Sultan Cohen from A. L. 
Dougherty Overseas, Inc. 

Mr. Harpy. Without objection, it is so ordered. 


(The document referred to was introduced into the record as 
exhibit 30, and follows :) 


Exuisit 30—LETTER FROM W. C. THORNTON, VICE PRESIDENT, A. L. DouGHERTY 
OVERSEAS, INC., TO SULTAN G. COHEN, Aprit 10, 1957 


USOM-55. <Aprit 10, 1957. 
Mr. SuLTAN G. COHEN, 


Chief Public Works Division, USOM/C, 
Phnom Penh, Cambodia. 
Dear Sir: We have received your office memorandum dated April 9th, subject: 
Constructive Criticism. We appreciate the constructive spirit in which this 
information was transmitted to us. 
However, the opinions drawn appear to be based, for the most part, on wholly 
inaccurate information. We recognize that much of the information on an 
inspection trip needs to be gained by conversation with people along the work, 
and some of the information, therefore, is colored by the opinions of the persons 
who make up the source of the inspector’s information. We concur completely 
in the principle of frequent inspections by the Public Works Division of USOM 
and by other interested agencies; however, we wish at this time to review the 
report of inspection dated April 5th, 1957. For the purpose of identification, we 
have numbered the paragraphs of the report serially. 
The following is the contractor’s review of this report: 
Paragraph No. 1: The information obtained concerning the shortage of super- 
vision and organization of the work in the area from Kompong Som to Tuk Sap, 
appears to be grossly in error. The following is a list, by names and classifi- 
cation, of supervisory personnel, which make up the organization for this work 
in this area at the time of this report: 
O. W. Stone, Area Superintendent 
G. S. Norris, Superintendent 
Marvin Turner, Superintendent 
(Temporarily assigned to assist in supervision. ) 

EK. F. Abele, Superintendent 
John Anglin, HEO Foreman 
E. T. Bennett, HEO Foreman 
W. J. Blankenship, HEO Foreman 
L. C. Evanson, HEO Foreman 

J. Krall, HEO Foreman 
R. L. McCord, HEO Foreman 
J. H. Hawkins, General Foreman 
R. W. Schultz, General Foreman 
R. Johnson, Concrete Foreman 
L. Worth, Carpenter Foreman 
W. E. Austin, Mechanic Foreman 
C. Pherson, Superintendent. 

A review of this list will show that we have a preponderance of supervisory 
personnel assigned to this section of the work to insure the adequacy of super- 
vision of this operation. 

-aragraph No. 2: Spare parts have been received in Kompong Som because 
of the facility of shipping from the United States, and for the most part, are 
being moved to the main spare parts storage at the Main Camp. Some of the 
Spare parts are needed at Kompong Som, and have been removed from and 
checked out of these shipments. We have assigned a man full time since the 
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date of this letter to catalogue, bin, and record any parts being retained at Som 
for immediate parts needs; in addition to this the Chief Storekeeper is going, 
this date, to Kompong Som, and a full investigation of “parts being thrown 
around in the dirt,” will be made. 

Because of the decision not to complete the construction access road, so as to 
connect the two major active portions of the work, it is necessary that additional 
personnel be obtained. Among these additional personnel Parts Men have been 
included. It is also our plan to improve the facility for the storage of parts at 
Tuk Sap, as this lack of communication with the Main Camp, will necessitate 
a substantial supply. 

Paragraph No. 3: The question of whether or not the road is being properly 
filled and rolled appears to remain a hypothetical one. We wish to draw atten- 
tion at this time to the fact that the contractor has not received the result of 
even one density test, for all the fill which has been placed from Kompong Som 
to the Tuk Sap. While we respect the opinions of the individuals involved in such 
conversations, we are strongly of the opinion that modern earthwork compaction 
has long been passed the opinion stage, and so far as we know, on modern earth 
placement, where compaction is a factor, all compaction is done on the basis of 
engineering control. In this instance, we had expected to get the results of 
density tests, and I repeat again, that we have not received one which concerns 
any of the embankment placed in the area under discussion. We have now re- 
ceived four pneumatic-tired tractors and these are being placed on the work, 
towing compaction equipment of the type so favored by the Consulting Engineer. 

There are no dozers between kilometer 78 and Kompong Som awaiting assign- 
ment to work. Some dozers may have been in the course of movement from the 
Som area, and from the intermediate area where Access Road construction was 
discontinued, into the area from kilometer 77 East, where more favorable con- 
ditions permit continued operation. 

Paragraph No. 4: See Paragraph No. 3 Above. 

Paragraph No. 5: The fill widening of the swamp area is being placed by side 
dumping over the bank. It is the contractor’s expectation, that with the time 
available this fill will gain sufficient compaction for its purpose. The area which 
will be covered by pavement requiring bearing capacity has already been placed 
and has been compacted by the passage of heavy construction equipment. The 
sluffing off of fill, which has been mentioned, generally involves sluffing of the 
old compacted fill, as well as the new fill, and is occasioned by the lack of bear- 
ing capacity and the lack of shearing resistance of the foundation material. At- 
tention is invited to the fact that the line of failure is not the line between the 
old and new fill, but in most cases appears at the surface at approximately the 
centerline of the fill. 

Paragraph No. 6: The contractor has advised the Public Works Division that 
serious delays due to the alignment of the highway across the South jungle, and 
the lack of timely receipt of plans, seriously jeopardizes the program of pro- 
viding an accessible highway from Veal Renh to Kompong Som by the 15th of 
May. The contractor has recognized throughout the course of the work the 
problems involved and has requested timely information on location. The con- 
tractor will continue to dispose that of his equipment, which can be economically 
used on this work, to the best advantage. 

Information concerning the dynamite supply appears to have been in complete 
error. The supply of dynamite was exhausted during the week of the inspec- 
tion, and a supply of 20,000 pounds arrived the day following the inspection. 
In addition to this, 100,000 pounds of dynamite is en route to Kompong Som on 
the Tohora which is supposed to arrive Kompong Som April 27, and another one 
hundred thousand pounds is on order in the States. 

Paragraph No. 7: At 0+0, at the new cut-off to the Port, the Euclid scrapers 
will have only a limited amount of work which they can do, because of the nature 
of this relocation, the remainder of which will be through rock. It is the con- 
tractor’s intention to continue to use the Euclid Scrapers on any earth in this 
new relocation for which they are properly suited, and to handle the remainder 
of the work with shovels. It had been the contractor’s plan to move the Euclid 
Scrapers to the area from the Tuk Sap to Veal Renh; however, because of the 
lack of receipt of plans the contractor has been unable to do this. 
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Paragraph No. 8: Each ship arriving with cargo for us carries additional 
spare parts, as spare parts have been purchased as money became available. 
We believe that the situation for travel in this area will become worse as the 
rains increase. We, therefore, feel that we must continue to work for con- 
struction of a passable road by the 15th of May, and may have to sacrifice 
some present passability of the road in working to this end. 

Paragraph No. 9: We appreciate the feeling that the company is doing a good 
job. We also appreciate the constructive spirit, in which the comments of the 
inspection report were made. Such inspections serve a very useful purpose in 
causing us to re-examine the phases brought under criticism, and we believe that 
these inspections should be made as often as possible. 

Very truly yours, 


A. L. DouGHertTy OversEAs, INC., 
W. C. THornton, Vice-President. 

[Nore.—This is in answer to Sallings report of Inspection Trip dated 4/9/57 
of which you have a copy.] 

Mr. Reppan. I just have two other questions to ask you at this time, 
Mr. Graham. One has to do with the offloading of the equipment at 
Kompong Som. 

Did the engineer make any recommendations as to the locations 
for offloading of equipment ? 

Mr. Granam. I will make that as short as possible. 

Prior to the selection of any contract, I atens almost all of the 
contracting groups come to our office to get what information is avail- 
able as to the conditions or places where they might offload. 

We recommended that the offloading or the principal camp be es- 
tablished in the Tuk Sap area. And, because there was a road down 
to the town of Reim, we recommended that the offloading be there. 

But I believe—and I want to make sure this is understood—that 
the letter of commitment issued by ICA to the Dougherty people 
makes the statement: “You will offload your equipment at a port in 
Cambodia selected”—or “approved”—“by ICA in Cambodia.” 

Mr. Reppan. Did the Dougherty Co. confer with your company 
with respect to obtaining your opinion as to the proper places to un- 
load ? 

Mr. Granam. Mr. Syracuse of the Dougherty Co. was told, even 
before they had the contract, that that is what our recommendations 
would be, that they would offload the equipment near the port of 
Reim. 

Mr. Reppan. I would like to show you a thermofax copy of a memo- 
randum from Mr. McCormack in Cambodia to you, and ask if you can 
identify that as a record of the Michael Baker Co. 

Mr. Grauam. This is memorandum from McCormack to our of- 
fice, dated May 7, about the Route 3 bridges, and the Route 4, mis- 
cellaneous. 

There is a statement—I can identify it. 

Mr. Reppan. All right, may I have it, sir? 

May we have this memo admitted as an exhibit of this date, Mr. 
Chairman ? 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as exhibit 
31 and follows :) 


EXHisit 31—MrEMorANDUM From JoHN McCorMack, MICHAEL Baker, JRr., INc., 
To Don GRAHAM, May 7, 1957 


{Interoffice memorandum, Michael Baker, Jr., Inc.] 


To: Don Graham. 

From: John McCormack. 

Date: May 7, 1957 

Subject: Rt.3 Bridges. Contractor—Rt.4. Mise. 


On May 2nd and 3rd I went with Mr. Phlek Chhat, Tan Seng Ba, the assistant 
Governor of Kampot Province, Mr. Ong Po Koun and Jack Benchoff to officially 
inspect and load-test the Route 3 bridges. Results were good so we are recom- 
mending acceptance of bridges Nos. 1 through No. 13. The other seven should be 
ready about May 20th. 

I expect that it will be possibly three weeks before traffic will be able to cross 
all bridges on Route 3. 

Confidentially I am very much afraid that we will have continual trouble 
with the Dougherty Co. regarding any and all phases of the work. They, Mr. 
Thornton and Mr. Leary, impress me as being experts on letter writing, endeavor- 
ing to show by the record cause for extension of contract and reasons for 
additional fees rather than making any real effort to organize their field work. 

Actually, their delays in construction stem from lack of preliminary planning 
as to priority of equipment and supply shipments, rather than any delay from 
our end. For instance, it seems no one gave any thought to reinforcing steel, 
cement, form lumber, ete., until recent weeks. The lack of these items has kept 
structure building to zero. 

Too, against our advice, they offloaded practically all equipment at Kompong 
Som instead of offloading a good portion at Ream, a much better location, from 
a construction standpoint. 

I can’t understand how a reputable contractor can continually blame us for 
some mythical lack of plans. Within a few weeks we will have all grading 
plans distributed which is very close to our schedule. I am sure that I don’t 
know what line the Dougherty Co. will take to explain any further delays in 
their schedule, now that we will have shortly completed all grading and struc- 
tural plans. 

Their most recent complaint dealt mainly with our failure to have all plans 
ready more promptly, on the section near Kompong Som. We consider this 
solely an alibi, as we consider their decision, counter to our advice, to offload 
the greater portion of grading and other heavy equipment at Kompong Som an 
error in judgement on their part. We contended, and still believe that a good 
portion of this equipment should have been offloaded at Ream in order to have 
been able to work two spreads of equipment in both directions from Tuk Sap. 
They, no doubt, realize this lack of foresight, but are reluctant to make such 
an admission at this date. 

We have been unable to prepare any kind of a construction schedule that might 
fit in with the Dougherty Co.’s schedule, due to the fact that they suddenly 
came out with a proposed schedule of completion in late 1959. Colonel Cohen 
has taken issue with them and is demanding that they revise it to coincide with 
their contract provisions. 

Perhaps within a few days they will have completed a revised copy that will 
be acceptable. 

I do not expect that we will have too pleasant a relationship with this company, 
and believe that their methods will lead to a continual friction in our dealings 
with them. Frankly, it is my opinion, that they are afraid of starting bridge 
construction, due to inexperience on this type of work. Mr. Cohen, in con- 
versations with me, has voiced the same opinion, and in fact has brought the 
matter up with Mr. Thornton and Mr. Leary in no uncertain terms. 

I am giving you my opinions on this to acquaint you with conditions as they 
appear from this end. Any advice and thoughts that you have will be welcomed. 

Enclosed are: 

Dollar Expense report handed in by Mrs. Pfeiffenberger. 

Copy Letter—Cohen to ALD—USOM No. 57-1937—Operational Status Report. 

Copy Letter—Cohen to DPW—USOM No. 57-1905—Kompong Som Secondary 
Road. 





Personal Letter—J. R. Stalcup. 
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Mr. Reppan. Mr. Graham, Mr. McCormack states to you in this 
memorandum of May 7, 1957: 


I can’t understand how a reputable contractor can continually blame us for 
some mythical lack of plans. Within a few weeks we will have all grading plans 
distributed, which is very close to our schedule. I am sure that I don’t know 
what line the Dougherty company will take to explain any further delays in 
their schedule, now that we will have shortly completed all grading and struc- 
tural plans. 

Their most recent complaint dealt mainly with our failure to have all plans 
ready more promptly, on the section near Kompong Som. We consider this 
solely an alibi, as we consider their decision, counter to our advice, to offload the 
greater portion of grading and other heavy equipment at Kompong Som an 
error in judgment on their part. We contended, and still believe, that a good 
portion of this equipment should have been offloaded at Ream in order to have 
been able to work two spreads of equipment in both directions from Tuk Sap. 


They no doubt realize this lack of foresight, but are reluctant to make such an 
admission at this date. 


Is that a correct statement of the position of the Michael Baker Co.? 


Mr. Granam. That is correct. It was emphasized many places, 
many times. 


Mr. Reppan. Now, were the contractor’s operations delayed in any 


way by the lack of plans or specifications to be prepared by the 
Michael Baker Co. ? 


Perhaps I can rephrase it, by quoting to you from this report. I 
will ask you first if you have seen this. This is a photostatic copy of 
an operational status report, dated April 30, 1957, from the Dougherty 
company. 

Have you seen a copy of that report, sir? 

Mr. Granam. IthinkI have. [am not sure. 


Mr. Reppan. That is the one where they ask for an extension. 
Mr. Granam. Yes, yes. 


Mr. Reppan. May we have this report admitted as an exhibit as of 
this date, Mr. Chairman? 


Mr. Harpy. Without objection, it will be admitted. 


(The document referred to was introduced into the record as exhibit 
32 and follows :) 


Exutisit 32—A. L. DovuGnerty OVERSEAS, INC., OPERATIONAL STATUS REPORT, 
Apri 30, 1957 


A. L. DouGHERTY OVERSEAS, INC., BorITe PosTaALe 433, PHNoM PENH, CAMBODIA 
OPERATIONAL STATUS REPORT, APRIL 30, 1957 


Mobilization (1) 


Personnel.—The first American personnel arrived in Cambodia on 6 September 
1956. The American forces have been continually and regularly increased until 
present strength stands at 138. 

The first Portuguese personnel arrived in Cambodia on 24 March 1957 and 
have been increased to the present strength of 54. It was anticipated that 
Portuguese employees would be up to full strength not later than January 1957. 
However, delays in securing and transmitting Cambodian entrance visas to 
Lisbon resulted in failure to accomplish the objective, and the last arrival did 
not take place until 23 April 1957. 

The first Cambodian employees were hired in October 1956 and forces were 
continually increased to a maximum of 624 on 15 March 1957. By that time 
most hand operations were well advanced, the rains had started and it was time 
to cut back on this type of operation. Further, it was apparent that the number 
of Cambodian Trainees was in excess of the number that could be given proper, 
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individual instruction. As a result, the number of Cambodian employees was 
reduced to approximately 400 by 30 April. 

Equipment.—Procurement of equipment was started in July 1956. A total of 
$6,627,141 has been purchased to date with deliveries nearly complete. This 
figure includes spare parts and items of camp equipment. To fully mobilize, it 
is anticipated that the equipment expenditure figure will approximate $9,115,000. 

Among the principal items on order, but not delivered are the asphalt plants 
and allied equipment. Delivery has been ordered for late summer, to allow for 
erection time prior to the advent of the next dry season. 

The equipment deliveries have been later than anticipated and the work has 
been delayed because of these late deliveries. The requirement to ship fifty 
percent in American bottoms, with resultant transhipment thru Singapore, 
has, in some instances, caused an almost total loss with respect to work that 
could have been accomplished during the past dry season. 

To cite a few examples: Tournapulls shipped out of New York on 28 Sep- 
tember 1956 intact, arrived in Phnom Penh broken down with last components 
arriving 31 December. No. 463 Caterpillar scrapers shipped on 27 October 1956 
could not be assembled in Phnom Penh until 22 January, for lack of components. 
Radio equipment to permit communication from one end of the job to the other 
shipped 2 January and not received to date. Chester and Tampco rollers 
shipped 15 September and received 27 January. 

Shipments direct to Kompong Som in foreign bottoms experienced no such 
delays. Equipment shipped in- late September was on the beach and ready to 
operate the first week in November. 

Materials —Materials purchased to date have been $754,592, with all major 
items such as reinforcing steel, steel pile, dollar procured lumber, nails, tie wire 
and miscellaneous items having been delivered to the extent ordered. The total 
anticipated expenditure for materials is expected to be $4,037,000. The major 
item remaining to be purchased will be the asphalt and asphalt products. Bids 
are in and an order in the approximate amount of $1,500,000 will be placed in 
time to assure deliveries prior to anticipated need at the start of the next dry 
season. 

Arrangements have been made for a continuing supply of cement, to be de- 
livered in small quantities at regular intervals to eliminate excessive storage. 

Dynamite supplies are adequate and on hand. 

POL products are procured locally on the Riel account. Bulk plants have been 
set up by the vendor and a constant supply is assured. 

Lumber is procured locally and the supply on the Phnom Penh section is ade- 
quate. The supply on the Kompong Som end of the road is not adequate and 
delays have been experienced for lack of form lumber and building materials. 


Clearing and grubbing (2) 


Initial clearing and grubbing has been accomplished along approximately 60 
Km. of right of way. This represents some twenty percent of the total of clear- 
ing and grubbing required since additional cleanup work will be required in 
some of these same areas. Clearing and grubbing has now been scheduled to 
proceed directly in advance of earth work in order to keep the equipment grouped 
as much as possible and eliminate isolated units. Hand clearing has been dis- 
continued except for those occasional sections not accessible to equipment. 


Access road (construction) (3) 


The construction of access road to connect up the project as a single unit has 
been completed from Phnom Penh to Km. 112 and from Km. 145 to Kompong Som. 
Location surveys from Km. 112 to Km. 131 were received too late (12 March and 
5 April) to permit completing this section of the access road prior to the wet 
season. Since this area traverses low lying ground and will be inundated dur- 
ing the rainy season, it has been necessary to abandon the schedule of 21 January 
wherein this section of road was to have been given first priority in surveys and 
construction, to enable the project to be operated as a single unit. Lack of a 
continuous access road will seriously handicap the project by restricting the 
free flow of equipment, materials and personnel from one end to the other, and 
can only result in substantial delays. 

In order to facilitate the work of Engineers in establishing location surveys 
and route locations, an estimated 54 Kms. of access road were cut through heavy 
jungle country on locations which will not, in all probability, coincide with the 
final location of the highway. This represents an increase of approximately 
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twenty-five percent over the originally anticipated 208 Kms. of access road. The 
actual length of access road to be abandoned will be determined when all center 
line surveys have been completed. 

Earthwork (4) 

Sarthwork was started on the Phnom Penh section of the road on 31 December 
1956 with two Tournapulls. Additional equipment was added as soon as it 
arrived and was made available. The present operations consist of two Tourna- 
pull spreads, one Euclid scraper spread and one Caterpillar scraper spread. 
Operations started first in the low lying areas and are being shifted to higher 
ground as the rains force abandonment of the low areas. 

Earthwork was started on the Kompong Som section of the road with receipt 
of first plans and profiles on 15 January 1957. The operation was started with 
one Euclid scraper spread and has been expanded to two Euclid scraper spreads, 
one Caterpillar scraper spread and four shovel-dragline combination spreads 
using Bottom Dump Euclids, End Dump Euclids and 8-yard International dumps 
as hauling equipment. 

Compaction equipment has been added to all the embankment spreads as 
required or directed by Engineers. 

Total embankment placed to date approximates 650,000 cubic meters, or roughly 
16 per cent of the revised estimated totai of 4,000,000 cubic meters. The in- 
creased scope of the earthwork is based on further partial plans and profiles 
recently received from Engineers. 

Included in the total of 650,000 M® of embankment, is some 150,000 M® of rock 
work in the Kompong Som section. Prior to receipt of plans, the only rock 
work anticipated on the project was in the Col de Peph Nil pass area. It would 
now appear that an additional 300,000 to 400,000 cubic meters of rock work may 
be expected in the Kompong Som section. 

Laterite base course (5) 

Some 17,000 cubie meters of base course have been placed to date. This does 
not represent finished base course, but only a thin protective layer of laterite 
placed immediately following completion of any section of subgrade. By follow- 
ing the subgrade with a compacted layer of laterite, it is believed that the sub- 
grade, so protected, will withstand traffic and disintegration under heavy rains. 
Bituminous paving (6) 

No work is scheduled and none accomplished, other than preliminary prepara- 
tions in plant and materials procurement and stockpiling of sand for aggregates. 


x 


Conerete structures (7) 

Bridge work was started in April on the Phnom Penh section of the road with 
excavation and pouring of abutment footings on one bridge requiring no piling, 
and with pier footing excavations on the Kompong Speu bridge. 

The first machine capable of handling the pile hammer, a P & H 655 Crane, 
arrived in Phnom Penh by water during the last week in April. Wood piling 
and fluted pile are on hand and pile driving will start the first week in May, 
with first priority given to the bridge at Kompong Speu. 

sridge work at the Tuk Sap river will start upon receipt of a second pile 
hammer which is due into Kompong Som on or about May 20. Steel tube pile 
for this bridge are now on hand. 


Bor culverts and concrete pipe (8) 


Box Culvert construction is underway on the Phnom Penh section of the road 
with one box nearing completion, two footings under construction and several 
others in the process of excavation and rough grading. Three crews have been 
developed for this section and work is being systematized and organized to attain 
maximum efficiency. 

Work is currently underway on two boxes on the Kompong Som end of the 
road, but the problem of aggregate delivery will handicap this effort to a major 
extent. 

Designs for precast box culverts have been submitted to Engineers for their ap- 
proval and their decision is awaited. With approval of a precast box culvert, 
casting and placing of the boxes could proceed regardless of weather conditions 
This operation would take place at centrally located casting yards. Among 
other features, it would, to a large extent, eliminate distribution of aggregates. 
A further advantage to this method of construction would be the elimination of 
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the long curing periods of cast-in-place construction. Once the precast box was 
placed on the footing, back fill would be immediately accomplished and the sec- 
tion of road open to traffic without further delay. 

Meanwhile, construction of boxes under the methods outlined by Engineers is 
proceeding as above. 

The concrete pipe making plant has been erected at Km. 76 and production 
started. It is anticipated that fifty percent of the pipe requirements for the 
Phnom Penh section of the road will be produced within the next 30 days. 
on of pipe will commence immediately following curing of the first sections 
cast. 

The 60’’ pipe forms have been transported to Kompong Som and sufficient pipe 
is being cast there for the drainage crossing at station 8+085. This crossing is 
in an area of high fill and must be placed as soon as possible to avoid delaying 
the earthwork in this section. 


Aggregate production (9) 


Failure to develop any material suitable for aggregate in the Kompong Som 
area has seriously handicapped the work in that section and caused an overall 
loss of time generally in the production of aggregates. This condition has neces- 
sitated an entire reevaluation of the entire project. Not only has concrete pro- 
duction been effected but asphalt aggregate evaluation will have to be con- 
sidered as well. 

Upon receipt of instructions from Engineers to abandon any possibility of 
aggregate production in the Kompong Som area, the Commander plant was 
moved to Km. 76, where a gravel deposit of suitable material was located and 
investigated by Contractor personnel. The plant arrived at the site in early 
April and is now in limited production. The nature of the material is such that 
prewashing will be required. To this end, the washing plant originally intended 
for sand production is being set up in conjunction with the crusher. It is 
scheduled to go into service the first week in May, at which time the crusher 
will be able to produce to capacity. A night shift will be added to the opera- 
tion following a shake down period of operation. First priority is being given 
to concrete aggregates. 

Sand for both concrete and asphalt is being taken from the river at Kompong 
Speu by dragline and stockpiled at Km. 51, the proposed first location for the 
Phnom Penh asphalt plant. Approximately fifty percent of total requirements 
for the area involved have been stockpiled to date. 

A second aggregate operation was scheduled for Km. 64. A Lipmann crusher 
from Travaux Publics was moved in and stripping accomplished. Test drilling, 
however, failed to develop the previously approved materials and the project 
had to be abandoned. As an alternative, another approved source of rock was 
developed opposite Km. 31. This area has been stripped and the crusher set 
in, but final erection and start of operations must await completion of the more 
important installation at Km. 76. 

Aggregate for concrete at Kompong Som has been purchased from a private 
source at Kampot, to be delivered to Kompong Som by barge. First delivery is 
expected within the week. This can only be regarded as an emergency measure. 
Studies by Contractor personnel in the Kampot area are underway at the pres- 
ent time, with a view to developing Contractor sources of materials. Their 
evaluation will, to a large extent, determine the solution to the aggregate prob- 
lems for the Kompong Som section. 


Camp construction (10) 


Camps and/or messing facilities have been established at the following loca- 
tions: Kompong Som, Tuk Sap, Sre Klong (Km. 76), Kompong Speu, Phnom 
Penh. 

The Kompong Som barracks available, together with the trailers, will and are 
accommodating 50 men. The messhall and mess trailer is also adequate to the 
needs. 

The Tuk Sap Camp will presently house and feed 46 men. Three additional 
buildings are under construction to incerase the capacity to 58. 

The Sre Klong temporary camp is housing and feeding 56 men. No further 
additions to this camp are planned since personnel will be moving into the perma- 
nent buildings, starting the first week in May. The temporary buildings will 
then be utilized for additional road camps. 

The Kompong Speu camp has capacity for 25 men and is fully occupied. 
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The Phnom Penh mess is feeding some 30 men, plus dependents, most of whom 
are living in hotels. 

The combined Contractor mess halls feed an average of 3,360 meals to Ameri- 
cans, 1,050 meals to Portuguese and 1,200 meals to Cambodians per week. Con- 
struction of the permanent camp at Sre Klong is proceeding, with 6 houses and 
38 barracks building completed. These facilities will be occupied the first 
week in May, following electrical and water hook-ups. The main messhall is 
expected to go in to service about May 10. 

The general health of all American employees is good. The majority of illness 
is confined to stomach disorders, minor skin infections and malaria, of which 
there have been several severe cases. Only two lost time accidents have occurred 
involving Americans since the beginning of operations. 

Routine medical attention and treatment is offered by the Contractor’s Resi- 
dent Doctor. Special cases requiring detailed diagnosis or specialized treatment 
are evacuated to Bangkok. 

Progress report (11) 

The progress report chart issued under date of April 30, shows a revision over 
previously issued charts to include one additional work season. This revision 
of the probable completion date of the project is necessitated, in part, by the 
four factors mentioned in the body of this report and summarized below: 

(A) Increased scope of the work as indicated by partial plans received 
to date. 

(B) Non-availablity of suitable materials for aggregate production on the 
Kompong Som section of the project. 

(C) Separation of the project into the two segregated operations, as a 
result of insufficient time to complete the access road following receipt of 
plans and prior to the advent of the first monsoon season. 

(D) Delays in receipt of equipment as a result of transshipment via 
Singapore. 

Priority section of the road (12) 

While the overall progress on the project may be considered satisfactory as a 
whole, as evidenced by the completion of twenty-five and four-tenths percent of 
the total work, against a scheduled twenty-three and eight-tenths percent, it must 
be recognized that the priority section of the road from the junction of Route 3 
at Veal Renh to Kompsong Som will not be open to traffic by May 15. Several 
factors have contributed to this condition. 

(A) Earthmoving equipment was on the beach at Kompong Som ready 
to work during the first week in November, but first plans and profiles were 
not received until 15 January. 

(B) Plans for the section from Station 0+-00 to the Port Site were received 
on 12 March. There plans indicate an estimated 175,000 M’ of rock cut for 
this section alone. 

(C) Lack of suitable materials for aggregates in the area, with a resultant 
delay in any concrete work. 

This area will continue to be given highest priority. Scraper work between 
the Tuk Sap and Kompong Som has been completed except for finishing with 
Caterpillar scrapers. The Buclid scrapers have crossed the Tuk Sap and are 
preceeding towards Veal Renh. Usable sections of the existing road will be 
maintained and temporary drainage crossings have been installed. Early 
entrance to the Port Site will have to be over the existing access road, pending 
completion of the heavy cut and fill sections from 0+00 to the Port Site. 


Mr. Reppan. I would like to read to you from page 7 of this report: 


Priority section of the road (12) 


While the overall progress on the project may be considered satisfactory as a 
whole, as evidenced by the completion of 25.4 percent of the total work, against 
a scheduled 23.8 percent, it must be recognized that the priority section of the 
road from the junction of Route 3 at Veal Renh to Kompong Som will not be 
open to traffic by May 15. Several factors have contributed to this condition : 

(A) Earthmoving equipment was on the beach at Kompong Som ready to 
work during the first week in November, but first plans and profiles were 
not received until January 15. 


I would like to have your comment on that, sir. 
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Mr. Grauam. Because they offloaded all their equipment at Kom- 
pong Som they were bottled in, and until an access road was opened 
across the plateau to allow them to get to the vicinity of Veal Renh, 
there would be a delay. 

Mr. Harpy. Due to lack of plans? 

Mr. Grauam. Yes, it was also the lack of plans. We have the plans 
assuming they would be coming in at Reim and building their chem 
pal camp on this side of the plateau, the Tuk Sap side of the plateau. 
But then we had the plans so they could start in on that section. 

The delay of getting the plans across, however—the first project 
that they had was opening access to allow them to get through in any 
case, which they had to have in that jungle. 

I think that shortly after that the plans were given to them. 

Mr. Reppan. Did you have any advance notice they were going to 
offload at Kompong Som ? 

Mr. Grauam. I do not recall that they were taking all of their 
equipment in there. I know they were taking some of their equip- 
ment into Kompong Som. We did. 

Mr. Harpy. If it is your testimony that the delay was not occa- 
sioned by the lack of plans, and rather was due to the necessity for 
building access roads 

Mr. Grauam. Yes, the delay was caused because they had all of their 
equipment in one place, and there was not any way to get it out of 
there to where they could use it. 

Mr. Harpy. Then the plans did not actually hold them up? 

Mr. Granam. No, sir. 

Mr. Harpy. All right. 

Mr. Reppan. At the top of page 7, under the heading of “Progress 
Report,” the following appears: 





The progress report chart issued under date of April 30, shows a revision over 
previously issued charts to include one additional work season. This revision 
of the probable completion date of the project is necessitated, in part, by the four 
factors mentioned in the body of this report and summarized below: 

(A) Increased scope of the work as indicated by partial plans received 
to date. 

Now, had they ouly received partial plans? 

Mr. Harpy. What is the date of that ? 

Mr. Reppan. This is April 30, 1957. 

Mr. Grauam. Yes. 

Mr. Harpy. Did those plans indicate an increase in the scope of 
the work. 

Mr. Grauam. Would you repeat that again, please. 

Mr. Harpy. Did those partial plans indicate an increase in the scope 
of the work? 

Mr. Granam. The very first plans that they were given indicated 
an increase in scope. The width of shoulder was increased over what 
their contract called for. 

Mr. Reppan. Now, (C) under that is: 

Separation of the project into two segregated operations, as a result of in- 


sufficient time to complete the access road following receipt of plans and prior 
to the advent of the first monsoon season. 


Mr. Grauam. What is your question ? 





2S omepeneeremeer nn 








we 


ene 


FOREIGN-AID CONSTRUCTION PROJECTS 309 


Mr. Reppan. My question is: Was the access road delayed because 
of lack of plans presumably to be presented to the contractor by 
Michael Baker? 

Mr. Granam. No, the access road was just cutting through where- 
ever they could get through, and there were not any plans required 
for that. 

Mr. Reppan. Now, did the cutting of that access road through 
from, as you have described it, the bottled-up position at Kompong 
Som necessitate much additional work ? 

Mr. Granam. No. 

Mr. Reppan. Additional work by the contractor ? 

Mr. Granam. No. It would have been work that would have been 
done even if they had had the road located, because of the varied 
terrain that it was going through, the jungle conditions. 

Mr. Reppan. Putting the access road in? 

Mr. GrauAm. They had to have it to get in, to operate. 

Mr. Reppan. They did not have to put it near the final road at 
all? 

Mr. Granam. It was following along the general location of the 
final road. 

Mr. Reppan. Mr. Graham, I would like to show you another letter 
here, dated January 8, 1958. It is addressed to Mr. McCormack and 
signed by Mr. Leary. Can you identify that as part of the files of 
the Michael Baker Co. ? 

Mr. Grauam. It is in a Michael Baker file; therefore I can identify 
as a part of the Michael Baker file. 

This is a letter dated January 8, addressed to our Mr. McCormack, 
from Mr. Leary, who was the Dougherty manager overseas. 

Mr. Reppan. Is there an answer to that letter, the next letter? 

Mr. Granam. This is January 8, “Controversial Opinions.” 

There is a letter here, dated January 17, addressed to Mr. Me- 
Cormack, from our office, which is answering this letter. 

Mr. Reppan. That is the one I meant. 

Mr. Grauam. However, it refers to the wrong dates in it, I see. 

Mr. Reppan. But it is the answer to that letter / 

Mr. Grauam. I have not read it in detail, but I am satisfied that 
is what it is. 

Mr. Reppan. Mr. Chairman, may we have introduced for the record 
at this time the letter of January 8, 1958, to McCormack from Mr. 
Leary. 

Mr. Harpy. To be included as an exhibit ? 

Mr. Reppan. Yes, sir. 

Mr. Harpy. Without objection, so ordered. 
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(The document referred to was introduced into the record as ex- ' 


hibit 33 and follows :) 


HPxuisit 33—LeTrer From Ropert LEARY, Proyect MANAGER, A. L. DouGHERTY 


, VICE-PRESIDENT 


, VERINGTON AVENUE 
W YOM 17 NEW YOR 
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Mrz John McCormack, Project Manager~ 
Michael Beker, Jr., Inc. 
Phnom Penh, Cambodia 


Subject: Controversial inions 


Dear Sir: 


This will acknowledge receipt of your several letters 
dated 18 October, 12 and 27 November, and 11 December 1957, in 
which you express several opinions of a controversial nature and 


raise further questions, the answers to which, we believe, you had 
beforehand. 


In view of the fact that you have a most competent staff of 
inspectors, who are familiar with every phase of our operation, we 
are of the opinion that you have full knowledge of the circumstances 
and factors which may have contributed to the questions you raise. 
However, should this not be the case and if you were actually lack- 
ing information, we see no reason why the questions raised could 
not have been answered in any one of the conferences you so kindly 
offer in the closing paragraph of the majority of your letters, but 
which never seem to mterialize. 


It occurs to us that you my be writing strictly for the 
record, in which case we, of course, are left no alternative, but 
to adopt the same procedure. However, we hesitate to follow such a 
course, since you will recall a gentlemen's agreement of an informal 
nature was arrived at between Colonel Sultan G. Cohen, yourself and 
Mr. W. C. Thornton, during the last construction season, wherein it 
was mutually agreed that any subjects of a controversial nature would 
first be discussed in conference, with a view of settlement to the 
mutual satisfaction of all. Failing a meeting of minds on any item 
or items, memorandum for the record would then be in order. 


Since we agreed to this procedure in gaod faith, it is not 
our intention to violate the mutual confidences established at that 
time through an exchange of critical letters and recriminations. which, 
in the final analysis, can be nothing more than the expression of per- 
sonal opinion, unless otherwise documented with the results of actual 
field and laboratory tests. 
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wc mote 4, Mreuanenty evenseas, “rss. 


few vom 17 saw vou 


Mr. John McCormack -2- MB-50 
*8 January 1958 


"Please be assured that it is our desire to work very closely 
with you on all construction problems, and at any time you feel in- 
formal discussion might tend to improve conditions, we can get to- 
gether." We would like to suggest regular weekly or fortnightly trips 
covering thei entire project, wherein discussion of all questions and 
problems could ensue. We would suggest Tuesday as a suitable day and 
would be pleased to meet you at Km 35, where preparation is being mde 
prior to start of grading operations, at 7:00 A.M., on Tuesday, 7 
January 1958. . 


We would be pleased to have your thoughts and suggestions con- 
cerning the subject. 


Very truly yours, 


a. Le. DOUGHTY OVIRSE'S, INC. 


, oi age 

AY age 
Nobert Leary es 

es Trojcet Man.cer 


Mr. Reppan. And may we also have the letter of January 17 from 
Mr. Graham to Mr. McCormack included as an exhibit? 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
34 and follows:) 


Fixuisit 34—LetTter From Don H. GRAHAM, VICE PRESIDENT, MICHAEL BAKER, 
JRr., INC., TO JOHN McCorRMACK, JANUARY 17, 1958 


CampBopra, January 17, 1958. 
HC—238-G. 
John McCormack. 
Don H. Graham. 


Dear Mac: Have just read Dougherty’s letter of January 6, under subject 
Controversial Opinions and have reviewed copies of the letters they have 
referenced. It is indeed unfortunate that circumstances seem to have warranted 
recording of differences of opinions. 

Actually when we read your referenced letters at the time we received them, 
we did not feel you were being critical of Dougherty, but were offering your 
comments and opinion in a constructive and helpful manner. Subjects covered 
in your letters would be necessary to call to the attention of the contractor. We 
agree that calling attention to these matters would be a little more friendly if 
brought out in verbal conversation rather than in a recorded memo. 

I do think that Mr. Leary’s letter, although sharp and pointed, was also 
meant with a friendly attitude. An exchange of pointed barbs on occasion 
may be quite helpful, but we would hope that no unfriendliness would result. 
Probably it would be better when such memos seem to be necessary—that copy 
distribution should be kept to a minimum of, say, only between the engineer 
and the contractor with copies to their respective home offices. It is copy to 
USOM and Government that has probably evoked their ire. It must be appre- 
ciated by both of you, however, that we are obligated to acquaint both Govern- 
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ment and USOM with conditions and where agreements can not be reached they 
should be recorded. 

We feel strongly that practice of discussing opinions is a most logical pro- 
cedure and requirement. Frequent conferences are most necessary and on a 
project of that magnitude we would think—a must. We do not understand 
why such meetings do not materialize, as Mr. Leary’s letter states. Written 
summaries after conferences should eliminate recording of most differences of 
opinions, because you would probably be able to reach agreements on most con- 
troversial issues during discussions. Recordings for the record, after meetings, 
would be proper and they should have full distribution. 

If you find it is still necessary to record opinions and call attention to mis- 
doings of the contractor, it is a right and it is expected of the engineer. How- 
ever, you must remember that they too can record our errors and we also make 
them. Be as tolerant as you can, however, don’t settle for anything less than 
proper construction practices. Any recordings that are of the contractual 
nature, you must be absolutely sure you are right. 

I have noted in Mr. Leary’s several letters of late that they are seemingly 
trying hard to work with us and cooperate, and they are evidently trying to 
do a good job. Colonel Cohen’s memo to Mr. Roseman covering your field 
trip of January 6 and 7 evidences considerable improvement in the Dougherty 
work. The colonel’s memo is quite informative. 

It is most difficult for us here at Rochester to be fully acquainted with the 
actual status or quality of the work just from correspondence—but I have felt 
from this recent information that progress is considerably improved. Cor- 
respondence at its best cannot acquaint one with conditions as they actually 
are. Unfortunately, the project is so far from the home office that we cannot 
make as many visits as we probably should. 

We have full confidence in you and your able staff. Keep up the good work— 
being tolerant—firm—and at the same time—considerate. We do not want you 
to ease up on expecting proper quantity and quality of the work of the contractor. 


Mr. Reppan. I would just like to read the first paragraph of this, 
and part of the third. It is a letter to Mr. McCormack from Robert 
Leary, project manager of A. L. Dougherty Overseas, Inc. The sub- 
ject is Controversial Opinions. 





Dear Sir: This will acknowledge receipt of your several letters dated October 
18, November 12 and 27, and December 11, 1957, in which you express several 
opinions of a controversial nature and raise further questions, the answers to 
which, we believe, you had beforehand. 

Down to the third paragraph. Itsays: 


It occurs to us that you may be writing strictly for the record in which case 
we, of course, are left no alternative, but to adopt the same procedure. How- 
ever, we hesitate to follow such a course, since you will recall a gentlemen’s 
agreement of an informal nature was arrived at between Col. Sultan G. Cohen, 
yourself and Mr. W. C. Thornton, during the last construction season, wherein 
it was mutually agreed that any subject of a controversial nature would first 
be discussed in conference with a view of settlement to the mutual satisfaction 
of all. Failing a meeting of minds on any item or items, memorandum for the 
record would then be in order. 


I wonder if you could tell the committee anything about this gentle- 
men’s agreement here. 

Mr. Grauam. All that I would have on it would be that which is 
reflected in the memorandum. 

Mr. Reppan. The letter of January 17? 

Mr. Harpy. Between whom was the gentlemen’s agreement ? 

Mr. Granam. According to what he read there, between McCor- 
mack of our office and Leary of their office and Sultan Cohen of the 
mission. 

Mr. Harpy. Were you not aware of that agreement ? 
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Mr. Granam. “Let’s quit calling each other names; and let’s get 
down to business.” That was the kind of agreement it was, apparently. 

Mr. Harpy. You knew it existed ? 

Mr. Granam. I knew they were going to do it, yes, yes. 

Mr. Reppan. Well, now, you wrote to Mr. McCormack about that, 
and you knew about ‘the gentlemen’s agreement, did you not? 

Mr. Harpy. He just said that he did. 

Mr. Reppan. Excuse me. I did not hear him. 

This letter of January 17 that you wrote to Mr. McCormack starts 
off : 

Have just read Dougherty’s letter of January 6, under subject Controversial 
Opinions and have reviewed copies of the letters they have referenced. It is 


indeed unfortunate that circumstances seem to have warranted recording of 
differences of opinions. 


And then, going down to paragraph 3: 


Probably it would be better when such memos seem to be necessary—that 
eopy distribution should be kept to a minimum of, say, only between the engi- 
neer and the contractor with copies to their respective home offices. It is copy to 
USOM and Government that has probably evoked their ire. It must be appre- 
ciated by both of you, however, that we are obligated to acquaint both Govern- 
ment and USOM with conditions and where agreements cannot be reached 
they should be recorded. 


Going down to the fifth paragraph: 


If you find it is still necessary to record opinions and call attention to mis- 
doings of the contractor, it is a right and it is expected of the engineer. How- 
ever, you must remember that they, too, can record our errors and we also 
make them. Be as tolerant as you can, however, don’t settle for anything less 
than proper construction practices. Any recordings that are of the contractural 
nature—you must be absolutely sure you are right. 

Mr. Harpy. I do not believe we need to discuss that, It is pretty 
clear. 

But actually, Mr. Graham, where there is a controversy with the 
contractor, do you not have an obligation to keep the agency currently 
informed ¢ 

Mr. Grauam. I think that they are; I think they are. 

Mr. Harpy. Obviously, in this, there was a proposal that it not 
be done. 

Mr. Granam. Colonel Cohen of the mission, I think, works very 
close with the men, and I know that our relationship with the Gov- 
ernment of Cambodia who, according to the contract, is the client 
is a very mutual relationship, and I think that they are all acquainted 
with the details. 

And, as I say, it is probably putting it in writing that is evoking 
the ire of Dougherty. 

Mr. Harpy. Well, it raises some questions with the Congress also. 
Fortunately, I think maybe it helps us to understand what actually 
transpired, and if it is not in a memorandum it is a little difficult 
to elicit it in testimony. We would have had to rely on much more 
of your memory than we have had to, if it had not been for the 
memoranda. 

Mr. Grauam. I would like to make this statement: Every letter 
in our file we would be willing that you put into the testimony. 

Mr. Harpy. That is fine, and I have no reason to doubt that at all. 
You have been very cooperative about making your records avail- 
able. 
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But I am awfully glad that there is a memorandum of these things 
because otherwise it would have been necessary to tax some folkes 
memory. 

Mr. Reppan. Mr. Graham, I would like to show you one more let- 
ter. It is a letter dated January 17, 1958, to A. L. Dougherty Over- 
seas, Inc., from Mr. McCormack. I would like to ask if you can 
identify that asa part of the Michael Baker records. 

Mr. Grauam. Again, it is in our Michael Baker files; therefore, 
I know it is a Michael Baker letter. It is written to the Dougherty 
company under the date of January 17, by our Mr. McCormack 
in Phnom Penh. 

Mr. Reppan. How long has Mr. McCormack been with the Michael 
Baker Co. ? 

Mr. Granam. Mr. McCormack worked for us in Saudi Arabia 
for—and this is guess—a year, plus. Then he went with the J. A. 
Jones Co. and came with us just at the beginning of the project. 

Mr. Reppan. He is an engineer ¢ 

Mr. Granam. Yes, he is a construction engineer. 

Mr. Reppan. And you consider him competent and qualified ? 

Mr. Granam. Yes. 

Mr. Reppan. He is head of your Cambodian office ? 

Mr. Granam. Yes, sir. 

Mr. Reppan. Mr. Chairman, may we have this letter of January 17, 
1958, from Mr. McCormack to A. L. Dougherty Overseas, Inc., intro- 
duced as an exhibit, as of this date, sir. 

Mr. Harpy. Without objection, so ordered. 

(The document referred to was introduced into the record as exhibit 
35, and follows :) 








Exnurpit 35—LeEtTrer From JOHN McCorMACcK, Progect ENGINEER, MICHAEL BAKER, 
Jr., Inc., TO A. L. DovuenertTy Overseas, INnc., JANUARY 17, 1958 


PHNOM PENH, CAamMpopra, January 17, 1958. 
A. L. DovugHerty Overseas, INC., 
Mr. Rosert Leary, Project Manager, 
Phnom Penh, Cambodia. 

DeaR Str: Referring to your MB-50 dated January 3, 1958, under the subject, 
Controversial Opinions: 

I wish to inform you that under the specifications, no points brought out in 
the letters you refer to can in any manner be referred to as being controversial. 
In fact, we have, under the provisions of the specifications, complete authority 
to direct most of the operations referred to. 

Please be advised that when at any time we observe work being done that 
fails to meet with the requirements of the specifications that we will not consider 
it to be a matter of controversy. 

As engineers representing Government, we also have the right to question the 
allocation of equipment when, in our opinion, the best interests of Government 
will be served by our questioning such allocation. 

As engineers, it is within our authority to demand of the contractor prior 
notice of the planned use of equipment in various areas in order that we may 
properly supervise construction. 

Also, as engineers, it is our duty to Government that we do all in our power to 
assure that your efforts are so directed that your commitments as contractors are 
fulfilled as to time and quality of the work. 

Therefore, no controversial questions are brought up when we ask for an ex- 
planation of assignment of equipment, choice of borrow, or the quality of work. 
We shall continue to question any phase of your operations which, in our opinion, 
needs correcting, not as you so state, as a matter of record, but in order that the 
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work may be performed most expeditiously and in the most economical manner. 
We have never made commitments with you or Mr. Cohen which would prevent 
- questioning the quality or the quantity of your work, and we do not expect 
to do so. 

We do agree with you and Mr. Cohen that letters of recrimination serve no 
purpose other than to create ill will, however, this is not to be considered as 
falling within that category; rather this is to remind you that, as engineers, we 
expect to fulfill, in the best manner possible, all of our obligations. 

We see no reason why you should consider the subject of the letters referred 
to as an affront rather than as constructive criticism outlining our views, which 
are subject to change if the matters brought out are satisfactorily explained. 
In the event an explanation is given setting forth valid reasons, we are always 
willing to write our acceptance of your procedure and nullify our previous 
objections. 

However, we believe that the questions brought out in these letters were 
legitimate questions and that your failure to heed our admonitions concerning 
the proper allocations of equipment in the area from Tuk Sap to Kompong Som, 
at the time of such admonitions by the letters referred to in your communications, 
is going to seriously affect the confidence of Government in your ability to 
meet your obligation to keep a travelable road open to traffic from Veal Renh 
to Kompong Som during the coming rainy season. 

Let me assure you that no matters of a controversial nature are brought up 
when we advise you that it is your immediate obligation to Government to 
provide all weather access to the Port of Kompong Som by way of the Junction at 
Veal Renh by this coming rainy season. This is giving you approximately 1 
year extension on the contract time. 

Further, it is our opinion that the difficulties and costs of construction will 
be multiplied if immediately following grading operations you fail to place a 
cover of select material over the sections so graded, in order that during the 
monsoon season movement of vehicles may continue. 

If such procedure necessitates the shutdown of other than grading operations 
and construction of drainage requirements, this action is considered advisable. 

The scattering indiscriminately of equipment in order to affect a showing is 
a wasted effort when done at the expense of more worthwhile work. 

Sincerely yours, 
MICHAEL BaAKenr, Jr., INC., 
JoHN McCormack, Project Manager. 


Mr. Reppan. I would just like to read 2 or 3 portions of this. This 
is Mr. McCormack’s reply to Mr. Leary’s letter which was entitled 
“Controversial Opinions.” 

Mr. Harpy. This followed the letter that he received from Mr. 
Graham ? 

Mr. Reppan. No, the letter from Mr. Graham was written the same 
day. McCormack had not received it yet. And he said: 


Dear Sir: Referring to your MB-50 dated January 3, 1958, under the subject, 
Controversial Opinions : 

I wish to inform you that under the specifications, no points brought out in 
the letters you refer to can in any manner be referred to as being controversial. 
In fact, we have, under the provisions of the specifications complete authority 
to direct most of the operations referred to. 

Please be advised that when at any time we observe work being done that 
fails to meet with the requirements of the specifications that we will not 
consider it to be a matter of controversy. 

As engineers represerting Government, we also have the right to question the 
allocation of equipment when in our opinion the best interests of Government 
will be served by our questioning such allocation. 

As engineers, it is within our authority to demand of the contractor prior 
notice of the planned use of equipment in various areas in order that we may 
properly supervise construction. 

Also as engineers it is our duty to Government that we do all in our power 
to assure that your efforts are so directed that your commitments as contractors 
are fulfilled as to time and quality of the work. 
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And, skipping a paragraph: 

We do agree with you and Mr. Cohen that letters of recrimination serve no 
purpose other than to create ill will; however, this is not to be considered as 
falling within that category; rather this is to remind you that as engineers we 
expect to fulfill, in the best manner possible, all of our obligations. 

Mr. Harpy. That is clear enough. I do not believe that needs any 
comment either. 

Mr. Reppan. He had not gotten your letter yet 

Mr. Grauam. No; I was proud of him when I read that, though. 

Mr. Harpy. Have you any questions ? 

Mr. Brownson. I have no questions at this time, Mr. Chairman. 

Mr. Grauam. Mr. Chairman, you did not ask me anything about 
my qualifications before I testified. 

Mr. Harpy. Thank you, Mr. Graham. It was an oversight, and I 
would very much like to have them. 

Mr. Granam. And I want to make this on the record, to further 
verify the fact about the equipment that Dougherty sold. 

Because of my experience, I am satisfied that in the kind of review 
that I gave—I know at the time of my inspection, it w as, as I said, in 
operating condition, with the exception of those two pieces of equip- 
ment. 

I am also of the opinion that in the shipping of it, they may have 
taken some of them apart. 

Mr. Reppan. Now, do you know this or is this something 

Mr. Granam. No; I donot know this. I said, “I am of the opinion.” 

Mr. Reppan. What do you base that opinion on ? 

Mr. Granam. Knowing how you have to ship equipment. 

Mr. Reppan. If you know that, if that is a matter of practice 

Mr. Granam. All right, I will leave that off. I will leave that off. 

Mr. Harpy. It is all right if it is a matter of practice; it is perfectly 
all right. 

Mr. Reppan. If it is a matter of practice, it is all right. If it is 
just something you suppose, there is no use mentioning it, but if it is 
a matter of engineering practice, that is all right. 

Mr. Granam. I would be surprised if they did not do that with 
some of that equipment, take it partially apart, and therefore some 
of it might not drive off under its own power. 

But I know when I saw it, it was, as my letter said, and as I have 
testified, in operating condition. 

Mr. Brownson. Mr. Chairman, may I ask him a question? Some 
of this equipment has many controls and does many things, does it not ? 

Mr. Granam, Yes. 

Mr. Brownson. I mean, there is one big engine in front and you 
pull a lever, and it opens up the bottom of the thing, and winches oper- 
ate, and all kinds of mechanisms. 

Mr. Granam. Right. 

Mr. Brownson. Did you check any of those things ? 

Mr. Grauam.. Yes, sir. 

Mr. Brownson. You did not just run the major engine ? 

Mr. Grauam. No, sir; the cables and things that would operate 
the belly dumps, and so on. 

As to my background: I am a graduate forester, with a major in 
forest engineering. I have a degree, bachelor of science- 

Mr. Brownson. What school. 
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Mr. Grauam. University of Montana, 1924. 

I am a registered engineer in the State of Pennsylvania. I have 
engaged primarily, my whole work life, in construction in an admin- 
istrative and executive capacity, supervising the design and the con- 
struction of many kinds of projects, highways, city streets. 

Ihave been a city engineer. I worked for the National Park Service. 
I have built swimming pools, dams, bridges. 

I think that my background of experience is such that I know : 
considerable amount about construction equipment. I am not an 
operator, but I do know what the equipment will do. And I know 
from that experience that what I saw—for instance, the belly dump, 
the Euclid dump, has a life expectancy a lot longer than certain other 
kinds of equipment would have. And from what I could see in 
Chicago and Albany, I am satisfied that at that time that equipment 
was in good condition. It was used equipment. 

Mr. Harpy. On the basis of that background, I certainly would 
not question your ability to make a proper inspection and a proper 
determination of equipment of this nature and its condition. I am 
a little disturbed by what was obviously a superficial examination of it. 

And I think your own testimony indicates that it was a superficial 
examination. 

One of the things that the ICA did require in connection with au- 
thorizing the acquisition of that used equipment, the second point 
in the letter which was written to you, was that it would be worth 
the price. 

Now, it surprises me a little that an engineer, a businessman, who 
has had experience with equipment of this kind, would be content 
to approve a price of $21,000 on a piece of equipment that was in 
excess of 4 years old, without any more than listening to the engine 
run, or walking by and looking at it and its appurtenances. 

Mr. Grauam. When we inspected that equipment—and inciden- 
tally I had a construction man with me—an equipment man—we con- 
sidered we could have each of those pieces of equipment taken out 
to a equipment concern, have them tear it apart, mike each wearing 
part, reassemble it. The cost would be prohibitive. 

Mr. Harpy. It would, undoubtedly. 

Mr. Granam. Yes; that is right. And I was satisfied, since it 
was not possible for us to see it in construction use, and it was only 
sitting on a lot, the only kind of inspection we could make was that 
which is recorded by our letter. 

Mr. Harpy. You could get some idea about the general condition. 

Personally, when I buy a used engine, farm tractor, I am pretty 
careful to see whether or not the transmission is operating properly, 
and whether the lift equipment mechanism operates, aside from lis- 
tening to the operation of the engine. 

Mr. Grauam. I had these little checks made. 

Mr. Harpy. Spending my own money, I would not buy one of those 
tractors at half the price Uncle Sam pays for them without seeing 
whether or not it would operate, and at least whether or not its work- 
ing parts would function. 

Now, would you? 

Mr. Granam. I am satisfied that that equipment was in the condi- 
tion which I stated in that letter to ICA. 
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Mr. Harpy. Well, I have nothing further. 

Mr. Brownson. Mr. Chairman, I have one final question: You have 
been operating in connection with road construction before? 

Mr. Granam. Yes, sir. 

Mr. Brownson. And you are widely acquainted with road contrac- 
tors and people operating in the road construction field in the United 
States ? 

Mr. Grawam. Yes. 

Mr. Brownson. Would you care to make a brief statement as an 
oo as to what you know of the reputation of A. L. Dougherty 
& Co.? 

I mean, you are a professional man, and you have been in this field, 
and we would like to know. 

Mr. Grauam. Let me say it this way: The inference was that ICA 
might consult us before the selection of a construction contractor. 
I had never heard of the A. L. Dougherty Co. when I heard that they 
were awarded this contract. 

Wait a minute; I am wrong. I had never heard of the A. L. 
Dougherty Co. until one day one of their representatives came in our 
office to ask about this project. And when they got the award, we 
expressed some surprise. 

fr. Harpy. Do you want to pursue that? 

Mr. Brownson. Why ? 

Mr. Granam. Well, there are companies—it was an overseas job, a 
huge job—there are companies who had worked a great deal on over- 
seas work, that are well known to all, and we rather thought that one 
of those companies would probably get this. 

Mr. Brownson. Do you know anything about Dougherty’s work in 
the United States? 

Mr. Granam. The day that I was in Chicago, right near the yard, 
Mr. Dougherty, after we finished with the equipment and were heading 
toward the airport, took us out to this particular road where they had 
just finished some grading. And that was the only thing that I had 
seen. 

Mr. Brownine. You did not actually know of any of Mr. Dough- 
erty’s overseas operations prior to this time ? 

Mr. Granam. Prior to their introduction and coming in to ask about 
the Cambodia road. 

Mr. Brownson. Thank you. 

The only thing I am curious about, Mr. Chairman, is this: Mr. Gra- 
ham expressed what apparently is some skepticism about the Dough- 
erty Co. Is that not inconsistent with his previous testimony that 
he was sure everything about the equipment was all right because the 
Dougherty Co. was looking after it? 

Mr. Harpy. As long as this memorandum [I have in my hand is 
already in the record, and it contains a paragraph to the particular 
point, maybe we might as well read it in the record. 

This is taken from the memorandum of May 15, 1957, which Mr. 
Graham wrote to Mr. McCormack. And he says: 


There isn’t any question that the project is equipped well, sufficient to perform 
the physical work and that the Dougherty personnel includes many well-qualified 
people. There is reservation established about their administration of the project, 
and possible lack of experience and qualifications to construct the bridges, culverts, 
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drainage systems, and related physical improvements. At times I cannot help 
but question whether there might be lack of experience even in the earth-moving 
ability because of their carelessness in compacting fills. I could refer to several 
comments of your past correspondence, but have before me Dr. Pfeiffenberger’s 
report No. 41. All in all I feel the same as Colonel Cohen, that generally they 
have been quite successful in their undertakings on this highway and that they 
in despair are discrediting themselves. 

A portion of that has been read, but I think for a complete picture 
that paragraph is important. 

Have you anything further, Mr. Brownson ? 

Mr. Brownson. Nothing further, Mr. Chairman. 

Mr. Harpy. Have you anything further, Mr. Reddan ? 

Mr. Reppan. No. 

Mr. Harpy. Well, Mr. Graham, I want to express appreciation for 
the frankness with which you have responded to the committee, and 
for the cooperation you have exhibited in making available your rec- 
ords, and in being here today. 

The committee will Raid eibivecnti and convene in this room at 10 
o’clock tomorrow. 

(Whereupon, at 5:50 p. m., the hearing was adjourned, to reconvene 
at 10a.m., Thursday, March 27, 1958.) 
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FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


THURSDAY, MARCH 27, 1958 


Hovse oF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in the hearing room, George Washington Inn, Representative Porter 
Hardy, Jr. (chairman of the subcommittee), presiding. 

Present: Representatives Porter Hardy, Jr., Henry 8S. Reuss, 
Charles B. Brownson, George Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. 
Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss, Mr. Knox, and 
myself, constituting a quorum under the committee rules. 

Mr. Pfoutz and Mrs. Wiznia, will you come up here? We will get 
you both up at the same time. 

(Whereupon, Mr. Daniel G. Pfoutz and Mrs. Marguerite Wiznia 
were duly sworn as witnesses by Mr. Hardy.) 


TESTIMONY OF DANIEL G. PFOUTZ, ASSISTANT CHIEF, PROCURE- 
MENT ANALYSIS BRANCH, OFFICE OF THE CONTROLLER, INTER- 
NATIONAL COOPERATION ADMINISTRATION; ACCOMPANIED BY 
MRS. MARGUERITE WIZNIA, INDUSTRIAL ANALYST, PROCURE- 
MENT ANALYSIS BRANCH, OFFICE OF THE CONTROLLER, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Mr. Reddan ? 

Mr. Reppan. Mr. Pfoutz, would you give the reporter your full 
name and address ? 

Mr. Prourz. My name is Daniel G. Pfoutz. I live at 7802 Mac- 
Arthur Boulevard, Cabin John, Md. 

Mr. Reppan. And isit Miss or Mrs. Wiznia? 

Mr. Wiznta. Mrs. 

Mr. Reppan. Would you give the reporter your full name and 
address ? 

Mrs. Wiznta. Marguerite Wiznia, 1918 Rosemary Hills Drive, 
Silver Spring. 

Mr. Reppan. Mr. Pfoutz, you are employed by ICA ? 
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Mr. Prourz. That’s correct. 

Mr. Reppan. And in what capacity ? 

Mr. Proutz. Assistant chief of the Procurement Analysis Branch 
in the Office of the Controller. 

Mr. Reppan. And how long have you been so employed ? 

Mr. Provutz. As assistant chief approximately a year and a half. 
With ICA about 2% years. 

Mr. Reppan. What did you do at ICA prior to this time? 

Mr. Provurz. Prior to that time I was head of the Industrial Equip- 
ment Section of the same branch. 

Mr. Reppan. What are your duties 

Mr. Harpy. Before you do that, let’s get a little background of 
qualifications and experience in that field prior to going with ICA, 
please, sir. 

Mr. Prourz. Certainly. I was graduated from the Pennsylvania 
State College, now the Pennsylvania State University, in 1941, with 
a major in chemistry, minors in mathematics and physics. 

I taught high-school mathematics in 1941 and 1942. 

I went to Reserve midshipman school at the United States Naval 
Academy, Annapolis, in engineering, in 1942 through part of 1943; 
from there to mine warfare school in Yorktown, Va., in mine counter- 
measures; and from March 1948 till January 1946 was on active duty 
with the United States Navy. I was released with the rank of 
lieutenant. 

From February 1946 till September 1950 I was with the Phila- 
delphia Transportation Co. in Philadelphia, Pa., an an equipment 
engineer and shop engineer in the rolling stock and shops department. 

In September 1950 I once again was recalled to active duty in the 
Navy. I was with the Bureau of Ships here in Washington as head 
of the mobile equipment section in the procurement of automotive 
construction, railroad weight-handling and materials-handling equip- 
ment. I was subsequently released with the rank of lieutenant 
commander. 

From May 1954 till October 1955 I was a civilian employee of the 
United States Navy at the Bureau of Supplies and Accounts as a 
general engineer—toward the end as chief of the technical section 
for materials-handling equipment. 

I came with the International Cooperation Administration in 
October 1955 as head of the Industrial Equipment Section in the 
Office of 

Mr. Harpy. You have referred to materials-handling equipment a 
number of times. Obviously you have very considerable experience 
in that. Does that include all types of construction equipment ? 

Mr. Provurz. Materials-handling equipment technically does not 
include construction equipment, although while with the Bureau of 
Ships I was also involved with construction equipment, procurement. 

re Harpy. Procurement? Procurement of construction equip- 
ment ¢ 

Mr. Proutz. Requirements and procurement for some 60 activities 
of the Bureau of Shipe—the naval shipyards, various other activities 
which use use procurement. 


Mr. Harpy. You handled procurement of construction equipment 
for shipyards? 
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Mr. Provrz. Yes, including Caterpillars—tractors—the usual range. 

Mr. Harpy. Thank you, sir. 

Mr. Reppan. Mrs. Wiznia, your position at ICA is what? 

Mrs. Wiznta. Industrial analyst with the Procurement Analysis 
Branch in ICA in the Office of the Controller. 

Mr. Reppan. And how long have you been in that position ? 

Mrs. Wizn1a. I have been in that division—well, the predecessor 
division and that division—since 1950. 

Mr. Reppan. Doing the same work? 

Mrs. Wizn1a. Approximately the same work. 

Mr. Reppan. Would you give the committee a little of your back- 
ground, please ? 

Mrs. Wiznta. I was an industrial analyst with the War Produc- 
tion Board in the Construction Machinery Division and the Tractor 
Section of that Division for about 3 years, up until September of 1945. 
At that time I went with the French Supply Council as purchasing 
officer for equipment of this type in the Mission of Industry and Com- 
merce. That was in Washington, D. C. 

Mr. Reppan. Did you have any particular training or experience 
in this line prior to coming with the Government? 

Mrs. Wiznta. No. I was a journalist and journalism student at 
the University of Oklahoma. 

Mr. Reppan. I see. 

Mr. Harpy. I was just wondering in that context: In your work, 
what does an analyst do? 

Mrs. Wiznta. That’s a good question. Maybe it would be well to 
tell you first what the Procurement Analysis Branch does do. It has 
dual responsibility—one, for reviewing prices of all material financed 
by ICA. Our particular section has the responsibility for reviewing 
prices of commercial and Government procurements of all industrial 
equipment, every type of machinery, and certainly including con- 
struction machinery. 

Mr. Harpy. I don’t mean to interrupt you, but you know this busi- 
ness of characterizing people as reviewers and having duties of re- 
viewing does not mean too much to a layman. Anybody can review 
something. Now, whether it would amount to anything after they 
review it is something else. 

Mrs. Wiznta. Well, they keep us there because we find improper 
transactions and get money returned to the United States Govern- 
ment. 

Mr. Harpy. Oh, I see. And you do that from your analysis? 

Mrs. Wiznta. That’s right. Our analysis is for compliance of ICA- 
financed transactions with the statute and with ICA Regulation 1— 
with the terms thereof. ICA Regulation 1 does provide maximum 
limitations on what prices ICA may finance material. And ours is 
to assure that material financed by us is not in excess of actual market 
value. 

Mr. Harpy. Actual market value? 

Mrs. Wiznta. Yes. 

Mr. Harpy. Sometimes that is pretty hard to determine. 

Mrs. Wiznta. That is rather difficult to determine; yes. 

Mr. Harpy. Thank you. 
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Mr. Reppan Now, Mrs. Wiznia, did you process and make a pric- 
ing examination of the equipment which the Dougherty Co. sold to 
Cambodia which was financed by ICA ? 

Mrs. Wiznta. Yes, we did, and we have prepared a statement which 
we would like to read to you. It’s rather short. 

Mr. Reppan. May I see the statement, please ? 

Mrs. Wiznta. Indeed you may. We will be glad to furnish you a 
copy of that, and we are having people send us up 

Mr. Knox. Do you have copies of your statement ? 

Mrs. Wiznta. Yes. We ran short on copies so we are having more 
duplicated. 

Mr. Woops. Do you have another one? 

Mrs. Wiznta. I think that’s it for the moment. 

Mr. Proutz. We will have more later. 

Mr. Harpy. That’s all right. 

Mr. Prourz. We only wish to make the general statement at the 
moment, sir. 

Mr. Harpy. Suppose you do. Goahead. You have got just a one- 
page general statement ¢ 

Mr. Wizn1a. We have a one-page general statement. 

Mr. Harpy. Go ahead. 

Mr. Reppan. At the time that you examined and processed this 
equipment, you were working under Mr. Pfoutz? Is that it? Were 
you both in the same office? 

Mr. Proutz. Yes. 

Mrs. Wiznta. Yes. 

Mr. Prourz. I was the Assistant Chief of the Branch. 

Mr. Reppan. Allright. Fine. Just go ahead. 

Mrs. Wiznia. The Procurement Analysis Branch reviewed the 
proposed agreement under which ICA permitted A. L. Dougherty Co. 
to supply used equipment for the Cambodian road project. Based 
on a knowledge of and evidence in hand concerning market conditions, 
unavailability of sufficient new equipment, current market prices of 
comparable used equipment, and regulations and practices of other 
Government agencies, the Procurement Analysis Branch determined 
that the pricing formula offered by Dougherty would have resulted 
in prices which would not be in violation of the price provisions of 
ICA Regulation 1 and the statute. 

ICA has not yet made complete and final determination as to the 
eligibility of this procurement for ICA financing. However, in its 
review of vouchers submitted by the A. L. Dougherty Co., the Pro- 
curement Analysis Branch has thus far found, on the basis of infor- 
mation available to the present time, that: 

The prices charged for used equipment were in conformance with 
the formula contained in the letter of agreement of September 14, 
1956, and that the pricing formula contained in the letter of agree- 
ment resulted in prices which were within the range of prices of com- 
parable equipment offered for sale and sold on the used equipment 
market at the time of the transaction. 

Based on the evidence that we are prepared to present in parts 1, 
2, and 3, it appears that ICA’s agreement to permit Dougherty to 
furnish used equipment had the following results: 
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The equipment was made available to the project within the time 
limitation imposed by the stated urgency of the project scheduled 
and at a time when new equipment would not have been available. 

Needed equipment was supplied at a savings of about $403,000 in 
comparison with the cost of new equipment of the same type. 

Mr. Harpy. That is a very interesting statement. 

Did you make any finding as to the accuracy of the contention that 
this equipment was not available as new equipment ? 

Mrs. Wiznta. Yes; we did. 

Mr. Harpy. What was your basis for confirming that statement? 

Mrs. Wizn1a. We have a number of documents which we are pre- 
pared to present to you showing what we knew at that time and what 
we have since been furnished with. We were in contact at that time 
with suppliers of equipment. We were in contact with other Gov- 
ernment bureaus who also need the type of equipment. 

Mr. Harpy. Were you aware of the offer of sale of new D-8 tractors 
by a firm at the time this price was submitted by Dougherty ? 

Mrs. Wiznta. We were aware of that, and since that point was 
brought up yesterday we checked back to reassure ourselves that we 
were correct. I’m not—I don’t know whether you have in your files a 
subsequent letter from the writer of the letter that was presented by 
GAO. There is a letter in September 1956 by the Patten Tractor Co. 
which was the writer of that original letter, which stated—— 

Mr. Reppan. Do you have the letter there, Mrs. Wiznia? 

Mrs. Wizn1a. Yes; I do. 

Mr. Reppan. May I see it, please? 

Mrs. Wiznta. Let me locate it. I find in my own notes that we num- 
bered these exhibits twice. Our narrative report doesn’t always come 
out to have the same exhibit number as it finally ended up with. 

The Patten Tractor Co. in their letter of September 13 to Dougherty 
stated : 

We had the pleasure of quoting on four machines. 

Dougherty ordered two at that time. 


We were able to supply only two tractors due to limited allocations from our 
manufacturer, plus the fact that the demand from other customers caused a 
change in previously anticipated schedules. We regretted our inability to 
serve you further. 

You will find that underlined there. 

At the time the transaction for used equipment was contemplated, 
Mr. Dougherty had purchased new equipment—more new equipment 
than was on the original list. The original list presented by Michael 
Baker, Jr., for immediate shipment included four D-8 tractors. 

Mr. Reppan. Excuse me, Mrs. Wiznia. This letter of September 13 
does not refer to any other letter. 

Mrs. Wiznta. No; it does not. 

Mr. Reppan. How are you tying this in with the letter that was put 
in yesterday ? 

Mrs. Wizn1a. The letter put in yesterday by GAO was 

Mr. Harpy. Nothing about GAO. We put that letter in, taken from 
Michael Baker’s files. 

Mrs. Wiznta. Yes; sure. That letter yesterday was apparently— 
and this is something I can’t confirm but which I believe, that the 
letter was a quotation to Dougherty. Mr. Dougherty used it as an 
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indication of the then list prices. Patten had delivered to Dougherty 
against Dougherty orders three tractors. In this letter he says two. 
Our records show that he had delivered three. So, apparently, he did 
deliver an additional tractor. 

Mr. Reppan. Well, now, Mrs. Wiznia, I am obtaining the exhibit 
now, but you will find that the letter that we put in yesterday had 
nothing to do with four tractors. It was a quotation to Mr. Dougherty 
for one tractor. 

Mrs. Wizn1a. Well 

Mr. Reppan. A new tractor available on 30-day delivery at the time 
he was selling the used equipment to the Government. 

Mrs. Wizn1a. What was the date of that ? 

Mr. Reppan. [am getting the details now. 

Mr. Harpy. Sometime in 1956. 

Will you tell the committee how it happens that you have a copy of 
this particular letter here dated in September 1957 ? 

Mrs. Wizn1A. I beg your pardon? 

Mr. Harpy. Would you tell the committee how it is that you happen 
to have a copy of this letter dated September 13, 1957, addressed to 
Mr. Dougherty ? 

Mrs. Wiznia. It was presented to us by Mr. by frankly, I 
think it was obtained for us by our Inspections Division when they 
went through Dougherty’s records. We obtained it later than 

Mr. Harpy. Let me ask you this: Did you suggest to Mr. Dough- 
erty that it would be a good idea for him to try to cover his tracks 
over that particular proposition ? 

Mrs. Wizn1a. No, sir. We have not talked with Mr. Dougherty 
since the letter of agreement of September 14 was signed until yester- 
day. 

Mr. Harpy. September 14 of what year ? 

Mrs. Wiznta. 1956. Whenever the agreement was signed. 

Mr. Harpy. Of course, you know, Mrs. Wiznia, this subcommittee 
was working on this particular proposition, and you people in ICA 
knew it, and Mr. Dougherty knew it. 

Mrs. Wiznia. Yes. Our inspections people were trying to deter- 
mine whether our actions then were correct. 

Mr. Harpy. Isn’t it true that you were trying to find some basis to 
support the action which you had taken previously which you didn’t 
have too well supported at the time ? 

Mrs. Wiznta. Well, I have other support for the action that we took 
at that time. 

Mr. Harpy. We are going to give you plenty of opportunity to 
present it. 

Mrs. Wizn1a. O. K. 

Mr. Harpy. Find this other letter. 

Mr. Reppan. Mr. Pfoutz, do you recall the time when Mr. Woods of 
this staff discussed this matter with you? 

Mr. Prourz. Yes, I do. 

Mr. Reppan. Do you know approximately the date of that dis- 
cussion ? 

Mr. Provrz. I believe it was sometime prior to the 1st of July, the 
end of June, last year. 

Mr. Reppan. 1957? 
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Mr. Prourz. 1957, I believe. 

Mr. Reppan. And did Mr. Woods at that time ask you whether or 
not you had canvassed the market with respect to the availability of 
new equipment ? 

Mr. Prourz. He may. I honestly do not recall whether he asked 
that specific question. 

Mr. Reppan. Do you recall that he asked you whether or not you 
had canvassed the used market as to the going price for used equip- 
ment of the same sort ? 

Mr. Prourz. Again I’m afraid I have to give you the same answer. 

Mr. Reppan. Well, did you at that time show him any documents 
or records which ICA had which would show that you had made those 
two efforts? 

Mr. Proutz. To the best of my knowledge now, that conversation 
with Mr. Woods, I presented him with the file which we then had 
which was relatively small. I do not recall that there were any docu- 
ments of the nature you mention in it. 

Mr. Harpy. So, as a matter of fact, at the time that this committee 
became interested in this particular subject and Mr. Woods visited 
you to discuss it, you had virtually nothing in your file to support a 
conclusion that there was a shortage of new equipment at the time 
this procurement was made ? 

Mr. Provurz. We had nothing at that time actually to support such 
a conclusion except our own knowledge that the steel strike had been 
on during the month of July at the time when initially he started this, 
my own information and belief at the time that Caterpillar and several 
other manufacturers had temporarily at least stopped operations 
because of running out of supplies, and the general knowledge that 
we felt that it was quite likely that he could not 

Mr. Harpy. Well, but you didn’t make any real effort to contact 
any equipment supplier to determine the availability or the delivery 
dates on this type of equipment ? 

Mr. Provrz. I did not specifically work on that part of it. [’m 
sure that Mrs. Wiznia and someother people on our staff had been 
in touch with those people. 

Mr. Harpy. Let me ask Mrs. Wiznia the same question. Did you 
make any contact with any equipment manufacturer at that time to 
determine the availability of that type of equipment ? 

Mrs. Wizn1a. We—I would not tell you that we had the day that 
this came up, that we called to confirm. However, we were in con- 
stant—we were repeatedly through that summer in discussion with 
Caterpillar and Euclid as to what material that they were able to 
ship at that time. 

Mr. Harpy. Let me ask you the specific question: Did you per- 
sonally, or did anyone in your office to your personal knowledge, con- 
tact directly any equipment manufacturer to determine the availability 
as new equipment of these particular items? 

Mrs. Wizn1a. I want to give you what I think is a confirmatory—— 

Mr. Harpy. I want you to give me a factual answer. 

Mrs. Wiznta. Yes. What I believe is—I will tell you this: I cannot 
remember that day or within that week talking with suppliers. How- 
ever, I had talked with them at closely enough to that date to know 
that the price increases were going into effect within August. 














328 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Harpy. I am not talking about prices at all. 
Mrs. Wiznta. Well 
Mr. Harpy. We are talking about availability. 

Mrs. Wiznta. We were talking then both about price and about 
availability. 

Mr. Harpy. Well, isn’t it true that you just accepted Dougherty’s 
word and your general belief that there might be a shortage and just 
went ahead and approved it and confirmed this finding that they were 
not available? 

Mrs. Wizn1a. We accepted Dougherty’s word. We accepted a state- 
ment by Michael Baker, who was in our employ as an engineer. And 
we accepted documentation which Dougherty presented to us from 
his suppliers. And with what we knew of our own knowledge of 
manufacturers’ schedules, we were satisfied that equipment was short, 
and I believe we can confirm that we were correct in that. 

Mr. Harpy. Well, you are going to have that opportunity, but now 
let’s just get specific. You said one of the factors, which you just 
enumerated, was documentation which Dougherty supplied which 
included a letter from Patten Tractor & Equipment Co., and it was 
me Sau to you along with the other papers to support this price. 

Mrs. Wizn1a. We understood from Mr. Dougherty that he was 
buying that unit. 

Mr. Harpy. That he was doing what? 

Mrs. Wiznta. That he was buying that unit. He did not only sup- 
ply used equipment. He purchased new equipment. 

Mr. Harpy. Do you know whether he did buy this unit? 

Mrs. Wizn1a. To the best of my belief he did buy that unit. 

Mr. Harpy. Do you know whether this was the only one that the 
Patten Tractor & Equipment Co. could furnish ? 

Mrs. Wiznta. The Patten Tractor Co. furnished three new units. 

Mr. Harpy. Do you know whether those three new units that the 
Patten Tractor Co. furnished had been shipped prior to the date of 
this letter ? 

Mrs. Wiznta. I would have to check that. At the moment I don’t 
know. They were on order. 

Mr. Harpy. You don’t know actually whether this letter related 
to the ones that he had previously bought or not? 

Mrs. Wizn1a. I ‘would say about this—no, I don’t know 

Mr. Harpy. That’s enough. 

Mrs. Wizn1a. I would say this: That if only one unit—if he had 
been able to buy only one unit more, it would still not be sufficient 
for the demands on the project. 

Mr. Harpy. Did you read this letter and make a determination that 
it related to only one unit ? 

Mrs. Wiznta. Yes. 

Mr. Harpy. Well, there isn’t anything to cause an inference that 
this company couldn’t furnish but one, is there ? 

Mrs. Wiznta. [I’m afraid—I think that that is normal inference. 
We knew that Mr. Dougherty was taking tractors from the shipping 
schedules of a group of Caterpillar distributors. He bought new 
equipment from three Caterpillar distributors. He bought what 
those Caterpillar distributors could take away from other customers 
who had already had orders in. 











FOREIGN-AID CONSTRUCTION PROJECTS 329 


He delivered nine new tractors, and those were all delivered within 
the period—they were on Caterpillar’s schedule for these distribu- 
tors at that time and they were able to be pulled out from other orders 
and delivered within the dates that we and Dougherty required. 

Mr. Harpy. Mrs. Wiznia, the committee has reason to believe that 
the copy of this letter from the Patten Tractor & Equipment Co. to 
Dougherty Overseas, dated September 13, 1957, did not just happen, 
and the committee would appreciate having supplied copies of all of 
the correspondence between ICA and Dougherty and Michael Baker 
and to any equipment manufacturers that you wrote to after we en- 
tered this picture which led up to the supporting evidence which you 
have since developed. 

Mrs. Wizn1a. You have, Mr. Chairman, I believe, all the corre- 
spondence that ICA has written. 

Mr. Harpy. We didn’t know about your having this letter. You 
very carefully guarded this one, apparently. 

Mrs. Wizn1a. I’m sorry. We had—there was no intention to guard 
this from you. This was, as I stated before, obtained from Dough- 
erty’s files by our investigators who got into the picture after you did. 

Mr. Harpy. Is it your testimony that your files do not contain any 
correspondence relating to this subject of supporting the 

Mrs. Wizn1a. No. That is my testimony—that we did not write— 
since you got into this we have not written to Dougherty or to any 
other suppliers who offered material to Dougherty. 

Mr. Reppan. Who was your investigator that obtained this letter? 

Mrs. Wiznia. He is Mr. Saradakis—S-a-r-a-d-a-k-i-s, I believe. 

Mr. Harpy. Well, we are going to have to do a little better than 
we are doing this morning. 

Mrs. Wizn1a. It might have been Mr. Fisher. Both of the gentle- 
men worked on it. 

Mr. Harpy. We are going to have to find out, and under oath, the 
instructions that were given these people in the light of the develop- 
ments that are taking place here now. You tell us there was no cor- 
respondence. Then what conversations took place either on the tele- 
phone or directly with respect to securing this kind of information? 

Mrs. Wizn1a. To the best—I have not talked with Mr. Dougherty 
or with any of his suppliers since you people got into this. I have 
talked with the Caterpillar Tractor Co. I have talked with the Euclid 
Equipment Co., which is now a division of General Motors. 

Mr. Knox. Mr. Chairman, may I inquire? 

Mr. Harpy. Yes. 

Mr. Knox. Mrs. Wiznia, you said you had talked to the Caterpillar 
Co. Now, that was the manufacturer of Caterpillar tractors ? 

Mrs. Wizn1a. That’s right. 

Mr. Knox. And is this a common practice with ICA that they call 
on the telephone to determine as to the availability of equipment and 
the pricing of equipment? Is that a common practice? 

Mrs. Wiznta. That would be the first step taken except where a 
company was not known to us or not familiar with our operations. 
In such case we might write to them. As a matter of fact, I have 
known Mr. Geddes, who is vice president of Caterpillar Tractor Co., 
for 10 or 15 years, and when I need information regarding Cater- 
pillar tractors I call him to establish whatever is 
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Mr. Knox. Do you log your telephone conversations ? 

Mrs. Wiznia. No. 

Mr. Knox. You do not? Then what do you have on the record to 
justify to your superiors that you even talked to the companies? Just 
the word from mouth to mouth within the office ? 

Mrs. Wiznua. Well, it would be 

Mr. Knox. It would be? 

Mrs. Wizn1a. It would be mouth to mouth. 

Mr. Knox. It would? Well, that is rather a peculiar way to op- 
erate an operation that is spending billions of dollars. 

Mrs. Wiznta. If at the time the conversation is made it seems 
necessary to do so, I would write a note for the record. 

Mr. Knox. Did you ever write notes for the record in this particu- 
lar case ? 

Mrs. Wiznta. No. 

Mr. Knox. You never did? 

Mrs. Wiznta. No. 

Mr. Knox. You have no record then at all of any of the contacts 
which ICA made relative to the availability of equipment for the 
Cambodian road project under the Dougherty contract ? 

Mrs. Wizn1a. No. 

Mr. Kwox. Well, I just cannot understand how a Government 
agency—that is dealing in so momentous amount of money of the 
taxpayers’ dollars—can rely solely upon your memory. You have no 
record that you or one of your subordinates or one of your superiors 
made the contact to determine if this equipment was available, if it 
could be made available, because of the urgency of the project which 
you claimed was necessary to purchase this used equipment. 

I think, Mr. Chairman, that if ICA operates in this manner that 
they certainly have been negligent, they have been lax in every 
respect. 

Mr. Harpy. Unfortunately, I will say to my colleague, we have 
seen a lot of evidence of this kind of thing in the other things we 
have been concerned with. I am not surprised. The thing I am a 
little surprised at is the difficulty we are having getting testimony 
here. 

Now, I would like to ask Mr. Pfoutz. We have been discussing 
this question of your trying to dig up support for the action that 
you took. 

What have you done since you became aware of our subcommittee’s 
interest in this transaction to support the finding that there was ac- 
tually a shortage of equipment at the time? 

Mr. Provurz. I personally have done very little other than deal 
with the section head who was involved in having them conduct com- 
plete examinations of our records, our vouchers received from 
Dougherty, and attempt to find out just as much as possible about 
the situation at the time. I have been in conference with them. The 
work has been done by other people, actually. 

But we have attempted, quite frankly, since we knew of your inter- 
est, to do everything possible to develop as much material as possible, 
and never certainly on my part with any intent of disguising any 
information from you. 
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Mr. Harpy. I am happy to have that information; however, it 
seems to me a little inconsistent with that which Mrs. Wiznia just 
gave. Maybe she didn’t know what you were doing. But I would 
like to have a little bit more clearly— 

Mrs. Wiznta. I beg your pardon. Inconsistent in what way ? 

Mr. Harpy. Well, we will let the record speak for itself, Mrs. 
Wiznia. 

Now, we are trying to understand actually what has taken place. 
Certainly ICA had a stake in trying to determine what the actual 
situation was at the time this procurement took place, because there 
wasn’t anything in your files to support that finding at the time, and 
there is ample reason for understanding why you might do it after 
you became aware of the situation. But if in so doing you are trying 
to cover up the previous actions and keep this subcommittee from 
becoming acquainted with what you have done, then that’s something 
else. 

Mr. Proutz. We have nothing here, certainly, that we would not 
willingly give you. 

Mr. Reppan. Do you have your file, your complete file, there now, 
Mr. Pfoutz ? 

Mr. Proutz. By “complete”—I can’t say that we have our complete 
file with us this morning, no. 

Mr. Reppan. Does that have the investigator’s report in it ? 

Mr. Prourz. Isit here, Mrs. Wiznia? 

Mrs. WizntA. No. 

Mr. Prourz. No; it isnot. 

Mr. Reppan. May we see the file you produced here today? 

Mr. Proutz. This file? 

Mr. Reppan. Yes; and the other one, too—anything which bears 
on this matter. 

Mr. Proutz. May I put this together so it doesn’t drop apart ? 

Mr. Harpy. While you are looking at that, Mr. Reddan, I want to 
ask Mr. Pfoutz a few more questions here. 

Mr. Pfoutz, if I understand your testimony, you did discuss this 
matter with the section heads and instructed them to try to find all 
the information they could concerning this particular situation ? 

Mr. Provurz. That’s right. 

Mr. Harpy. Did you discuss it with Mrs. Wiznia? 

Mr. Prourz. From time to time I certainly must have. 

Mr. Harpy. Well, now, let’s not say “must have.” Either you did 
or you didn’t, and either you know or you don’t know. 

Mr. Prourz. Yes; I did discuss it with her, certainly. 

Mr. Harpy. Now, to the best of your recollection, tell the committee 
what instructions you gave her with respect to what she should do. 

Mr. Proutz. My instructions were initially to pull into our office all 
the vouchers representing the payments that ICA had made, to examine 
all the documents, the contracts, everything leading up to the situa- 
tion, to receive as best as possible our part in it up to the time when 
we became aware of your interest and our actions subsequent and to 
attempt to develop whatever material we could which would support 
the position that we had taken that new equipment was not available 
and that the transaction as it transpired was reasonably proper. 
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Mr. Harpy. Did Mrs. Wiznia report to you on what she had done 
to carry out those instructions. 

Mr. Prourz. Mrs. Wiznia reported basically to her section head, 
Mr. Salant. 

In the recent course of this, during which a great deal of the ma- 
terial has been developed, I have been overseas on another assign- 
ment with ICA in Libya. I have been gone since the 9th of F ebruar y. 

A great deal of this material has been developed in the meantime. | 
came back Monday a week ago. And I have reviewed the material 
and I have done some work in helping to assemble the material for 
the committee. 

Mr. Harpy. Are you aware of any correspondence in the file bear- 
ing on an “after the fact” determination that there was a shortage 
at the time of this procurement ? 

Mr. Prourz. By that 

Mr. Harpy. I mean to say are you familiar with or are you aware 
of the existence in your files of any correspondence which was designed 
to elicit information which would support a finding in 1956 that there 
was a shortage of equipment, which was the justification for purchas- 
ing this used equipment ? 

Ts there correspondence in your file designed to develop that infor- 
mation ? 

Mr. Prourz. There may be some correspondence in our file directly 
designed to do that. I would have to recheck it again myself. Now, 
if you mean is there any correspondence designed to get that type ot 
material from oa Dougherty or from that group, I would say “No.” 

Mr. Harpy. I don’t care where it’s coming from. I just asked you 
the question as to whether there was correspondence designed to de- 
velop information which would support the action which was taken 
in 1956, and actually that is the question that is involved, isn’t it? 

Mr. Provrz. That’s right, sir. Now, we wrote in this last period 
we have written literally, I believe possibly hundreds of letters ask- 
ing information of suppliers as to their prices, their price lists at the 
time. This was all in conjunction with our attempts to conduct a price 
analysis of the whole contract, all the procurement, aside—I mean the 
new equipment as well as the used equipment. It’s quite likely that 
there are letters—it’s possible, let me say, that there are letters which 
asked the question about used equipment. I do not—I cannot posi- 
tively state that there are or that there aren’t at this time. 

Mr. Harpy. I’m not talking about the availability of used equip- 
ment. I am talking about the availability of new equipment at the 
time that ICA made a finding that the procurement of this used equip- 
ment was justified because of the unav ailability of new equipment. 

Mr. Proutz. And have we attempted to confirm that, is the ques- 
tion ? 

Mr. Harpy. That’s what I want to know. What correspondence 
has ICA 

Mr. Provutz. We have certainly attempted to confirm that. Now, 
we have some documents in this file which is here which we feel con- 
firm it. A great deal of that material, it is my understanding, was 
obtained either through telephone conversations with various com- 
panies or by visiting their Washington offices. In many cases there 
may not be any correspondenc e. And I cannot positively say that 
there is or is not any unless I would review the file myself again. 
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Mr. Harpy. Well, that’s a lot more responsive than the testimony 
we had from Mrs. Wiznia. 

Go ahead, Mr. Reddan. 

Mr. Reppan. On this general statement which you have submitted 
here this morning, under 2 (b) it states: 

The pricing formula contained in the letter of agreement resulted in prices 
which were within the range of prices of comparable equipment offered for 
sale or sold on the used equipment market at the time of the transaction. 

Did you have at the time this equipment was purchased from the 
Dougherty group an agreement with the Bureau of Public Roads 
under which they w ould | purchase equipment for ICA ? 

Mrs. Wiznta. The Bureau of Public Roads does often purchase 
equipment for ICA. There is an agreement; en 

Mr. Reppan. Now, as I read this section 2 2 (b) here, you’re stating 
that this equipment was available on the market. 

Mrs. Wizn1A. Used equipment. 

Mr. Reppan. Yes. Now, is there any reason why the machinery 
was purchased through Dougherty rather than through the Bureau 
of Public Roads? 

Mrs. Wiznta. Might I add something else? I don’t know of my 
own knowledge whether the Bureau of Public Roads was asked to 
buy equipment for this. I know that GSA was asked to buy equip- 
ment for the project and GSA refused to buy it. 

Mr. Reppan. You say GSA refused to buy it? 

Mrs. Wizn1a. GSA refused to—there was a discussion with Mr. 
Pfoutz and GSA, and he might better be able to—— 

Mr. Reppan. Do you have any correspondence in your files relating 
to a request of ICA of GSA to purchase this equipment and the 
refusal of GSA to buy it 

Mrs. Wiznta. Might I ask that you ask Mr. Pfoutz about that since 
he handled it ? 

Mr. Reppan. I will be very happy to. Mr. Pfoutz, can you answer 
that question ? 

Mr. Provurz. I find in the files there which I think were made 
available to you earlier a letter which 

Mr. Reppan. Mr. Pfoutz, may I say that the files which are here 
today are not the same files that were made available to us, because 
most of this stuff in here is material that has been added to the files 
by ICA since we were at your office. Now, we do have your files but 
they don’t contain the same material. I just want to make the record 
straight. 

Mr. Provrz. But the letter I am referring to is one I think was 
made available to you at the time, and it’s not in that file. You'll 
find it in one which is labeled “Cambodia Port Highw: ay,” I believe. 
It’s a letter I wrote at that time when this procurement was initially 
contemplated—the whole procurement, not Just the used equipment— 
and in which I recommended that they utilize GSA. 

Subsequent to that recommendation 

Mr. Reppan. Excuse me, Mr. Pfoutz. Is this the file to which you 
have just referred ¢ 

Mr. Prourz. That’s right. 

Mr. Reppan. Now, would you find the letter in there for me, 
please, in which you request GSA to purchase this equipment / 
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Mr. Proutz. I did not say I requested GSA to purchase this equip- 
ment. If you misunderstood me I’m sorry. 

Mr. Reppan. I thought you were answering the question put to Mrs. 
Wiznia. 

Mr. Proutz. I misunderstood the question. 

Mr. Reppan. Mrs. Wiznia said GSA had refused to purchase this 
equipment. 

Mr. Proutz. Yes. Well, I was building up to that, if I may. 

Mr. Reppan. Well, fine. 

Mr. Harpy. Go ahead and build it up on a good foundation. 

Mr. Prourz. Certainly. Ill try my best, sir. 

There is a memorandum in this file dated June 12, 1956, from Marvin 
McFeaters to Mr. Joseph Bonner. The drafter is listed as myself. 

Mr. Reppan. I think the record should show Marvin McFeaters is 
no relation to the McPheters who has been here. 

Mr. Provurz. That’s correct. The name is spelled differently, in- 
cidentally. 

In this I made several recommendations, one of which was consid- 
eration of procuring this equipment through GSA, EPS—Emergency 
Procurement Service. This recommendation was made to the Indus- 
trial Engineering Division. 

Subsequent to this recommendation we had several meetings which 
I attended with Mr. Bonner and Mr. Hockenberry I believe. One of 
those meetings was also attended by two gentlemen from GSA who 
had been called over by the Industrial Engineering Division to dis- 
cuss the possibility of their procuring the equipment for this con- 
tract. 

At that time the equipment requirements for the contract were 
represented solely by a list of equipment prepared by Michael Baker, 
Inc., which was purely a listing of types of equipment with no specifica- 
tions of any type. 

The discussion which ensued at the meeting with GSA was to the 
effect that they would be very hesitant to attempt to buy this equip- 
ment because of the meagerness of the specifications supplied by 
Michael Baker, and unless Michael Baker was prepared to present 
detailed specifications they would not even consider doing it for fear 
of providing equipment which was completely unsuitable for the con- 
tractor’s purposes. 

Mr. Harpy. Did Michael Baker give detailed specifications ? 

Mr. Provurz. I can’t answer that. That was something I had noth- 
ing to do with at this time. 

Mr. Harpy. Michael Baker was employed by ICA ? 

Mr. Proutz. That’s right. 

Mr. Harpy. And I was just wondering whether or not these broad 
specifications, this broad list, was the only thing that was provided 
to the contractor. 

Mr. Provrz. Initially it was. 

Mr. Harpy. ICA was willing to provide a contractor with a list of 
equipment submitted by the engineering firm which was inadequate? 

Mr. Provurz. Michael Baker was basing—in this first letter agree- 
ment with A. L. Dougherty there is a provision in there that this list 
of equipment on which he shall develop detailed specifications and 
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have those detailed specifications approved by Michael Baker. That 
is my recollection. I think we could confirm that probably from the 
letter of agreement, but it was at this time period that they had 
reached the stage where they were about to select or had already 
selected—my timing is not necessarily accurate—the construction con- 
tract, and the issue of buying from GSA or through some other source 
was dropped in favor of allowing a contractor to buy his own equip- 
ment. 

Mr. Harpy. So your testimony is that GSA did not decline to buy 
the equipment because, if I follow your statement, Michael Baker 
would have had to confirm the specifications for the equipment as 
proposed by Dougherty ? 

Mr. Provrz. Yes. 

Mr. Harpy. But all that comes after Dougherty had been selected 
as the contractor? That was not at this early stage. It doesn’t make 
too much sense. 

Mr. Prourz. Let me clarify my statement a little bit. 

Mr. Harpy. I wish you would. 

Mr. Provurz. I would not say that GSA flatly refused to do it. It 
would be completely erroneous to say that. GSA made the state- 
ment they would prefer not to do it on the basis of the information 
that was available. 

Mr. Harpy. I think I would have hesitancy as a prudent business- 
man in even authorizing a contractor to do it on that basis when it is 
a cost-plus job. 

Mr. Brownson. I fail to understand why Michael Baker gets by 
with these cursory inspections. Wouldn’t it have been prudent to 
have gone to Baker and gotten some specifications that somebody could 
have used as a procurement basis? This firm consists of professional 
engineers you are paying as consultants on this job. 

Mr. Provutz. I could only say that I would agree with you, except 
for the fact—I am not disagreeing when I say “except for the fact,” 
but as far as our office, the Procurement Analysis Branch, was con- 
cerned at this point, the primary engineering and technical responsi- 
bility for this phase of the work lay in the Industrial Engineering 
Division, and we assumed that in questions of specifications and things 
of that sort that they in contact with Michael Baker would take care 
of those questions. 

Mr. Brownson. But you are hiring a cat to watch a mouse, and yet 
you keep dealing with the mouse. That’s what I can’t understand. 
You say you were going back to A. L. Dougherty and ask them to 
fill in these specifications in more detail. Yet it seems to me you 
were paying Michael Baker for these services. 

Mr. Prourz. This document I refer to, I had nothing to do with it. 

Mr. Harpy. I am not trying to place the blame on you. I am talk- 
ing about the overall responsibility of the agency. 

Here is a memorandum to Mr. Bonner, dated June 12, 1956. I am 
reading paragraph 4. 

Initially this office objected to the use of a private agency because this is 
a deviation from our normal practice and because we were convinced that GSA 
could accomplish the procurement within presently established procedures. A 


further review, however, has shown that the equipment list as now established 
is not sufficiently detailed to allow GSA to proceed. 
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That is where you stopped. I want to finish reading the sentence. 


Nor for that matter can a private agent proceed without our first resolving 
many specification problems. 


Now, that is GSA’s responsibility, and to me they are saying that 
“We can’t buy it with your specifications what they are now, and 
neither can a private agent buy it.” 

Mr. Proutz. That is right. 

Mr. Harpy. Now, 2 days later Mr. Loring and Mr. Bonner wrote a 
memorandum, which says: 


Following this line of reasoning— 
I don’t know what that means— 


the Industrial Division carefully considered the use of GSA or Bureau of Public 
Roads as purchasing agent and arrived at the conclusion that the use of an 
experienced private company would be preferred. This decision was reached 
because of our reluctance to place confidence in the ability of any Government 
agency to function with the flexibility which is necessary to meet practical 
requirements, such as the time limitation in which the supplier is permitted to 
bid on this type of equipment which this project can use. 


And he has a few more qualifications in there. That is a pretty 
sharp indictment of the General Services Administration and Bureau 
of Public Roads, to which, incidentally, the Bureau of Public Roads 
takes rather sharp exception. 

Mr. Meaper. Mr. Chairman, I might include the Corps of Engineers 
in that. 

Mr. Harpy. I am not sure the Corps of Engineers has a contract 
with them, but ICA has castigated the Corps of Engineers at the same 
time. 

Mr. Brownson. This subcommittee once conducted an investigation 
on the purchasing methods of the Emergency Procurement Service, 
back in 1953. It is probably lucky they weren’t called in or we 
wouldn’t have enough parking space in the whole United States to put 
in the equipment they would buy. 

Mr. Harpy. That is a different problem. 

Mr. Reppan. Mr. Chairman, may we have these two memorandums, 
the one dated June 12, 1956, from Mr. McFeaters to Mr. Bonner, put 
in as exhibit 36, and a memorandum to the files from Mr. Loring and 
Mr. Bonner, prepared by Mr. Bonner, dated June 14, 1956, put in as 
exhibit 37. 

Mr. Harpy. Without objection, they will be included as exhibits. 

(The documents referred to were introduced into the record as 
exhibits 36 and 37, respectively, and follow:) 


EXHIBIT 36—MEMORANDUM FROM MARVIN C. MCFEATERS, PROCUREMENT ANALYSIS 
BRANCH, FINANCIAL AND PROCUREMENT DIVISION, INTERNATIONAL COOPERATION 
ADMINISTRATION, TO JOSEPH P, BONNER, JUNE 12, 1956 

JUNE 12, 1956. 

Mr. JosePH P. BoNNeER, IED. 

Marvin C. McFreaters, PAB/FPH 

Procurement of Construction Equipment for the Cambodian Port Highway. 

1. In recent conversations and conferences the proposed method of procuring 
the subject equipment has been discussed. The basic problem of course is (@) is 
the procurement of equipment for an as yet nonexistent construction contractor 
desirable and (0) if it is desirable, what method of procurement should be 
utilized? The problem as stated arises because of a desire to reduce delays 
associated with the awarding of the construction contract and further delays 
occasioned by the long lead time on most of the proposed equipment. 
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2. The position of your office as we understand it is that because our normal 
procedure (entering into a construction contract with the contractor responsible 
for the procurement of the necessary equipment) will result in a 3- or 4-month 
delay in the project we must, for political and other considerations, devise a 
method whereby the equipment will be available to the construction contractor 
on signing of the contract. 

3. The method proposed by your office was to sign a separate ICA/W contract 
with a selected agent to procure and ship the equipment in time to insure de- 
livery in Cambodia by October 15, 1956. To this end invitations were issued 
and bids received from four potential agents. Of the four bids received, the 
actual eligible bidders can be reduced to two, namely; A. F. Axelrod Co., Inc., 
and Michael Baker Jr., Inc. Of the two A. F. Axelrod proposed to accomplish 
this task for a fee of $35,000 by utilizing the services of a consulting engineer 
whose qualifications for the work are outlined in the proposal while on the 
other hand, Michael Baker offers to perform this service for $60,000 utilizing 
their permanent engineering staff. 

4. Initially this office objected to the use of a private agent because this is 
a deviation from our normal practice and because we were convinced that 
GSA/EPS could accomplish the procurement within presently established pro- 
cedures. A further review, however, has shown that the equipment list, as new 
established, is not sufficiently detailed to allow GSA to proceed nor for that 
matter can a private agent proceed without first resolving many specification 
problems. 

5. The question of proper specifications, of course, assumes importance because 
the performance of the construction contractor will be directly related to the 
equipment furnished the contractor, and we are, by buying this equipment in 
advance without the approval of the construction contractor, giving him, in effect, 
a possible out in the event of nonperformance, since it is manifestly impossible 
to procure equipment which will be totally acceptable to any contractor selected. 
This question assumes further significance in view of some doubt as to the com- 
petence of the low bidder in the field of specification development since this 
bidder is essentially a merchant-exporter and not either a consulting engineer 
or a construction contractor. 

6. Considering the above discussion, it is the feeling of this office that— 

(a) Assuming it is politically expedient to proceed with the procurement of 
this equipment, the following points require consideration and resolution: 

(i) Can we justify the award of the purchase contract to the low bidder in 
view of possible lack of competence in the area of specification development, or 
are we, by selecting the low bidder in this case (or any other bidder, for that 
matter), opening ourselves to serious criticism in the event the construction con- 
tractor is dissatisfied with the equipment procured? 

(ii) Should we consider the second low bidder, in view of the fact that this 
firm is in effect responsible for the existing list of proposed equipment, has been 
in the field in the area where the equipment is to be used, and apparently is com- 
petent from an engineering viewpoint to develop a reasonably acceptable set of 
specifications for the equipment necessary for construction of the highway? 

(iii) Should we provide for an extension of the existing engineering contract 
to cover development of specifications for the equipment and then procure this 
equipment through GSA/EPS? 

(iv) Should we enter into an entirely separate engineering contract for devel- 
opment of adequate specifications and then procure the equipment through 
GSA/EPS? 

(v) Should we, in spite of possible objections from various contractors, con- 
sider clearing the proposed list of equipment with potential construction con- 
tractors even though it is recognized that this step is unlikely to produce any 
degree of concurrence from the various contractors involved? 

(6) In the event it is decided that the practical difficulties outlined above 
outweigh the political factors we, of course, recommend that the normal pattern, 
i. e., procurement of the equipment by the construction contractor, be followed. 

7. The final decision does not rest in this office, and by this memo we are 
attempting only to point out the obvious problems which must be faced in 
attempting this unusual procurement. Whatever course is finally decided upon, 
we, of course, will be more than willing to take whatever steps we can to insure 
success of the project. 
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EXHIBIT 37—MEMORANDUM TO THE Fives From N. V. Lorine ann J. P. BONNER, 
JUNE 14, 1956, Re Port Highway, CAMBODIA 


JUNE 14, 1956. 
Files. 

N. V. Loring and J. P. Bonner, Industrial Engineering Division. 
Port Highway, Cambodia. 


During the week of April 9-12 meetings were held with representatives of the 
mission, Cambodia desk, S/IND, and Michael J. Baker, Jr., Inc., engineers, 
to discuss a coordinated program aimed at expediting the construction and 
rehabilitation of the Cambodian highway system. The project consists of the 
rehabilitation of the old highway known as Route 3 from Veal Renh to Phnom 
Penh, the construction of a new permanent highway known as Route 4 from a 
point on the access road to Phnom Penh, and the construction of the access 
road from the port site to Veal Renh. This work was assigned top priority by 
Mr. Hollister as a result of his trip to Cambodia. S/IND was given the respon- 
sibility to carry out this capital project in the most practical, efficient, and 
expeditious manner. 

As a result of these meetings a schedule of action was adopted and has 
received considerable publicity in Cambodia. The first step was to authorize 
the purchase of Eiffel bridges for the rehabilitation of Route 3 and to obtain 
local construction contractors to remove the old bridges, repair approaches, 
and rehabilitate bridge substructures. This has been accomplished—bridges 
are en route to Cambodia and rehabilitation work is in progress. 

The second step was to expedite the survey of the access road to port site. 
Schedule called for this within 60 days and engineer expects to complete within 
this period. 

The next step was scheduled for activation by May 15. It required the 
procurement of selected basic construction equipment to arrive in Cambodia 
in time for the prime contractor to start construction at the end of the monsoon 
season in October 1956. Since this phase of S/IND’s responsibility has been a 
subject of considerable discussion, the reasoning supporting the conclusions 
reached by S/IND should be elaborated upon. 

1. The prime construction contractor would normally be given the respon- 
sibility to specify and in some cases procure the construction equipment for 
the job, because his experience in construction is related to the type and kind 
of equipment that he and his men are best suited to use and maintain. 

2. Equipment acquired for the project should be all new equipment because 
any used equipment may not be in suitable condition to perform the work 
efficiently and in the time limit prescribed. This is particularly applicable 
to this project which has a 2-year minimum construction period and requires 
upon completion that the equipment be turned over to country for road mainte- 
nance purposes. 

3. It is doubtful if a prime construction contractor will be selected before 
August 1, and letters of credit obtained before August 15 or September 1. This 
would mean that if procurement was to be delayed until this date, at least half 
or perhaps the entire 1956-57 dry construction season would be lost entirely. In 
view of the urgency of the project, this potential delay could not be tolerated. 

4. Only one other alternative was worthy of further consideration. That was 
to purchase the minimum construction equipment through an agent other than 
the prime construction contractor. To accomplish this objective, the engineer 
prepared a minimum list of basic construction equipment which would be needed 
by any contractor at the start of construction. This list was carefully reviewed 
by the Mission highway specialist, S/TRANS, and Industrial Engineering Divi- 
sion with a view to Cambodian construction requirements. The remainder of 
the equipment, which includes such items as an asphalt mix plant, aggregate 
plant, tools, and a full line of supporting equipment, as required, was left for the 
determination of the contractor selected. 

5. The agent selected would not only have to qualify as to its ability to pur- 
chase and deliver the equipment within the specified time, but would have to be 
able to furnish, as approved by Baker, complete engineering specifications for 
equipment so as to meet the requirements of any prime construction contractor. 
In the purchase of the equipment the agent would have to limit purchases to 
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those suppliers having established service and spare parts outlets in the southeast 
Asia area, as well as to suppliers, manufacturing the type, size, and kind of 
construction equipment utilizable on this difficult earth-moving project. The 
agent would also have to be able to comprehend the need to minimize the spare 
parts inventory in preparing the specifications. 

Following this line of reasoning, S/IND carefully considered the use of GSA 
or BPR as purchasing agent and arrived at the conclusion that the use of an 
experienced private company would be preferred. This decision was reached 
because of our reluctance to place confidence in the ability of any Government 
agency to function with the flexibility which is necessary to meet practical re- 
quirements such as the limitation on the qualified suppliers permitted to bid on 
the type of equipment which the project can use, adequate engineering of speci- 
fications, limitation in the various makes or types of accessory equipment to 
effect economy in the purchase of spare parts, expediting and scheduling deliv- 
eries, ship loading and unloading problems, etc. 

Industrial Engineering Division did not consider that any precedent was being 
established in proposing the use of a private purchasing agent because several 
eases are on record such as International Engineering on Karnafuli, Morrison- 
Knudsen proposal on Helmund Valley, Raymond on Thailand Highway (although 
Raymond later became prime contractor). The only major difference in this 
ease is that the contract would be with ICA rather than the country, because of 
the well-known dilatory tactics of Cambodia. 

On the basis of S/IND’s conclusions, bids were requested from five concerns 
and the A. F. Axelrod Co. was lower than other bidders and considerably lower 
than what ICA has been paying for the jobs mentioned in the preceding para- 
graph. Axelrod’s proposal described the association with and use of a capable 
professional engineer experienced in the purchasing and operation of road and 
construction machinery of all kinds. Later, it was learned that this individual 
would devote full time and be responsible for all phases of the project. 

To fully check on Axelrod’s qualifications, he was asked to send his associate 
to Washington for an interview. The associate, Mr. McPheters, visited ICA 
and was interviewed by many members of S/IND as well as Mr. Larsen, Thailand 
Mission highway specialist, who happened to be in Washington at the time. 
S/IND considers Mr. McPheters entirely competent and able to carry out the 
engineering and procurement responsibilities required under the contract. 

During the discussion of the selection of A. F. Axelrod as contractor a question 
was raised as to whether the business ethics of his company met ICA require- 
ments. No evidence of this rumor materialized even though specific comments 
were requested. Perhaps it started because his previous dealings with ICA were 
in used equipment which is strictly a “caveat emptor” business. In this con- 
tract, he will perform a service for us and will not personally supply any 
equipment. 

S/IND has prepared a contract with Axelrod and recommends its approval. 
Time is of the essence if Axelrod is to live up to his guaranty of delivery by 
October 15. 

Nore.—Since preparing the above memorandum to the files, I talked to Mr. 
Kessler about the Axelrod contract. He informed me that Mr. Appelbee called 
Mr. Kunze last Friday and agreement was reached that no contract would be 
consummated with Mr. Axelrod and that the work would be performed by GSA. 

Such a bilateral decision cannot become effective without approval of the 
office of ICA responsible for implementation of the job. 


Mr. Harpy. We have here a little memorandum and it is a pity we 
couldn’t have had it yesterday when we had Mr. Graham here. Who 
is Mr. Gustave? 

Mr. Proutz. Saridakis, whom we referred to earlier. Is it from 
our Inspection Division ¢ 

Mr. Reppan. What is his position, sir ? 

Mr. Proutz. I can’t quote exactly. He is in what is known as 
P.S. and I., Personnel Security and Investigation. 

Mr. Reppan. That is your Compliance and Security Division ? 
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Mr. Proutz. I suppose so, and 

Mr. Reppan. And he is employed in that as an agent ? 

Mr. Proutz. Yes. 

Mr. Harpy. In this memorandum he quotes the Construction Ma- 
chinery Division of the Department of Commerce as saying that with 
respect to the inspection which the Michael Baker company made of 
the heavy equipment, it would take at least 1 or perhaps 2 mechanics, 
along with another inspector, approximately a week’s time to inspect 
all the equipment which the Government had purchased from Dough- 
erty. 

Mr. Knox. Mr. Chairman, I believe the testimony is they used about 
2 hours at that. 

Mr. Harpy. Something like that. 

Mr. Reppan. Mr. Pfoutz, this general statement says: 

No. 3. Based on the evidence presented in parts 1, 2, and 3, attached, it ap- 
pears that ICA’s agreement to permit Dougherty to furnish the used equipment 
had the following results. The equipment was made available to the project 
within the time limitation imposed by the state and the urgency of the project 
schedule and at the time when new equipment would not have been available. 
The needed equipment was supplied at a saving of about $400,000 in comparison 
with the cost of new equipment. 

May I ask you, sir, was any of this evidence referred to in parts 1, 
2, and 3 considered by ICA prior to the time that they agreed to let 
Dougherty sell this equipment ? 

Mr. Proutz. I would probably say not. 

Mr. Reppan. So you found out later you were just juggling 

Mr. Proutz. We found out later that our beliefs and feelings based 
on general experience were probably correct. 

Mr. Reppan. Let me ask you this, Mr. Pfoutz. Do you run your 
office on beliefs and feelings or do you try to ascertain the facts? Do 
you try to have price lists? Do you try to base it upon something 
more affirmative than just beliefs and feelings? 

Mr. Proutz. Wetry to base it more firmly. 

Mr. Reppan. Did you try in this particular case? 

Mr. Prourz. I can only answer that in the context that we have 
always tried to operate on the basis of facts. A great deal of our 
work, of course, is on a postaudit basis, when it is relatively easy to 
sit down and come up with facts. 

Mr. Harpy. You can’t go on a postaudit basis to satisfy your re- 
quirement that a negotiated price on used equipment be on a proper 
price; can you? 

Mr. Proutz. No. That is correct. To the best of my recollection, 
the reason of course that we even got into this at the icke stage of the 
negotiation was a request for us to express an opinion as to whether 
or not the prices contemplated for this equipment would likely be 
eligible for ICA financing. 

Mr. Harpy. We are going to have to adjourn in just a moment, be- 
cause we have a quorum call. I don’t know whether you have had a 
chance to be informed about the testimony which was taken by the 
committee on Monday. 

Mr. Provtz. I have heard something about it. I heard the sum- 
mary of it yesterday. 
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Mr. Harpy. Were you suprised to learn that a price for this equip- 
ment was negotiated at a figure higher than Mr. Dougherty had been 
trying to sell this equipment for some 6 to 8 months? 

Mr. Proutz. At the time that I first heard of that I was somewhat 
surprised. 

Mr. Harpy. Do you still feel that you came up with a proper price? 

Mr. Prourz. I feel that we came up with a price which was within 
the range of market prices at that time. 

Mr. Harpy. You could have gone out on the market and bought 
from a private broker this same identical equipment for less money 
than you paid for it. At the same time that broker would have made 
a profit on it, too, and still you are satisfied with what you did. I 
just can’t understand it. 

Mr. Knox. Mr. Chairman, I note in the memorandum that you have 
this morning here that there was a saving of some $403,000 to the 
Government by the purchase of the used equipment. Is that correct? 

Mr. Proutz. That is over the price of new equipment at the time. 

Mr. Knox. It is a saving you had of $403,000? 

Mr. Proutz. Yes. 

Mr. Knox. Over the purchase of new equipment. Are you aware of 
the fact that within the 6-month period there was a million dollars 
worth of spare parts purchased in order to keep this used equipment 
in operation ¢ 

Mr. Proutz. I am not aware specifically that there was a million 
dollars worth purchased for this used equipment. I feel that there 
well may have been a million dollars worth of spare parts purchased 
by Mr. Dougherty, but he also had a great deal of new equipment in 
the field, too, so I can’t specifically relate the two, sir. 

Mr. Knox. Do you know what the total cost for spare parts has 
been ? 

Mr. Provurz. On the list I have it is $900,000, up to a few months 
ago. 

Mr. Kwox. And that was in the month of November 1957. This 
equipment was bought, was it, February of 1956? It was about in 
that region. 

This memorandum goes on to say: 

Roughly $1 million from the beginning to now and we have used $200,000 or 
$300,000 in spare parts. 

So do you really think you got a bargain as far as the Government 
is concerned when you say that you saved the Government $403,000, 
when it is necessary to put in all of these spare parts within a period 
of 6 months into this equipment on that job ? 

Mr. Provutz. Frankly, I am not familiar with the material you are 
talking about. I would say that spare part usage in a rough con- 
struction project is aches fairly high even with new equipment, 
and I don’t know how it relates to the use of equipment. On the bare 
facts that you give, it would be possible to say—well, this has to be 
deducted from any savings, but I couldn’t do that sitting here on a 
judgment basis. 
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Mr. Harpy. I think we have to bear in mind that there might be 
some difficulty in separating out the amount of parts used on old 
equipment and new equipment, but certainly anyone that has had any 
experience with equipment at all knows your cost of maintaining new 
equipment is a whole lot lower than old equipment. 


We have to adjourn now, and we will reconvene at 2 o’clock in this 
room. 


(Whereupon, at 11:17 a. m., the hearing was recessed, to reconvene 
at 2 p.m.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss and myself con- 
stituting a quorum under the committee rules. 

Mr. Pfoutz and Mrs. Wiznia, will you come back, please? 

Go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Chairman, may we have admitted as exhibit 38 
the memorandum referred to this morning which is dated October 3, 
1957, from Gustave Saridakis to Mr. Edward P. Guinane? 

Mr. Harpy. Without objection, it may be admitted. 


(The document referred to was introduced into the record as exhibit 
38 and follows :) 


Exuisir 38—MEMORANDUM FRoM GUSTAVE SARIDAKIS TO EDWARD P. GUINANE, 
OcToBeR 38, 1957, RE CAMBODIAN Roap PROJECT 


OcTOBER 3, 1957. 
To: Mr. Edward P. Guinane. 
From: Gustave Saridakis. 
Subject: Cambodian road project. 


Mr. Bob Howe, Assistant Director, Construction Machinery, Acme Division, 
BDSA, Department of Commerce was interviewed by Inspector Fisher and the 
writer in room 4111, Department of Commerce Building, on October 2, 1957. 
Mr. Howe is an expert in the field of construction machinery availability, 
market values, etc., and has had extensive experience in this field both in Govy- 
ernment and in private industry. 

Prior to any inquiry, the writer gave Mr. Howe a list of equipment which was 
supplied by the A. L. Dougherty Co. for the Cambodian project. This equipment 
included : Euclid bottom dumps, Euclid scrapers, Caterpillar D-8 tractors, Cater- 
pillar graders No. 12, and two 80—-D Northwest shovels with attachments. 

In examining the above-mentioned list, Mr. Howe stated that the equipment 
per se was considered by most contractors to be “the best” for road construction 
work. Mr. Howe was advised by Inspector Fisher and the writer that the 
Euclid bottom dumps and scrapers and the D-8’s and the Caterpillar graders 
were used equipment. 

Mr. Howe stated that he was familiar with the Cambodian road project inas- 
much as he had received several calls from Caterpillar dealers requesting that 
a priority be given them in order that they could purchase new Caterpillar 
tractors in connection with the bidding for equipment to be used by A. L. 
Dougherty Co. to construct the road in Cambodia. Mr. Howe stated that since 
this was not a military project he could not and did not issue any priorities 
to the Caterpillar dealers. Mr. Howe was informed by Inspector Fisher that it 
was his belief that International Harvester export division did bid on the 
tractors and that they gave Dougherty a delivery date. In answer to this, Mr. 
Howe stated that he felt that International Harvester could not have delivered 
the tractors inasmuch as they needed a priority and he would not issue Inter- 
national Harvester a priority for the reason he previously had stated. (This 
will be rechecked with International Harvester export division in New York 
City.) 

At this point, he was asked the question as to the availability of this equip- 
ment in the “open market” for the period of June to September 1956. In answer 
to this, Mr. Howe stated that the equipment “picture” was very tight and that 
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it would have been impossible for any dealer or bidder to supply any new 
equipment due to the scarcity of these items. 

In answer to another question, Mr. Howe stated that, in his opinion, if the 
equipment that was sold by A. L. Dougherty to the Cambodian Government (on 
ICA financing) was reconditioned and given a 30-day or 60-day warranty, that 
he would place the value of said equipment at approximately 70 percent of the 
market price. In other words, he felt that ICA “received their money’s worth” 
if the cost did not exceed 70 percent. He also stated that another factor which 
must be considered was that it was his understanding that the Cambodian 
project was a “crash” project and, therefore, even if ICA had paid more than 
70 percent, if they wanted the job done, they had to pay whatever price Dougherty 
was asking in view of the scarcity of the equipment and the demand of said 
equipment by other contractors for other projects. 

Mr. Howe stated that due to the urgency of said project, it would have been 
next to impossible to canvass the used-equipment market and since Dougherty had 
all this equipment assembled in his Chicago or Albany yards, he felt that ICA 
had no other alternative but to purchase the equipment from A. L. Dougherty. 

In answer to a question pertaining to the inspection of heavy equipment, Mr. 
Howe stated that it would take at least 1, or perhaps 2, mechanics along with 
another inspector approximately a week’s time to inspect all the equipment that 
the Government had purchased from Dougherty. In his opinion, he felt that 
the inspection of this equipment by the Baker Engineering Co. may have been 
adequate but that if he were purchasing this equipment, he would spend more 
than 2 days prior to acceptance. Mr. Howe was specifically asked if ICA could 
gain anything by sending an inspector in the field to reinspect the equipment at 
this late date (equipment being on the job for approximately 1 year). He stated 
that, in his opinion, nothing could be gained inasmuch as the equipment had been 
in use for a year in Cambodia and that it would be difficult to make a determi- 
nation as to the actual condition and worth at the time of purchase. 

In answer to a question pertaining to the depreciation scale that the construc- 
tion companies use, he stated that this was set up by the Internal Revenue Service 
and said depreciation schedules were used by all companies inasmuch as they 
are in business to make a profit. 

Mr. Howe concluded by saying that, in his opinion, he believed that A. L. 
Dougherty was a good contractor, that his equipment was good and that ICA 
received fair value for the money they spent. He stated, however, that there was 
no way we could objectively show that 70 percent was a fair market value in 
view of the many variables which affect the value of such equipment, e. g., age, 
use to which it was subjected, extent and thoroughness of reconditioning, re- 
gional variation of prices due to local demand, etc. He felt that the fact that 
Dougherty had a 6-month exclusive sales agreement to sell at 60 percent, and 
sold the equipment, under ICA financing, during this period at prices in excess 
of 60 percent would be difficult to defend even though circumstances were such 
(availability, timing, tighter market, etc.) as to indicate that the price paid was 
not excessive. 


Mr. Reppan. Mr. Pfoutz, I show you a file marked “Progress Report 
on the Analysis of Selected Road Construction Contracts Financed 
by ICA” and ask you if that is one of your files, sir. 

Mr. Proutrz. Yes; it is. 

Mr. Reppan. The material in this file is undated. Could you tell 
me when this file was prepared ? 

Mr. Prourz. I can’t exactly. Perhaps Mrs. Wiznia can give you 
some information on that. 

Mr. Reppan. Could you tell me, Mrs. Wiznia? Approximately ? 

Mrs. Wizn1A. I am surprised it doesn’t have a date on it. 

Mr. Harpy. Maybe it does. 

Mrs. Wizn1. Not on the front sheet ? 

Mr. Reppan. Excuse me. Prepared January 24, 1958. Is that the 
date ? 

Mrs. Wiznta. That’s right. 

Mr. Reppan. I see. 
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Mr. Harpy. This file was prepared before you went on your trip 
then, was it not, Mr. Pfoutz? 

Mr. Prourz. Yes. 

Mr. Reppan. In part IV, which is the analysis of selected road con- 
struction contracts financed by ICA, annex 1, page 2, it states here 
that the contractor was required to document price calculations with 
copies of appropriate pricelists on the used scrapers, motor graders, 
tractors, and bottom dumps, and with receipted purchase documents 
in the case of new Northwest shovels. 

I would like to ask you whether or not the contractor was also re- 
quired to submit any proof that he had solicited suppliers for the new 
equipment which he claimed he could not get. 

Mr. Proutz. Specifically, I can’t answer for sure on that. I don’t 
know of anything where we asked him specifically. 

Mr. Reppan. Would it be in your files if he had submitted anything 
or had been requested to submit any documents of that sort ? 

Mr. Provtz. This is in connection now with the new equipment he 
would buy ? 

Mr. Reppan. No; in connection with the used equipment. As I 
understand your testimony this morning, he was permitted to buy used 
equipment because he said he couldn’t find the new equipment. And I 
want to know whether or not ICA required any proof that the con- 
tractor had attempted to get the new equipment and could not get it. 

Mr. Proutz. As far as our office files are concerned, there is no such 
thing. When I say that, I mean the Procurement Analysis Branch. 

Mr. Harpy. Would that kind of information normally be found in 
your office, or would that information be elicited by your office 
normally ? 

Mr. Proutz. I would say in most cases—it might or might not be 
found in our files. 

Mr. Harpy. Where else might it be found, Mr. Pfoutz? 

Mr. Provurz. I would assume that the people who were responsible 
for the project in the Industry Division might have asked for some 
of that material. I do not know. 

Mr. Harpy. Would the people in the industry division have a re- 
sponsibility for determining the justification for acquiring used 
equipment instead of new equipment ? 

Mr. Provrz. I would say yes. 

Mr. Harpy. Because of lack of availability ? 

Mr. Proutz. I would say yes. 

Mr. Harpy. Would they also have responsibility for determining 
the reasonableness of the price ? 

Mr. Provutz. The reasonableness of the price would normally be 
a responsibility of our office. 

Mr. Harpy. Would that reasonableness include also a determina- 
tion under negotiation of a percentage to apply to list price? 

Mr. Provrz. It could, yes. 

Mr. Harpy. Well 

Mr. Provrz. Yes. 

Mr. Harpy. It would? 

Mr. Provrz. Yes. 

Mr. Harpy. So then the determination of this 65-percent figure 
and this 70-percent figure would have been a responsibility of your 
office ¢ 
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Mr. Prourz. We were asked to comment relative to our opinion 
as to the reasonableness of those figures which were presented to us 
by another office. 

Mr. Harpy. Well, then, you did not originate those figures? 

Mr. Provurz. We did not originate those figures I do not believe. 
I did not originate them. 

Mr. Harpy. Do you know where they came from? Can you testify 
to that, Mrs. Wiznia? 

Mrs. Wizn1a. The percentage was Dougherty’s offer as negotiated 
by the Industry Procurement Office. 

Mr. Harpy. If the Industry Procurement Office didn’t have a re- 
sponsibility for determining reasonableness of price, was it unusual 
that they should get into this determination ? 

Mrs. Wizn1a. In such things they ask our clearance, our concur- 
rence. 

Mr. Harpy. Your concurrence? Is that any different from having 
a responsibility for the original negotiations ? 

I’m just wondering about the basis on which they would have made 
the original determination and then asked you to approve it. As I 
understand it from your testimony that is what took place. 

Mrs. Wiznta. Approve it or refuse it, yes. 

Mr. Harpy. But that was not your original determination. You 
just agreed that it was a reasonable price. 

Mrs. Wiznta. That’s right. 

Mr. Proutz. That’s right. 

Mr. Reppan. I would just like to come back to this question of 
whether or not new equipment was available at that time. I would 
like to ask you what you have to support your statement that new 
equipment was not available at that time, which appears in the gen- 
eral statement which you presented here this morning. 

Mr. Harpy. We went all over that this morning, Mr. Reddan. 
Unless 

Mr. Reppan. I thought maybe they might have refreshed their 
recollection over the noontime. 

Mr. Harpy. Well, just to clear it up for once and stay away from 
it, do you have anything to support that conclusion? Anything of 
record ? 

Mr. Proutrz. You mean, of course, at the time of. 

Mr. Harpy. At the time that the finding was made. A finding 
had to be made. 

Mr. Prourz. I think that we have, as we said earlier, nothing 
except our own knowledge from reasonably frequent contact with 
the trade. 

Mr. Harpy. That was of a general nature rather than of a specific 
nature ¢ 

Mr. Prourz. Nothing of a specific nature that I know of. 

Mr. Harpy. Do you know of anything, Mrs. Wiznia ? 

Mrs. Wiznta. No. 

Mr. Harpy. Thank you. 

Mr. Reppan. I have nothing else. 

Mr. Harpy. This morning there were some sheets attached to your 
general statement. I have not had a chance to review them myself. 
I don’t know what their import is, whether there is anything pertinent 
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of a factual nature that has to do with the original decision or 
whether it is a summary of information developed since the original 
decision. Could we find out about the significance of those attach- 
ments ? 

Mr. Provurz. Yes. 

Mr. Harpy. What is the significance of them ? 

Mr. Prourz. The general significance of those attachments is that, 
knowing of the interest in this subject and knowing that we had made 
a general decision at one time, we attempted to collect as much infor- 
mation as we could which we felt supported our position. 

Mr. Harpy. These attachments represent the information which 
you have assembled since last summer to support the action which 
you took in the fall of 1956? 

Mr. Prourz. I’d say that would be correct, yes. 

Mr. Harpy. Well, I would like to suggest, Mr. Reddan, that some- 
time after this hearing is recessed you review those documents with 
Mr. Pfoutz for the purpose of having inserted in the record any of 
them which contain any significant factual statements which would 
help to support the propriety of that decision. 

We have to bear in mind that if they do support that position it 
might be a fortuitous circumstance. But, in any event, it would 
support their general belief which they had at the time. 

Mr. Prourz. I appreciate that, sir. 

Mr. Harpy. Now, do you know whether equipment of the nature 
that we have been disct issing sometimes has more than one list price? 

Mr. Prourz. Well, depending—may I ask more explicitly what 
you mean by “list price” ¢ 

Mr. Harpy. Well, the thing I was just asking about. I don’t know 
whether there is more than one price quoted generally on the same 

iece of equipment, whether a contractor who buys on a quantity 

pioee gets discounts from a particular price. 

Mr. Provrz. Well, I would say this: That when we refer to list 
rice in any of the material we have here, we have attempted to the 
est of our ability to refer to manufacturer’s list price. 

Mr. Harpy. Well, manufacturer’s list price on many things doesn’t 

mean much anymore. 

Mr. Proutz. Well, I realize that. 

Mr. Harpy. So w hen you take a discount from a manufacturer’s 
list price, unless you know what you are starting out with 

Mr. Prourz. The amount of discount a man gets I would say 
normally is dependent upon his position at the time. If he is in , 
hurry for something and the man he’s buying from knows it, he’s 
lot less likely to get a discount. On the other hand, he may. ‘Amid 
certainly a large buyer is in a better position with a man on discount 
than a small buyer. I think those are general principles. 

Mr. Harpy. Well, there are a good many articles which the Gov- 
ernment procures frequently on which there is a standard Govern- 
ment price. Do you know whether that applies to any of the equip- 
ment that is involved in this discussion ? 

Mr. Prourz. I would hesitate to say specifically in this instance. 

Mr. Harpy. Do you know, Mrs. Wiznia? 

Mrs. Wizn1a. I think we might bring to your attention a quotation 
which Caterpillar made to GSA which gave the Caterpillar price to 
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GSA during this period. That was less than their printed list price 
to the public. 

Mr. Harpy. Now, which price was used in computing the 65 or 70 
percent which was paid Mr. Dougherty for used equipment ? 

Mrs. Wizn1a. The printed list price. The Government—the price 
to the Government is just that; it is not available to anyone excepting 
GSA or a Government buyer. 

Mr. Harpy. How much is the discount to the Government ? 

Mrs. Wiznta. I couldn’t tell you that. 

Mr. Harpy. Do you recall how much the difference was in this case? 

Mrs. Wizn1a. I think that where tractors on this job were ae 
in the neighborhood of $37,000 that the price of a similar unit to GS 
was around $33,000. That would be aie 10 percent. less. 

Mr. Harpy. About 10 percent less? Or 20 percent? 

Mrs. Wizn1. Well, 36 or 37 to 33. 

Mr. Harpy. Between 10 and 15 percent apparently. 

Mrs. Wiznta. Yes. Ten or a little better. 

Mr. Harpy. Which is—— 

Mrs. Wizn1a. Manufacturers do offer the Government a better price 
because—— 

Mr. Harpy. Well, I was wondering whether or not that was taken 
into account in computing the price under the 65- and 70-percent 
arrangement. 

Mrs. Wizn1a. It was not. It was not because ICA-financed trans- 
actions are—they’re not Government transactions unless they are 
Government purchases, unless they’re purchased by GSA or another 
Government purchasing agent. 

Mr. Harpy. Well, let me understand this. In the case of the new 
equipment that was bought, is it your testimony that if that equipment 
had been bought directly by a Government agency it would have been 
bought for 10 to 15 percent less than list price ? 

Mrs. Wiznia. It would have been bought at a lesser percentage; 

es. 

Mr. Harpy. And on top of whatever that discount might have 
amounted to, 144 percent was paid to Mr. Dougherty for his fee for 
purchasing it, I believe. Was it not? 

Mrs. Wiznta. I don’t know the exact purchase-fee arrangement. 

Mr. Harpy. Well, the new equipment obviously was available. So, 
then, by the decision of whoever made the decision to purchase this 
equipment, or to have the contractor purchase the equipment, it cost 
the taxpayers of the United States between 10 and 15 percent more 
than it otherwise would have cost? Is that a reasonable deduction? 

Mrs. Wizn14. Had we been able to get GSA to buy it, it would have 
cost less than—however, GSA itself has a purchase fee, so you can’t 
make a flat, an exact determination as to what the difference would 
have been. 

Mr. Harpy. Thank you very much. 

Any questions ? 

Mr. Reuss. I would just like to explore this a little. What is the 
reason for Caterpillar and other manufacturers giving the Government 
a 10- or 15-percent discount? I presume it is because the Government 
is a big buyer. 

Mrs. Wizn1a. That is one reason. 
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Mr. Reuss. Part of it is patriotism ? 

Mrs. Wiznta. That’s one reason. 

Mr. Reuss. Any others? 

Mrs. Wizn1a. Their list price includes a number of things—pri- 
marily a commission to a distributor who has various responsibilities, 
selling responsibilities and maintenance responsibilities, adjustments 
if needed 

Mr. Reuss. None of which applies in a sale—— 

Mrs. Wizn1a. Advertising responsibilities. None of which apply. 

Mr. Reuss. Well, what steps has ICA taken independently of this 
particular Cambodian machinery matter that we are talking about to 
attempt to get the 10- or 15-percent discount off list price from manu- 
facturers of heavy equipment on goods that are essentially on Govern- 
ment account ? 

For example, in this case here, if you tear away various corporate 
veils, you find that really Uncle Sam was buying this machinery and 
letting Mr. Dougherty’s organization use it for a while and then giving 
it to the Cambodian Government. 

Mrs. Wiznta. Well, might I say this—— 

Mr. Reuss. What do we do about that ? 

Mrs. Wiznta. Might I say this: That Dougherty went out for bids 
for material. He was not able to get material directly from the manu- 
facturers. Both Caterpillar and GMC were on a scheduled basis at 
that time, and their schedules were full. Dougherty was able to get 
new equipment that he did get only from distributors who were already 
on Caterpillar’s and General Motors’ delivery schedules. 

Mr. Reuss. Well, did the—— 

Mr. Harpy. May [ask a question there? 

Mr. Reuss. Yes. 

Mr. Harpy. Are you sure of that? How do you know that that 
was the only reason he could get it ? 

Mrs. Wiznta. We were so informed by Dougherty. There were in- 
spections made, not by me, but there were inspections made of the 
bids Mr. Dougherty received. 

Mr. Reuss. I should have thought that whoever was head of ICA 
at this time—Mr. Hollister, I guess—would have sent a telegram to 
Caterpillar and all the other manufacturers saying, “We are about to 
start on this Combodian road, and the physical arrangement is for 
our contractor to use this equipment for a while. Then we want to 
give it to the Cambodian Government. So, in effect, it is Uncle Sam 
buying it. Uncle Sam pays for it. We would like to be able to get 
delivery on the following equipment.” Then you list it. “Can we 
have it?” 

That would have served two purposes. One, it would have veri- 
fied whether or not the equipment really was in short supply. Sec- 
ondly, it would have done the Government’s level best to have assured 
that the 10 to 15 percent discount on new equipment, if new equip- 
ment could have been purchased, would have inured to the benefit of 
the taxpayers. Wouldn’t that have been 

Mrs. Wizn1a. Would have been a good idea. 

Mr. Reuss. That’s all. 
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Mr. Harpy. I have got just one other question. In the general 
statement that was presented this morning, the last point you made, 
and I believe you read it, Mr. Pfoutz, was, and I quote, as follows: 


Needed equipment was supplied at a savings of about $403,000 in comparison 
with the cost of new equipment. 


What was that price compared with? Government price or list 
price ? 

Mr. Provurz. List price. 

Mr. Harpy. So, shee it is not a proper statement to say that that 
amount of savings with respect to new equipment resulted if it had 
been purchased at Government prices ? 

Mr. Provurz. It is a statement with respect to the difference be- 
tween the prices available to Mr. Dougherty, not necessarily to the 
Government. 

Mr. Harpy. So it would be misleading to assume that the Govern- 
ment couldn’t have bought it at any less than that if it were available? 

Mr. Proutz. Perhaps so. 

Mr. Harpy. I have just one other question. Did either of you 
place any significance on the fact, as you reviewed this procurement— 
the eee of this procurement—or did you consider it unusual or 
extraordinary about the fact that the only equipment that Mr. 
Dougherty could not purchase new was that which he just by accident 
happened to have on his own yard ? 

Mr. Provrz. I think it would be—no reasonable person could help 


but wonder a bit because of the agreement of the numbers, and so 
forth. I must admit I would wonder. 


Mr. Harpy. Well, did you wonder? 

Mr. Prourz. ’'msure I must have. I did. 

Mr. Harpy. Well, you didn’t wonder enough to pursue it very far? 

Mr. Provutz. Well, of course, the significance of this did not become 
apparent for some time, until perhaps—it may even have been after 
it was an accomplished fact. Of course, as far as our division is 
concerned, our branch is concerned, our price examination of this 
subject is not complete. Anything which develops we are certainly 
glad to consider in considering the propriety of the final price. 

Mr. Harpy. What individual had the responsibility for making the 
decision to have the contractor acquire this equipment instead of hav- 
ing it procurred directly? Would that have been in your office? 

Mr. Provutz. No. It would not. 

Mr. Harpy. Do you know who the individual would have been? 


Mr. Proutz. I am assuming that that responsibility would lie with- 
in the Industry Division somewhere. 


Mr. Harpy. Any questions, Mr. Brownson ? 
Mr. Brownson. No questions, Mr. Chairman. 
Mr. Harpy. Anything further, Mr. Reddan? 
Mr. Reppan. No, sir. 

Mr. Harpy. Thank you both very much. 


STATEMENT BY PROCUREMENT ANALYSIS BRANCH, INTERNATIONAL COOP- 
ERATION ADMINISTRATION 


(Subcommittee comment: The following material relative to avail- 
ability and pricing of equipment was submitted to the subcommittee 
by ICA, together with supporting documents. The latter have not 
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been included, as they are bulky and not essential to understanding. 
The summary report is included, but subject to two comments: 

(1. All of the information presently available to ICA on this sub- 
ject has been gathered since September 1957, after the subcommittee 
commenced its investigation. Despite requests by the subcommittee, 
and a presumably thorough search by ICA personnel, the Procure- 
ment Analysis Branch was unable to turn up a single item of docu- 
mentary evidence contemporary with the approval of the purchase of 
the equipment. This material, then, constitutes a retroactive attempt 
to justify a past decision, in the complete absence of any evidence 
that the original decision was based on a similar detailed study. 

(2. The conclusion of ICA that the purchase of used equipment 
from Dougherty, in lieu of purchasing new equipment on the market, 
resulted in a saving of $403,000, is based upon the presupposition that 
new equipment would have been of identical brand names—primarily 
Caterpillar and Euclid. The Bureau of Public Roads conclusion, 
documented elsewhere in these hearings, that new equipment could 
have been purchased for almost a million dollars less than was actually 
spent, is based on procurement of equipment of identical specifications 
and capabilities but not necessarily of contractor-preferred brand 
names. The basing of purchase awards on quality and competitive 
pricing, rather than list prices of brand names, is more in accord with 
normal Government procurement practices, and is almost invariably 
more economical. The ICA figures further fail to take into account 
repair costs incurred on this used equipment, impossible to determine 
accurately in the absence of adequate contractor’s or ICA records.) 


GENERAL STATEMENT 


1. The Procurement Analysis Branch reviewed the proposed agreement under 
which ICA permitted the A. L. Dougherty Co. to supply used equipment for the 
Cambodian road project. Based on a knowledge of and evidence in hand con- 
cerning market conditions, unavailability of sufficient new equipment, current 
market prices of comparable used equipment, and regulations and practices of 
other Government agencies, PAB determined that the pricing formula offered by 
Dougherty would have resulted in prices which would not be in violation of the 
price provisions of ICA regulation 1 and the statute. 

2. ICA has not yet made a complete and final determination as to eligibility of 
this procurement for ICA financing. However, in its review of vouchers sub- 
mitted by the A. L. Dougherty Co., the Procurement Analysis Branch has thus 
far found, on the basis of information available up to the present time, that— 

(a) The prices charged for used equipment were in conformance with 
the formula contained in the letter of agreement of September 14, 1956. 

(b) The pricing formula contained in the letter of agreement resulted in 
prices which were within the range of prices of comparable equipment 
offered for sale or sold on the used equipment market at the time of the 
transaction. 

3. Based on the evidence presented in parts I, II, and III, attached, it appears 
that ICA’s agreement to permit Dougherty to furnish used equipment had the 
following results: 

(a) The equipment was made available to the project within the time 
limitation imposed by the stated urgency of the project schedule and at a 
time when new equipment would not have been available. 

(b) Needed equipment was supplied at a savings of about $403,000 in 
comparison with the cost of new equipment. 


PART I. MARKET CONDITIONS AT TIME OF PURCHASE 


1. Statements made by A. L. Dougherty : 
(a) Letter toICA of August 11, 1956: 
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“The very popular equipment is now in short supply due to heavy demands 
from the construction industry as well as the Caterpillar Tractor Co. announc- 
ing a shutdown August 17, International Harvester Co. announcing a layoff, 
and word within the industry that the steel strike has caused this condition and 
virtually all manufacturers are or will be affected. * * * 

“Present factory deliveries of Euclids are quoted as December 1956, January 
1957, and * * * additional tractors and motor graders are quoted as November, 
December delivery.” 

(b) Letter to ICA of August 22, 1956: 

“In the case of Euclid road machinery, the most optimistic date for factory 
delivery is presently estimated at 90 to 120 days. 

“For the Caterpillar D8 tractors, the present estimate of factory delivery is 
120 days.” 

2. These statements were confirmed by ICA in discussions with suppliers of 
equipment and with other Government bureaus. 

3. Additional confirmation is given in the following documents: 

(a) Unit availability report, Buclid division, GMC: 











Bottom dumps Scrapers 
oe ee eee eee None through December 1956. .._.| None through December 1956. 
Cee NE. Bee BONE Be dacckedanabe None through January 1956- - - --- None through January 1956. 
a a, inkdtinntutisedlenncceaiuale Do. 


(b) Caterpillar Tractor Co. quotation of September 17, 1956, to General 
Services Administration : 

“Shipment from factory 90 days after receipt of order with D. O. rating. 
Shipment from factory 12 months after receipt of an acceptable unrated order.” 

(ec) Statement by Mr. Bob Howe, Assistant Director, Construction Machinery, 
Agricultural, Construction, and Mining Equipment division, Business and De- 
fense Services Administration, Department of Commerce, to ICA on October 3, 
1957 : 

“Mr. Howe stated that he was familiar with the Cambodian road project as he 
had received several calls from Caterpillar dealers requesting that a priority 
be given them in order that they could purchase new Caterpillar tractors in 
connection with the bidding for equipment to be used by A. L. Dougherty * * *, 
Mr. Howe stated that since this was not a military project he could not and did 
not issue any priorities to the Caterpillar dealers.” 

(d) Patten Tractor & Equipment Co. letter of September 138, 1957, to A. L. 
Dougherty, Overseas: 

“We had the pleasure of quoting on 4 machines * * *. We were able to 
supply only 2 tractors due to limited allocations from our manufacturer, plus 
the fact that the demand from other customers caused a change in previously 
anticipated schedules * * *. We regretted our inability to serve you further.” 

(e) Vineent S. Jerry & Sons, Inc., letter of September 12, 1957, to A. L. 
Dougherty, Overseas: 

“We submitted proposals on several pieces of Caterpillar machines and were 
unable to make delivery as requested because of— 

(1) * * * demand for machines on the seaway. 
“(2) Caterpillar was operating on an allocation system. 
“(3) * * * our allocations had already been committed. * * * 

“We can assure you that all possible avenues of approach were followed in 
an attempt to furnish you with all the machines you requested.” 


PART II. USED EQUIPMENT MARKET CONDITIONS 


Prior to issuance of the letter of agreement dated September 14, 1956, the 
Procurement Analysis Branch determined that the pricing method proposed by 
the A. L. Dougherty Co. for used equipment would result in the payment of prices 
that would not be in violation of the price provisions of ICA regulation 1, as 
amended. 

This determination was based on the information made available to ICA by 
the following sources and has been confirmed by information obtained subsequent 
to the date of the letter of agreement. 

1. Statement of Michael Baker, Jr., in letter of September 7, 1956, in inspection 
report requested by ICA [exhibit II (A).]: 

24700—58—pt. 1—_—-24 
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“We believe that the offer of the Dougherty people to sell the Euclid bottom- 
dumps, the Euclid scrapers and the No. 12 motor graders at 65 percent of the 
present list and the D8’s at 70 percent of list price is reasonable. We are of the 
opinion that this amount of used equipment of equal quality probably could not 
be had from any other one source and be made available for immediate delivery, 
at any lesser price. The pricing formula for the two Northwest shovels is also 
reasonable. 

“Accordingly in the summary of our review we wish to state that we are satis- 
fied that this equipment being offered is in satisfactory operating condition * * * 
and the offered price is fair and reasonable at standard market value.” 

2. Gil Boers Equipment Co., letter of September 4, 1956, addressed to A. L, 
Dougherty Co. and made available to ICA [exhibit II (B).]: 

“We have inspected nine TDT 18 to 23 eubic yards capacity scrapers, and in 
our opinion the valuation of these units would be 75 percent of the current list 
price.” 

3. Purchase by contractor for GSA of similar used tractors for use on offshore 
project : 

Upon demonstration to GSA in September 1956, that new Caterpillar D8 
tractors could not be obtained in less than 1 year [see Caterpillar quotation, 
pt. I, exhibit 3 (b)], the Nickel Processing Corp., operators of the Nicaro plant 
in Cuba, were permitted to place the following order for used, rebuilt equipment: 

Purchase order MXP-52, dated September 19, 1956. 

Supplier: John Fabick Tractor Co., St. Louis, Mo. 

Equipment: Three each used, rebuilt D8 tractors. 

Serial Nos. 2U20942 (1954); 2U9270 (1950 manufacture); 2011275 
(1950) ; with the following accessories: Crankcase guard, front pull hook, 
track roller guard, electric starter for gas starting engine, electric lighting 
system, No. 24 front cable control unit, No. 25 double drum cable control 
unit, 8A angledozer. 

Guaranty: Fabick stated that they do not guarantee rebuilt equipment 
but make replacements of defects in workmanship within the first 30 days. 

Condition: All units rebuilt, inspected, and accepted by GSA inspector. 

Price: $23,000 each f. a. s. New Orleans. 

Comparison with Dougherty transaction : 

{a) Price 

(1) Charged by Dougherty: $20,918.45, or 65 percent of manufacturer’s list 
price of $29,883.50. 

(2) Charged by Fabick: $23,000 or 74.7 percent of manufacturer's list price 
of $30,758.50 (including addition of $875, list price of No. 24 front cable control 
unit not furnished by Dougherty). 


(b) Guaranty 

(1) Fabick: No guaranty but admission of responsibility for making needed 
parts replacements. 

(2) Dougherty: Letter of agreement, ICA to Dougherty, September 14, 1956 
{exhibit II (C)]: 

“In view of the fact that all the equipment is guaranteed ‘as new’ we require 
a warranty against defective workmanship for a period of 60 days effective from 
the date of arrival at its ultimate site destination; also, in the case of latent 
defects in engines, transmissions, or differentials, A. L. Dougherty Co. will make 
the necessary repairs without cost to the Government.” 
{c) Age of equipment 





Dougherty Fabick 
EE Ee ee eee ee Cs & <0 6. Sn dad. SEs None. 
DE So gill na caeglindionnwan cit ESSER eRe © cadhatiad 1 unit. 
ee Oe ee cE ey atsinin camel Pee AL cota ah hbamas cote None. 
| | eee» eee Se eee eae Bs sbuddi cl A iccdeteee Do. 
eee ee eee ss fe rors TS 
Older manufacture_._----- sivantacnbunsdel e Ue RbORbatisenctssacarccey SOE 





4. Statement by Mr. Bob Howe, Assistant Director, Construction Machinery, 
Agricultural, Construction, and Mining Equipment Division, Business and De- 
fense Services Administration, Department of Commerce, to ICA on October 3, 
1957 [exhibit II (D)]: 
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“Mr. Howe stated that, in his opinion, if the equipment that was sold by A. L. 
Dougherty to the Cambodian Government (on FOA financing) was reconditioned 
and given a 30-day or 60-day warranty, that he would place the value of said 
equipment at approximately 70 percent of the market price. In other words, he 
felt that ICA ‘received their money’s worth if the cost did not exceed 70 percent.’ ” 

5. Many things cause wide differences in the prices of used equipment of any 
particular type, including supply and demand at time of purchase, condition and 
age of equipment, location, terms of purchase including guaranty provided by 
seller. The price range in the used tractor market during the summer of 1956, 
is demonstrated by the attached advertisement, showing offers at prices which 
closely compare with the Dougherty offer to ICA. 

Fabick Flasher, fall issue (1956) [Exhibit II (D)], Fabick Service, 3100 
Gravois Avenue, St. Louis, Mo.: 5 used D8 tractors, with No. 24 control and 8A 
dozer, good operating condition, class B, $20,000 each. 

(Notre.—List price of No. 25 power control unit approximately $1,300 higher 
than No. 24 unit.) 

6. In 1958 new equipment is readily available. The current prices of com- 
parable used equipment are demonstrated by the attached advertisements. 


(2) DS Teactor with GF. Goer, Cee Ail. Sk eee $24, 750 
(Bd. DT Wire tane PAG: Tie CHOOT, CUI Foon ccricess sin ereoerevinmntnniaies 21, 950 


7. Interstate Used Equipment Missile, March 1, 1958 [exhibit III (G)], Inter- 
state Tractor & Equipment Co., 28 Northwest Front Avenue, Portland, Oreg.: 


(a) D8 with 8S dozer, condition not stated, reduced from $20,900 to $19,500. 
(b) D8 with 8S dozer, condition not stated, reduced from $22,500 to $18,500. 
(c) D8 with 8S dozer, condition not stated, reduced from $22,300 to $16,500. 
(ad) Euclid 23TDT-21SH tractor scraper, reduced from $25,000 to $21,500. 
[Exhibit III (G) (d).] 


PART II-A. PRICING FORMULA CRITERIA 


In determining propriety of the pricing formula offered by the A. L. Dougherty 
Co., the Procurement Analysis Branch considered it appropriate to consider 
regulations and policies enunciated by ICA and by other Government agencies 
in actions concerning the pricing of used equipment. Such actions include the 
following: 

1. Ceiling price regulation 105, of December 12, 1951, of the Office of Price 
Stabilization [exhibit II (H)], which provides the following formula for deter- 
mining ceiling prices on used equipment : 

“Section 2 (a) rebuilt and guaranteed commodities; your ceiling price for a 
rebuilt and guaranteed commodity is (1) 85 percent of its base price. (0b) Your 
ceiling price for a used commodity that does not qualify as rebuilt and guaran- 
teed is (1) 55 percent of its base price.” 

Revision 1, of ceiling price regulation 105, dated June 30, 1952 [exhibit IT 
(H) (i)]: 

“One of the more important changes is the inclusion in the base price of 
freight charges from the factory to the location of the used machine.” 

2. Refund action by FOA (a predecessor agency of ICA) against the Import- 
Export Industries, Inc. [exhibit II (1)]: 

(a) Notice of refund of $2,361.44, dated July 12, 1955. 

(b) FOA letter of June 29, 1955, to supplier, stating: 

“This finding is based on the acceptance of criteria established some time 
ago by the Office of Price Stabilization which recognized a maximum market 
price for completely rebuilt and guaranteed equipment of 85 percent of manu- 
facturer’s list price on new equipment.” 

(c) FOA letter to supplier, dated April 28, 1955, stating: 

“In our price evaluation of used equipment we have considered as valid cri- 
teria the standards determined some time ago by the Office of Price Stabiliza 
tion which recognized the following percentages of new equipment prices as the 
maximum market value on used equipment : 

“Fifty-five percent of manufacturer’s list price for used equipment sold 
on an ‘as is’ basis; 

“Kighty-five percent of list price for completely rebuilt equipment with 
guaranty comparable to that offered on new equipment.” 
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3. Wholesale prices and price indexes, United States Department of Labor. 
for December 1957, indicating price trends for appropriate commodities, based 
on 1947-49 prices as 100 (exhibit II (J): 


Price 

indez, 
December 

1957 
ey a er erm ame rrr ee 8 a CS Bt i 191.8 

CD) Saami RC nn (*) 
(3) Dreier, e-winees, 2a Comec Fern ne ee 151.3 
i e ,> TE nn eee ewe 164. 0 
(6), Gomeirneiion macmiiery Ga OG. Crem.....c. ce 165. 4 


2 Not available. 
PART III. RESULTS OF PAB EXAMINATION 


(a) The attached tabulation exhibit IJI-A demonstrates that had ICA 
financed all new equipment for the Cambodian road project, the cost based on 
manufacturer’s list prices, would have exceeded the cost of used equipment by 
about $402,731.93. 

It should be noted that any delay in delivery would have made new equipment 
subject to a 744 percent price increase announced by most manufacturers of ma- 
terial of this type in August-September 1956. 

Had market conditions in 1956 been such as to justify the maximum charges 
permitted by OPA-—OPS during World War II and the Korean action, the cost 
of this used equipment, based on established OPS formula, would have been 
$1,013,946.42, or $227,860 more than charged in this procurement. 

(b) Documentation presented by Dougherty exhibit III-B, and confirmed 
by the Procurement Analysis Branch, demonstrates that the prices charged were 
calculated in accordance with the formula given in the contract. 


A. L. DouGHERTY OVERSEAS, INC. 


Comparison of used equipment prices with new and OPS prices* 








Dough- | 


| 
Description | Shipping |ertysales| Total |Newunit Total |OPS-CPR 
| port f. 0. b. | price per | 105 price 
| / unit 








| ered 
Euclid No. 71FDT-89W 13-17CY | Albany --- 1$18, 716, 16|$37, 432. 32|$28, 840. 75} $57,681.50! $49, 029. 27 
bottomdump, 2 each. | | 








} 
Caterpillar No. 12 motorgrader, 1 |--.-.do-..-.| 11, 119. | 11, 119. 55) 17, 107. 00) 17, 107. 00) 14, 540. 95 
each. | 
Caterpillar D8 tractor, 2 each hieate | 20,918, 45] 41, 836.90) 29,883.50) 59,767.00! 50, 801.95 
Euclid No. 71FDT-89W 13-17CY | Ham- | 18, 679. 88/242, 838. 44) 28, 738.28) 373,597.64) 317,557.99 
bottom dump, 13 each. | mond. | 
Euclid TDT-SH 18-23CY scraper, |.....do_....| 28, 722. 38/258, 501.42) 44, 188.28) 397,694.52) 338,040.34 
9each. } | | | | 
Caterpillar No. 12 motorgrader, 2 |__--. do_...- | 11, 104. 60} 22, 209.20) 17, 084. 00) 34, 168.00} 29, 042. 80 
each. | | | 
Caterpillar No. 12 motorgrader, 1 | Albany- a 11, 119. 55} 11, 119. 55) 17,107.00) 17,107.00; 14,540.95 
each. | | 
Caterpillar D8 tractor, 5 each Ham- | 20, 494. 60) 102, 473. 00} 29,278.00) 146,390.00) 124, 431. 50 
each. | mond. | 
Caterpillar D8 tractor, 3 each | Albany | 20, 851. 95! 62,555.85) 29,788.50) 89,365.50; 75, 960.67 
ce a eee ee eee ae eee er eee area er 
(i | SE kon Baas , , ; Eee | eer ers j1, 192, 878. 16 1, 013, 946. 42 
i | | i 





1 Based on the 85 percent of new cost allowed under quoted OPS regulation. 
Note.—The Dougherty units were supplied at a savings to the agency of $402,731.93 over new equipment. 


MANUFACTURERS LIST PRICES CONFIRMED BY PROCUREMENT ANALYSIS BRANCH 


I. Mr. A. F. Haston, president and treasurer, Northwest Engineering Co. in- 
formed Mrs. Marguerite Wiznia by telephone on November 7, 1957, as follows: 

The A. L. Dougherty Co. purchased two 80D shovels, equipped exactly as de- 
scribed, at the following prices: 1 unit at $59,575 f. o. b. factory, 1 unit at $69,300 
f. 0. b. factory. Material was shipped to Hammond, Ind., freight collect. 

Nore.—These prices conform exactly with prices charged the Government of 
Cambodia by A. L. Dougherty Overseas, Inc. Charge for freight from Green 
Bay, Wis. to Hammond, Ind., was documented by Dougherty with copies of 
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freight bills. This charge is in conformance with the terms of the letter of 
agreement of September 14, 1956. 

II. Mr. LawPor and Mr. McCutcheon, officials of General Motors Export Corp., 
New York, on November 12, 1957, furnished the following information to Mrs. 
Wiznia: 

(a) Bottom dump tractors, serial Nos. 11886—7, 11713, 12317, 11318, and 12333, 
were built in 1951 as model 71FDT 89-W. The most comparable model in pro- 
duction in 1956 was the No. 77F DT 89-W. 


List. price: f..0. b,. Sneters, Aste. 3, 1QRG sa ited cn eal $28, 345 
Watimated Freight to: AIPARS, Whe. Miseitiadincpinn<nansmincimbthitmiells 495 
NN ii apie ia lis noice lek ace pea cata cee ea a hat 28, 840 


Notre.—Dougherty’s invoice to ICA charged $17,716.16 for units based in Al- 
bany; $18,679.88 for those based in Hammond, Ind.; or 65 percent of list price 
plus freight to site. This conformed with the terms of the letter of agreement 
of September 14, 1956. 

(b) Euclid scrapers, serial Nos. 14153/8 and 14322/4 were built in 1952 as 
model 8-TDT-14SH. The most nearly comparable model in production in August 
1956 was model 28-TDT-14SH. 


Last price, £. S.. Bi cece: Le Be is heel nee cca aia eneas $43, 795 
Hatimated frelent G Himsa. Ties a een eee 395 
Rte) visti nnpctisinslihiase teen tee ene 44, 190 


MANUFACTURER'S LIST PRICES 


Nore.—Dougherty’s invoice to ICA charged $28,722.38 per unit, or 65 percent 
of a declared list price of $44,188.28, f. o. b. site. This conformed with the 
terms of the letter of agreement of September 14, 1956. 

III. Mr. Jim Geddes, vice president of Caterpillar Tractor Co., furnished 
the following prices to Mrs. Wiznia by telephone on November 7, 1957: 


Aug. 1, 
1956, 
list 
(a) Caterpillar D8 tractor, with listed accessories and 8A angledozer_. $29, 580 
Caterpillar D8 tractor with listed accessories and 8S bulldozer_... 29, 185 
Matimated freight to Hammond, Ti: |... ee 100 
Iethhated Thelent: te Alpe. NN, St ee oes 200 
(bd) No. 12 motor grader, with accessories____............-__...._ . 16, 995 
Mistimated freight to Hanwmmend, Emacs kes es ie eee ¢ 
Beetle Geis EOS Gi Fa i ann essere pees cd eee 110 


Nore.—Dougherty’s invoice charges are shown on exhibit III-A, and are 
based on 70 percent of appropriate list prices for tractors and 65 percent of list 
price for graders. This conforms with the terms of the letter of agreement 
of September 14, 1956. 

Mr. Harpy. Mr. Royster, would you come up, please, sir? I am 
going to ask you to be sworn along with all the rest of the witnesses. 

(Whereupon, Mr. Paul F. Royster was duly sworn as a witness by 
Mr. Hardy.) 


TESTIMONY OF PAUL F. ROYSTER, ASSISTANT COMMISSIONER FOR 
OPERATIONS; ACCOMPANIED BY ANGELO GHIGLIONE, CHIEF, 
FOREIGN PROJECTS DIVISION, OFFICE OF OPERATIONS, BUREAU 
OF PUBLIC ROADS 


Mr. Harpy. Thank you, sir. Will you have a seat? 

Mr. Reppan. Mr. Royster, do you have any of your staff with you? 

Mr. Royster. I have Mr. Ghiglione, head of Foreign Projects Divi- 
sion of the Office of Operations, Bureau of Public Roads. 

Mr. Harpy. Will you do all the testifying ? 

Mr. Royster. Unless I get stuck. 
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Mr. Harpy. We have had some correspondence, I believe, with you, 
Mr. Royster, and I want to thank you for your helpfulness. I believe 
you also have a prepared statement. 

Before you present that statement, would you give us the benefit 
of a little personal history background for our record ? 

Mr. Royster. Of my own ? 

Mr. Harpy. If you would, please, sir. 

Mr. Roystrr. Yes. I am Assistant Commissioner of the Bureau of 
Public Roads for Operations, which includes, among other things, the 
Foreign Projects Division, the Inter-American Highway Division, 
and operations in Alaska, so that we are accustomed in our Office of 
Operations to dealing in highway equipment. 

I have been with the Federal Government since March of 1951. 
Most of the time until a year ago, or little more than a year ago, was 
an assistant to the Under Secretary of Commerce for Transportation. 

I came into the Bureau of Public Roads a year ago in March as 
assistant to the Administrator, and in May or June was named, in 
addition to that, Assistant Commissioner for Operations. 

Mr. Harpy. Fine. Have you had, before coming to the Govern- 
ment, a background of experience in construction, highway construc- 
tion particularly ? 

Mr. Royster. No, I have not had that. I had experience a good 
may years in transportation of various types but not in highway con- 
stuction. 

Mr. Harpy. Have you had previous experience in the matter of 
industrial equipment, construction equipment ? 

Mr. Royster. Only in a very limited way. We have specialists in 
the Office of Operations who have had that experience. 

Mr. Harpy. You have specialists that are subordinate in your office 
that handle that function ¢ 

Mr. Royster. That’s right. As a matter of fact, Mr. Ghiglione 
has had many years as the head of the Alaska Road Commission 
where they have done a great amount of construction work. He has 
had a great deal to do with equipment through a great many years. 

Mr. Harpy. Mr. Ghiglione, Mr. Reddan tells me that he’s going to 
have some questions he wants to ask you, so I am going to ask you to 
be sworn too. 

(Whereupon, Mr. Angelo Ghiglione was duly sworn as a witness 
by Mr. Hardy.) 

Mr. Harpy. Thank you, sir. Now, we’re all ready to go. I ex- 
pect maybe it would be a good idea for you to give us a little of your 
personal background and experience and qualifications. 

Mr. Guiexione. Thank you, sir. I have been in highway work- 
ever since I got out of school. I graduated from MIT with a master’s. 
I have been in Alaska for 25 years in highway construction—wound 
up the last 10 years as director of the Alaska Route Commission which 
built and maintains all the highways in Alaska. 

A year ago this work was taken over by the Bureau of Public Roads, 
and I then joined the Bureau of Public Roads. They brought me 
to Washington and put me in charge as Chief of the Foreign Projects 
Division. Since then I have been in this office working under Mr. 
Royster. 

Mr. Harpy. You didn’t get any improvement in weather then when 
they brought you down here? 
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Mr. Guicione. I certainly didn’t. [Laughter.] 

Mr. Harpy. Mr. Royster, you have a statement here. Would you 
just go ahead and present your statement, please, sir? 

Mr. Royster. With your permission, sir, I will be glad to. 

I appreciate this opportunity to discuss with you the work of the 
Bureau of Public Roads in the procurement of equipment, machinery, 
and other commodities for use in building and maintaining roads and 
highways in foreign countries. As you know, I am sure, the Bureau 
of Public Roads studies and maintains a constant interest in all aspects 
of highway construction. This includes an active interest in all types 
of equipment and machinery for highway work. 

For more than a decade, the Bureau of Public Roads has been en- 
gaged in road construction activities in foreign countries. Under 
direct congressional appropriations, the Bureau has handled the con- 
struction of the Inter-American Highway and a road program in the 
Philippine Islands authorized under the Rehabilitation Act of 1946. 
A substantial volume of Bureau work in connection with roads and 
highways in foreign countries has been performed under assignments 
made to the Bureau by the International Cooperation Administration, 
the World Bank, and the Export-Import Bank. Since 1956 the Bu- 
reau’s functions pertaining to ICA programs have been performed 
under a memorandum of agreement between the International Coop- 
eration Administration and the Bureau of Public Roads, effective as 
of January 16, 1956. 

Our working relationships with ICA, the World Bank and the Ex- 
port-Import Bank have been very cordial and cooperative. We have 
worked closely with these agencies and have attempted to carry out 
our assignments in conformity with their instructions and basic objec- 
tives. We are pleased to acknowledge that ICA, the World Bank and 
the Export-Import Bank have fully reciprocated the Bureau’s efforts 
and have given us their full support. These combined efforts have 
proven successful and, we believe, in the public interest. 

As a result of its various highway activities in foreign countries, the 
Bureau has developed an efficient procurement unit. This unit, des- 
ignated as the Equipment, Procurement, and Transportation Division, 
within the Office of Research in the Bureau of Public Roads, has 
acquired extensive experience in the preparation of technical specifi- 
cations and other contract documents essential for this procurement 
function and has engaged in continual study to improve the specifica- 
tions and procedures. It has acquired a knowledge of the products 
and manufacturing capabilities of the manufacturers of such equip- 
ment and machinery and is familiar with the problems and procedures 
involved in shipping commodities of this nature to foreign countries. 

The Bureau of Public Roads, up to the close of the last fiscal year, 
had purchased over $110 million of new equipment, machinery and 
other items for road construction and maintenance in foreign coun- 
tries. It should be noted that these purchases were effected largely 
through free and open competitive bidding. Only in special cases, 
where the exigencies demanded or unusual circumstances prevailed 
which made competitive bidding impracticable, were purchases made 
through direct negotiations without resorting to the free and open 
competitive bidding procedure. Purchases made through direct nego- 
tiations have been kept to a minimum. 
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The nature of the purchases made and the scope of the Bureau’s 
functions in this field are reflected in the attached exhibits. 

Exhibit A, which I should like to present to the committee—I think 
you have copies supplied 

Mr. Harpy. Wehavethemhere. Thank you, sir. 

Mr. Royster. Tabulates all the purchases made by the Bureau dur- 
ing the last 4 fiscal years. 

Exhibit B lists all the Bureau’s purchases made for ICA up to 
December 31, 1957. 

Exhibit C illustrates the results of the purchase program carried 
out by the Bureau under its agreement with ICA in connection with 
their road program in Laos. 

In requesting the Bureau to undertake this Laos assignment, ICA 
requested prompt action and special handling by the Bureau because 
of the urgent and critical nature of the Laos highway program. The 
exhibit, I believe, does show that the functions assigned to the Bureau 
by ICA were carried out expeditiously and economically and in con- 
formity with ICA’s request. 

Exhibit D is a comparative study of equipment prices paid by ICA 
for its Cambodia Road program, as presented to us by the staff of the 
subcommittee, and I should like to—— 

Mr. Reppan. Mr. Royster, may I interject right there ? 

Mr. Royster. You may bead, 

Mr. Reppan. This was not the actual price paid but was the esti- 
mated cost. The price paid was substantially the amount listed there, 
but there may be a few dollars’ difference between the amount actually 
paid. 

I am sorry if it was your understanding that these were the actual 
prices paid. They are substantially the prices paid. 

Mr. Royster. That is what we understood the staff of the committee 
to tell us, and we put it down in that amount. I’m sorry if there has 
been a misunderstanding on it. 

Mr. Harpy. I don’t think the variation will be significant. 

Mr. Royster. Thank you. 

Mr. Harpy. While we have an interruption here, I might say that 
we will insert all of these exhibits in the record I think at this point 
rather than as separate exhibits, because they are part of Mr. Royster’s 
statement. 

Mr. Royster. Fine. 

Mr. Brownson. Mr. Chairman, I would like to get that point clear. 
You say these are not the actual prices paid? I would just like to 
know what the prices do represent in the exhibits. 

Mr. Reppan. The total estimated equipment costs as of September 
15, 1956. 

Mr. Harpy. Weare talking about exhibit D, not C. 

Mr. Reppan. Yes. Those figures are rounded off and include 
freight in most instances, so they are not the exact cost figures. We 
have the invoices here. We will make the comparison later. 

Mr. Brownson. Thank you. 

(The exhibits attached to Mr. Royster’s statement, above referred 
to, follow °) 
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ExuHpit B.—Statement showing costs, as of Dec. 31, 1957, of highway construc- 
tion and maintenance equipment and machinery as covered by ICA procurement 
authorizations issued to the Bureau of Public Roads 


Country : Amount? | Country—Continued Amount * 
I i Sass endian cece $1, 774, 564 ee $1, 853, 796 
ee 224, 920 Philippines_.._....... 22, 471, 407 
a idan case ubeettinolcclinees 409, 867 I cee cia sgeees 31, 088, 173 
Na sectnag cae decree edcatatnioe 1, 312, 926 ae 
RO. 236, 284 UN is itn chicken 59, 371, 937 


1 Exclusive of administrative costs which approximate 1 percent. 
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Exuipir D.—NSept. 15, 1956, review total estimated equipment cost remains 











unchanged 
| 
Description Quantity; Amount = BPR purchases 
i | 
1\4-cubic yard shovel and crance dragline combina- + $200, 500 | $188,800, March 1956. 
tion, fairleads, clamshell attachment. | | 
%-cubie yard shov el and crane, dragline combination 4 | 120, 000 | $106,160, October 1957. 
2 with backhoe attachments, fairleads, and clam- | | 
shell attachment. 
214-cubie yard 80-D Northwest shovels. - - -- 2 140, 000 | $120,000, June 1956, 
20-ton truck crane with fairleads and clamshell | 2 76, 000 | $82,000, June 1957. 
attachment. | 
15-ton truck crane with 40-foot boom_- | 1} 60, 000 | $25,000, June 1956. 
13- to 17-cubie yard bottom dump Euclid earth movers- 15 | rg $327,450, June 1956. 
j (311, 000) | 
18 to 23-cubie yard Euclid pneumatic-tired earth 9 405, 000 | $292,500, June 1956. 
moving scrapers, (262, 000) | 
No. 12 Caterpillar motor graders-.-.........-.------.--- 12 => A $136,800, June 1956. 
(183, 
DOMOR elevating grader attachment, 25-foot con- | 2 14, 500 | $10,200, June 1956. 
veyor, for No. 12 Caterpillar vam or equal. 
D-8 ‘Caterpillar SOE HE ooo acs citndensoucemaes 20 | 646, 000 | $518, 000, June 1956, 
| (550, 000) 
D-6 Caterpillar hydraulic dozers-.---- aie ane eae 10 | 179, 000 | $150,400, November 1956. 
Diesel-powered, heavy duty, 4-wheel,  4-rubbered 4 18, 000 | $16,800, June 1956. 
mounted farm tractor 65 horsepower minimum. | 
Logging arch for D-8 Caterpillar tractor, rubber | 1 6,000 | (). 
mounted. 
No. 463 Caterpillar tractor-drawn scrapers. - .--..--.-- 7 | 126, 000 | $125,300, June 1957. 
Le Tourneau 12-cubic yard, 2-wheel motor scrapers. - - 12 396, 000 | $360,240, June 1956. 
§ end dump rock bodies for tractors in item above----- t 44,000 | $42,000, June 1956. 
10-ton, 3-wheel rollers with sprinkler attachment, 8 | 88,000 | $63,200, November 1955. 
diesel-powered, power steering. | 
Sheep-foot roller, minimum 200 pounds per square 5 12, 500 | $6,375, April 1956. 
inch, with towing bar and hitches. | 
Pneumatic roller, 13-wheel rubber-tired, 9 to 13 tons-- 4) 8,000 | $3,600, June 1956. 
8- to 10-ton tandem rollers, diesel-powered, with 2 17,000 | $13,400, April 1956. 
sprinkler attachment. | 
Rooters k30, 3-tooth, with drawbar- 2 | 7,000 | $6,000, July 1957. 
Rubber-tired front and leader, 214-cubic- -yard, with | 2 34, 000 | $30,000,2 June 1956. 
towing hitch, diesel-powered. | | 
Crawler-mounted front and leader, 2%-cubic-yard, 2 | 40,000 | $30,000,2 June 1956, 
diesel-powered. 
a -ton I-H power wagons, 4-wheel drive, S-120-_..----| 4 10,000 | $8,000, June 1956. 
19-ton pickup trucks, S-102__ B <a 20 | 32,000 | $28,580, May 1957. 
Station wagons, 4-wheel ane 840. | 5 | 14,000 | $12,500, June 1956. 
j Station wagons, 2-wheel drive__. 5 | 12, 000 | $8,000, June. 
4-yard, single-axle dump trucks, I-H, $1840. 24 | 177,000 | $108,000, June 1956. 
8-yard dump trucks, tandem-drive, ¥- H, RF-195__..-- 10 | 103, 000 | $77,000, June 1956. 
50-ton lowboy trailer- ; - 6,600 | $11,200, June 1956. 
30-ton low boy tr: ailer__ | 2 8,400 | $6,600, June 1956. 


~ 


20-ton flat bed, 30- to 34-foot____ areas 6, 400 | $4:940, June 1956. 








Tandem trailer, pole type 2 | 4, 200 | $3,200, June 1956. 

Truck tractors, tandem-drive, with 5th wheel, 5 | 53, 500 | $34,000, June 1956. 
equipped with rear winches, I-H, RF-195. 
Tandem-drive flat bed trucks with 16-foot bed, 3 24, 600 | $18,900, June 1956. 
diamond head deck, I-H, RF-195. 

Single-axle flat trucks, 14-foot beds, I-H, 81840_.____- 8 36, 800 | $32,000, June 1956. 

gh sg with 150-gallon 2-compartment tanks, 3 22, 200 | $12,600, June 1956. 

-~H, $1840. | 
= equipped with winch and lifting boom, 1 6,000 | $4,400, June 1956. 
-H, 51848, 

600 cubie feet per minute air compressors, rotary type, 5 52, 000 | $53,930, November 1956. 
4-wheel, rubber-tired, diesel powered. 

315 eubie feet per minute air compressors, rotary type, 5 | 45,000 | $39,950, November 1956. 
4-wheel, rubber-tired, diesel powered. } } 

210 cubic feet per minute air compressors, rotary type, 2 14,000 | $12,030, November 1956. 
4-wheel, rubber-tired, diesel powered. 

Air tracks drilled with 4inch drill, 14-inch round 2 12, 000 | $8,500, March 1958. 
steel, 10-foot steel change power on both tracks. 

Te GT OU es sninatnond 6 | 22, 200 | $16,500, 1956. 

Jackhammers, 45-pound class. .-.-.......--.-------.-- 7 | 3, 000 | $910, June 1956. 

PUR on 555 Girma kc eke tee as eee aera (3) 20, 000 

Wagon drill steel and jackhammer steel 2-, 4-, 6-, &, 10-, ) 24,000 | () 
12-, and 16-inch length, bits all sizes, hose ‘all’ sizes. 

Bits for air track drill from specifications item No. 40. (3) 25, 000 | (2), 

Air tampers..............-- 5 2, 000 | 

2,000-gallon water storage tanks with 1}4-inch gas- 9 
powered pump, demountable. 20, 000 

10,000-gallon fuel storage tanks_-_.__..._.......-.__- 2 ? 

25,000-galion bulk fuel storage (K. d. Bewaaien 3 

300-am pe re welders, 4-wheel, rubber- tired, gas-pow- 6 12,000 | $11,160, March 1957. 
ered with 30-foot leads. | 

712-horsepower DeWalt table saws, electric power-_._.- | 4} 4,400 || 5 horsepower, $1,656, 

3-horsepower DeWalt table saws, electric power_..__-- i 41 3, 400 } June 1956. 


See footnotes at end of table. 
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Exurisit D.—Sept. 15, 1956, review total estimated equipment cost remains 


























unchanged—Continued 
Description Quantity; Amount BPR — 
sseieiiateiin oa ol wh vs - a “a ehincaieaniias 
6-inch pumps, wheel-mounted 1- to 20-foot suction | 6 $16, 200 
hose, 20-foot lengths of discharge with engine, or | 
equal. 
3-inch pumps, wheel-mounted gas-powered with 1- to | 10 7,000 | $4,950, June 1957. 
20-foot suction hose, 20-foot lengths of discharge hose. | | 
Rock crusher, rubber-mounted, with feed discharge | 2 | 
conveyor, 32- by 40-inch jaw, diesel powered. 
Rock crusher, tandem with 36- by 10-inch jaw, 30-by | 2 | 
25-inch roll, 4- by 10-foot screen, closed circuit with | 
sand discharge, diesel-powered, and rubber 300, 000 $216,000,? June 1956. 
Conveyor with power complete 30-inch by 60-foot _- 1] 
Conveyor with power complete 30-inch by 80-foot _- 1 | | 
Conveyor with power complete 18-inch by 60-foot _- 1 | | 
Conveyor with power complete 18-inch by 80-foot_.| 1 | 
Sand drag washer screen, complete._............-.___- 1 35, 000 | $32,000, June 1956. 
Asphalt plant portable 4,000-pound including power, 2 240, 000 | 
tanks, pipe, boiler, etc. | 
Asphalt pavers, Barber Greene or equal, 10-foot width | 3 40,000 | $39,450, November 1955. 
with extensions. | | | 
Pull type, engine-driven road broom..-.--...-..------- 1 | 2, 000 | 
End dump Euclids, 15-ton with rock bodies or equal_- 6 | 150, 000 | $120,000, October 1957. 
36-inch Mall chain saws, gas-powered -_____....-------- 15 | 4, 900 
72-inch Mall chain saws, gas-powered __._...-...------ 4 2,000 | $2,000, June 1956. 
Ford or Chevrolet sedans or equal feline eroidaeeclaieeoes | 3 | 6, 600 | $3,900, June 1956. 
School buses, I-H, $183, 40-person caps acity - - - a 2 | 15. 600 | $10,000, June 1956. 
Forklift trucks with barrel arms and revolving head_- 2 10, 000 
1,500-gallon asphalt distributors with chassis_---------} 2 20,000 | $23,600, October 1955. 
Chip GUNOEE, GO WOE SI Gan wn nae ncn ene nicccccecwne } 2 6,000 | $2,880, September 1957, 
| | 12-foot spread, 1.5 cy. 
Stone spreaders, truck-towed type Aime 2 | 10,000 | (). 
4-inch high pressure jet jump, complete_-_.-...---.-----| 2 | 7, 600 (1). 
16-S concrete mixers, trailer mounted on rubber-.---- - | 6 | 21, 000 | $18,600, June 1957. 
Platform batching scales 6 2,500 | $2,190, June 1956. 
Concrete vibrators, electric 10 | 4,100 | (4). 
Concrete pipe forms and pallets for 18- to 42-inch pipe, Lot | 15,000 | (4). 
Vibra pipe or equal. | 
10-horsepower outboard motors. - - nels 2 | 1, 400 | $800,? 1958. 
Piledriver, vertical leads, 50-foot, with 7,000-pound 2 | 20, 000 
double-acting hammer. | 
Georgia concrete buggies-- 20 | 1, 400 | 
Shears and bar bender 114-inch maximum, C. H. & E. 2 800 | 
with shears. 
Mobile machine shops. .-.-.....-..--..------- 2 | 20,000 | ('). 
Wheelbarrows. - 40 | 1,000 | $496, October 1955. 
100-kilowatt electric gene rator sets, ‘diesel- -power red_ 7 80,000 | $45,920, March 1958. 
30-kilowatt electric generator sets, ‘diesel- ee ae 12 | 72, 000 | $57,609, March 1956. 
Grease units, complete pees oe 3 | 21,000 | $9,300 February 1957, 
Water w = i (Ee . cinwnancneswseomnnfeakease ree 
3-way radios, vehicle type . 25 ‘ 
Base stations for above item__- 3 } 30, 000 | (). 
10-kilowatt light plants -- 20 40,000 | $54,000, August 1955. 
Portable batchng bins, with scales, W inslow or equal. 2 4,000 | $3,800, June 1956. 
Cutting torches and gages, with 2-stage regulators and 10 2,000 | $936, March 1958. 
50-feet hose. | 
1 lot shop equipment, complete detailed list will be (3) 25,000 | (1). 
furnished upon inquiry. 
1 lot of equipment for construction camp, complete (3) 140,000 | (). 
with water purification, sanitation, laundry, re- | 
frigeration, cooking, baking, e etc., for 250 personnel. | 
1 lot of office equipment ices einen id ma ctrdeeats (8) 30,000 | (). 
1 lot of engineering supplies_-__---........---.--------- (3) 14,000 | (}). 
Dispensary equipment and supplies _ - (3) 30,000 | (). 
Marine equipment consisting of 2 400-ton barges ee bo . | 60, 000 | 
1 400-horsepower tug. 
I Ss ae a ad te mma 4 18,000 | $17,128, May 1957. 
hl Lheabind b chive inane own cdwesaces ce 2 14,000 | (1). 
Ne tap wninieniciceeile 20 | 20,000 | (1), 
Kitchen trailers__-- 2 | 20,000 | (‘). 
Road camp equipment (possible additional) - ...---...}---------- 22,000 | ('). 
Accessories (buckets, hand tools, etc.) -........--------|.--------- | 120,000 | (1). 
Miscellaneous (not detailed inch iding initial spare | 751, 500 | (3), 
parts). —|-—— 
Total_- echtal silicnaitheadiined ns sssietedeiaed cada deaile 6, 571, 000 
Total equipment cost (f. a. s. s. port) - iiitel Schnee oad ciettrn (6, 142, 000) 
Seen Or BND AE a oe a ckkc ceca nnonshadlecousancon 1, 666, 000 : 
Equipment delivered Cambodia_...........-... .-..------| (7, 808, 000) | 


See footnotes at end of table. 





FOREIGN-AID CONSTRUCTION PROJECTS 365 


ExuHisit D.—Sept. 15, 1956, review total estimated equipment cost remains 











unchanged—Continued 
Description Quantity; Amount BPR purchases 
Remaining spare parts not included above (estimated). |__....-.-- $1, 095, 000 
This may change depending on abrasive character of 
soil and other factors may increase considerably. 
Emergency shipping of spare parts............-...-..-]-.----..-- 212, 000 
Total estimated equipment and spare parts cost |_.......-- (9, 115, 000) 


delivered in Cambodia. 





1 BPR does not have prices readily available or cannot determine price without more complete specifi- 
cations. 


2 BPR does not have contract prices available and price shown is an estimate based on contracts with 
manufacturers’ representatives and advertised list prices properly evaluated, in light of experienced policy 
of industry to give Government discounts. 


All other prices are actue] contract prices as near as can be determined without having a copy of the speci- 
fication. 


The tabulation shows that the Bureau could have purchased the equipment for $1,104,269 below the costs 
as shown by A. L. Dougherty. 
3 Lot. 


(Subsequently the following letter to Chairman Hardy, with accom- 
panying exhibit E, was submitted by the Bureau of Public Roads:) 


May 27, 1958. 
Hon. Porrer Harpy, Jr., 
Chairman, International Operations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives, Washington, D. C. 


DEAR Mr. Harpy: When I appeared before the International Operations Sub- 
committee on May 6, 1958, I promised to submit a statement for the record 
relative to the procurement of highway equipment for Cambodia. The state- 
ment follows: 

The Bureau of Public Roads wishes to state for the record that all statements 
made previously or herein are as factual as we can determine from the docu- 
ments in our possession and are in no way influenced by any desire on our 
part to either add to or detract from any statements made by other parties either 
private or Government. 

First, we believe the committee deserves a clear explanation of our first 
submission of exhibit D. We were asked by your committee to prepare exhibit 
D for the purpose of comparing prices listed by the A. L. Dougherty Co. and 
the prices for which the Bureau could have purchased the same or equivalent 
equipment as of the summer and fall of 1956. This exhibit was prepared hur- 
riedly from the best information we could immediately secure for presentation 
to your committee by the set time of March 21, 1958, so that your staff would 
have an opportunity to study it before the hearing commenced on March 25 

In preparing this exhibit so hurriedly, we did not clearly indicate just which 
items had been actually purchased by the Bureau and firm prices shown and 
which items had not been actually purchased and prices were obtained from 
industry quotes. To correct any misunderstandings which may have occurred, 
we are submitting for the record a more detailed exhibit E list of equipment 
price comparisions which have been carefully checked and for which docu- 
mentation is available in the Bureau files. Several minor corrections have 
been made in this new exhibit E from the prices as shown in exhibit D previously 
submitted. The most substantial corrections made were for the purpose of 
adding inland freight to the previously quoted prices so as the new price would 
reflect the actual cost at a United States port ready for ocean shipment. These 
corrections, plus a typographical error, made a difference of $177,731, thus chang- 
ing the figure of $1,104,269 shown on exhibit D as a possible saving if the Bureau 
had purchased the equipment to $926,538. 
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We wish to elaborate on our previous statement submitted as a part of 
exhibit D in which it was stated: “The tabulation shows that the Bureau could 
have purchased the equipment for $1,104,269 below the cost as shown by A. L. 
Dougherty.” The intent of this statement was to indicate that the Bureau could 
have purchased the equipment under our procedures of competitive bidding at 
the saving shown. We do not state with any degree of certainty that we could 
have made that saving if competitive bidding had not been used. Nor did we 
mean to imply that the equipment we would have purchased would have been 
of the same manufacture. We do state that the equipment would have been 
equal in quality, capacity, and performance to that purchased by Mr. Dougherty 
as the purchase would have been governed by strict Government specifications. 
We believe, but cannot categorically state, that had we purchased this equip- 
ment without competitive bidding we could have purchased it for less than the 
amount paid by Mr. Dougherty, due to the practice of industry in general to 
reduce prices to Government entities. 

Mr. Dougherty has raised several questions in his prepared statement and 
we will answer those that seem pertinent to the committee’s inquiry. We do 
not believe it would serve the purposes of the committee to answer his general 
comments criticizing Public Roads or our activities. 

Mr. Dougherty states that the Bureau had never purchased Euclid earth- 
movers or Northwest shovels. This is correct, but the Bureau has purchased 
similar equipment of equal quality and performance; however, in our price 
comparison we did not use actual purchase prices as we did not have any that 
would coincide with the period in question (Summer and fall of 1956) but 
instead used industry quotes. We believe it would be advantageous to the 
committee to have us explain in detail how we obtained prices on 13- to 17-cubic- 
yard, bottom-dump Euclid earthmovers as an example. The Euclid factory 
representative, after checking with the Euclid factory, gave us the following 
information : 

1. List price, 1958, on 13- to 17-cubic-yard bottom-dump Euclid, $33,400. 

2. This amount was reduced by 14 percent which, according to the manufac- 
turer represented the increase in price since September 1956. 

3. This amount was further reduced by 24 percent to obtain the dealer’s net 


cost which, according to the manufacturer, was the price that would have been 
quoted to the Bureau. Thus: 


ps INN I is cca Saale Seip ac sa Siew sills tc pela $28, 724 
nae I Sa de incerta baie iee. 21, 790 


ib peeniveera, oas ): Chmmmes HE FON i iis scans aac etcibcanlagecs 326, 850 
Inland fecigat per unit $500, 15 times 3500... .. ..................... 7, 500 


a ica i ant ceases tase cab aide binds ain dilitiapta Reacts te ctbaes 334, 350 
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In the case of the 114-cubic-yard shovels, Mr. Dougherty has stated that the 
Bureau’s purchase price was for a shovel only and did not include the combina- 
tion shovel, crane, and clamshell attachments. Mr. Dougherty is correct in 
his statement as far as the actual purchase order is considered, but the price 
used in our exhibit D as a comparison to Mr. Dougherty’s price did include 
all attachments based on the actual purchase price of the shovel plus list prices 
for the other accessories. 

On the matter of truck prices to which Mr. Dougherty takes exception, we 
wish to state the prices as shown by the Bureau were obtained from Mr. L. E. 
Salom, factory representative of the International Harvester Co. and are con- 
sidered to be accurate. 

After hearing Mr. Dougherty’s statement concerning the item of the rock 
crusher, we again had the factory representative, Mr. Robert Harris, of Lippman 
Crusher Co., give us a quote on this equipment. His second quote, after a more 
eareful check with his factory, was an even lower figure of $179,000 compared 
to the previously quoted figure of $216,000. However, in our new exhibit E we 
have used the higher figure of $216,000. 

The comparative prices for the 100-kilowatt electric generator sets, as stated 
by Mr. Dougherty, are foreign manufacturers’ quotes; however, the quotes used 
for comparative purposes are 1958 quotes which were not reduced to 1956 prices 
as we did not have the means to determine the 1956 price. As all equipment 
prices have advanced from 10 to 15 percent since 1956, we can be sure the 1956 
prices would have been less than we used. Delivery has not been effected due 
to technical questions concerning the program for which the units were destined 
and has not been delayed due to any procedural operation. 

Mr. Dougherty stated at the hearing with respect to the Laos procurement 
that the Bureau could not determine when the equipment arrived in Laos. For 
the record we wish to state that the Bureau was instructed to deliver the equip- 
ment to International Cooperation Administration in Thailand and that onward 
shipment to Laos would be handled by International Cooperation Administration. 
Thus, while it is true the Bureau cannot determine when the equipment actually 
reached Laos, we can determine when it was delivered to Bangkok, Thailand, 
where the Bureau’s responsibility ended. We do not believe it necessary to 
reply to the other statements of Mr. Dougherty on the Laos procurement as all 
pertinent facts of purchase and delivery are shown on our previously submitted 
exhibit C. 

lf there are any other points that need clarification or additional information 
is required that we can provide, we are at your service. 

Sincerely yours, 
PAUL F. ROYSTER, 
Assistant Commissioner for Operations. 


24700—58—pt. 1—_—25 
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Mr. Harpy. Now, if you can pick up where you left off. 

Mr. Royster. Exhibit D is a comparison of figures as submitted 
by the subcommittee with prices paid by, or in a few instances avail- 
able to, the Bureau of Public Roads for similar equiprfent items at 
or about the time of the ICA purchases. 

The Bureau’s cost in administering this procurement function has 
been low, running at about 1 percent of the purchase cost. 

In the interest of aiding in the development of proper roads and 
highways throughout the world, the Bureau stands ready and willing 
to cooperate with other Federal agencies in making available its ex- 
perience and established organization for the performance of this 
procurement function. The Bureau is in a position to expand 
quickly its existing Equipment, Procurement and Transportation Di- 
vision to serve the needs of ICA or any other Federal agency in the 
procurement and shipment of road equipment and machinery for use 
in foreign countries. 

If you should have any questions or desire further details respect- 
ing this function, I shall endeavor to answer your questions or provide 
any of the details you may desire. 

Mr. Harpy. We appreciate this statement, Mr. Royster, and the 
exhibits you have brought. I think they will be very helpful to the 
subcommittee in its analysis. 

Mr. Roystrr. May I say, Mr. Chairman, that in the preparation 
of these figures we simply went to our records and got the actual 
facts as they existed. We do not intend at any point to indicate 
that ICA did wrong in any manner at all. 

I’m stating this because I would hate to have you think that there 
may not have been conditions surrounding ICA that we don’t know 
about when they make their decisions whether or not to use the Bu- 
reau of Public Roads in their purchase of equipment. 

Mr. Harpy. In other words, you are not trying to sell your service? 

Mr. Royster. No, indeed. We were here ready and we are able, 
we think, to do a good job if they asked us to. 

Mr. Harpy. I would have thought, though, that you might have, 
in the light of your statement, felt a little injured pride to have it 
said you couldn’t do the job satisfactorily. 

Mr. Royster. I’ve been in the Government too long for that, sir. 

No, actually we feel that there are perhaps times when ICA for 
a very good reason takes action that we would not be involved in. 
I do not doubt there are certain circumstances where they demand 
things we could not do. That would be something we wouldn’t 
know about if they didn’t ask us to do it. 

Mr. Harpy. I was thinking about the statement made this morning. 
I don’t know whether you heard the statement or not. 

Mr. Roystrr. No, I wasn’t here. 

Mr. Harpy. The Industry Division— 


carefully considered the use of GSA or BPR as purchasing agent and arrived 
at the conclusion that the use of an experienced private company would be 
preferred. This decision was reached because of our reluctance to place con- 
fidence in the ability of any Government agency to function with the flexibility 
which is necessary to meet practical requirements such as the limitation on the 
qualified suppliers permitted to bid on the type of equipment which the project 
can use, adequate engineering of specifications, limitation in the various— 
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Iam having a hard time reading this print— 


makes or types of accessory equipment to effect economy in the purchase of 
spare parts, expediting and scheduling of deliveries, shiploading and unloading 
problems. 

Now, they didn’t think you were qualified to handle those things. 

Mr. Royster. Well, sir, I would point to our experience in one of 
these exhibits with respect to the Laos contract which they did ask us 
to perform about the same time, just a little earlier than the Cam- 
bodian contract. And I would—let’s see if I can find it. 

Mr. Guicrione. Exhibit C, I believe. 

Mr. Harpy. Yes. I notice you got your listing on February 17 and 
you had some equipment on the way in 2 weeks. 

Mr. Royster. Well, as a matter of fact, sir, we felt then, as we 
feel now, that we do have the personnel, the know-how to do this 
job. In Laos we did it, certainly. We got the material there in 
many instances before it was needed. It was about the same kind of 
hurry-up job. 

There may well have been circumstances surrounding this other 
contract we don’t know about, and I’m not critical of the fact that they 
didn’t use us even though they do indicate that we were not either 
competent or able. 

I do feel that we are able and have been at all times able to supply 
any of the Federal agencies who want to engage in roadbuilding with 
the kind of people who can procure and with the connections with the 
manufacturers, with a knowledge of how the manufacturers operate, 
so that we could have been helpful. 

Mr. Harpy. Well, it would seem to me that with your background 
of experience in this field that you could have been helpful. And if 
there were particular circumstances that required decisions the other 
way, of course, that’s what we’re looking for, too. 

Mr. Roysrer. Mr. Chairman, I notice an error in the heading on 
exhibit C, where the column about six columns from the left says 
“Cost Including Incl. Freight.” That should be “inland freight” 
instead of “including” twice. “Including inland freight.” It is a 
typographical error. It was “I-n-1.” and the typist made an error 
in that. 

Mr. Harpy. I see. 

Mr. Royster. We have checked these figures for accuracy against 
our original charts, and I would say to you that I believe they are at 
least reasonably accurate. 

Mr. Harpy. Well, thank, you, sir. 

Mr. Reppvan. In your statement, Mr. Royster, you refer to a memo- 
randum of agreement between ICA and the Bureau of Public Roads. 

Mr. Royster. Yes. 

Mr. Reppan. I would like to show you a copy of a document and 
ask you if that’s the one to which you referred. 

Mr. Royster. Yes, that’s the document. 

Mr. Reppan. And that’s the agreement you entered into with ICA? 

Mr. Royster. January 16. 

Mr. Reppan. January 16, 1956? 

Mr. Royster. That’s right; yes, sir. 

Mr. Reppan. Mr. Chairman, may we have this as an exhibit, ex- 
hibit No. 39? 
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Mr. Harpy. Without objection, it will be included in the record. 
(The document referred to was introduced into the record as exhibit 
39 and follows :) 


Exurisit 39—MEMORANDUM OF AGREEMENT BETWEEN INTERNATIONAL COOPERATION 
ADMINISTRATION AND BUREAU OF PUBLIC Roaps (DEPARTMENT OF COMMERCE) 


SECTION I. PURPOSE 


The purpose of this Agreement is to indicate the nature of procurement, ship- 
ping and other services to be performed by the Bureau of Public Roads (herein- 
after referred to as the Bureau) on behalf of the International Cooperation 
Administration (hereinafter referred to as ICA) and the terms and conditions 
upon which such services and facilities will be made available. 


SECTION II. DELEGATION OF AUTHORITY 


Under authority of Section 522 (b), Mutual Security Act of 1954 (68 Stat. 
855, 22 U. S. C. 1782 (b), as amended, (69 Stat. 283, and 68 Stat. 1219), and Exec- 
utive Orders 10519, 10575, 10610, and 10625, and pursuant to the terms of this 
Agreement, the International Cooperation Administration hereby engages the 
Bureau as a cooperating Government agency and independent contractor for pro- 
curement, and authorizes the Bureau: 

A. To act as an independent contractor in the procurement of commodities 
as may be directed in authorizing documents entitled: Project Implementation 
Orders/Commodities (PIO/Cs) or Procurement Authorizing/Purchase Requi- 
sitions (PA/PRs), issued to the Bureau by ICA. 

B. To charge the cost of the procurement of commodities secured under such 
authorizing documents (PIO/Cs or PA/PRs), to the applicable program alloca- 
tion of funds made available under the above legislation and orders ; and 

C. To transfer such commodities to the Government of the cooperating coun- 
try in accordance with the terms and provisions of the authorizing documents 
issued to the Bureau; 

D. Render, as requested, such counsel, advice, recommendations and as- 
sistance to officials of the cooperating governments in preparation of lists of: 
equipment; spare parts; instruments; materials; supplies; facilities; com- 
modities; etc., as may be necessary when procurement is concerned with the 
furtherance of a particular project in the country ; 

E. Advises on the types, capacities and quantities of equipment, spare parts, 
etc., intended for procurement for the purposes indicated in paragraph D above, 
calculated to best accomplies the project in the shortest practical time and in 
the most economical manner ; 

F. Prepare requisitions, listings or similar supporting data for approval of 
the cooperating government, and when pertinent, for concurrence by ICA; 

G. Prepare proper specifications for inviting proposals from manufacturers, 
producers, dealers or other qualified sources, for items included in the author- 
izing documents; 

H. Procure in accordance with any legal authority granted to ICA by Con- 
gress or by Executive Order or other pertinent and applicable authorization, 
those items appearing in the authorizing documents. This includes authority 
to negotiate contracts when in the best interests of the Government ; 

I. Arrange for necessary inspection of items purchased, prior to loading 
aboard a vessel for shipment from a U. 8. port; 

J. Arrange for necessary export licenses in connection with these shipments; 

K. Arrange for ocean marine insurance if such is requested by the cooperat- 
ing government. 


SECTION III. RESPONSIBILITY OF THE BUREAU 


The Bureau will arrange for acquiring and shipping commodities for ICA 
or its designees. Shipping shall include storage, inland transportation, process- 
ing, and other services in connection with the delivery of commodities to ICA 
or its designee aboard vessel, FAS, and other points. The Bureau will also 
arrange for ocean shipment of the commodities supplied. The Bureau will also 
perform functions necessary to carry out the requirements stipulated in the 
authorizing documents and will maintain necessary records and render appro- 
priate reports. Subject to Sec. 509, Mutual Security Act of 1954, the Bureau 
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may arrange for shipment in foreign vessels if found to be in the best interests 
of the United States Government, unless ICA authorities in each instance use 
of foreign vessels. 


SECTION IV. COMMODITIES COVERED BY THE AGREEMENT 


Commodities to be supplied hereunder shall be covered by official ICA au- 
thorizing documents issued to the Bureau. 


SEOTION V. FINANCE 


ICA shall make available, through allocation to the Bureau, the funds re- 
quired under this Agreement. Such available funds shall at all times be 
sufficient to cover the estimated cost of commodities covered by authorizing 
documents issued to the Bureau; the estimated costs of inspection; inland 
transportation costs; ocean freight; and of arranging for ocean shipment; and 
other costs of the Bureau as hereinafter stipulated. Upon notice from the 
Bureau to the ICA that funds made available are at any time insufficient, ICA 
shall promptly make available additional funds or make such adjustments with 
the consent of the Bureau in its authorizing documents as are necessay to cause 
the funds made available to be sufficient. The Bureau herewith agrees that 
funds allocated in excess of funds required to satisfy authorizing documents 
issued may be withdrawn at any time by ICA. 


SECTION VI. AUTHORIZING DOCUMENTS 


Project Implementation Orders/Commodities (PIO/Cs and/or Procurement 
Authorizing/Purchase Requisitions (PA/PRs) 


When ICA desires to procure commodities under this Agreement, it shall issue 
to the Bureau, authorizing documents, which shall stipulate: the quantity of 
commodities required; the country of destination or use; the consignee; the 
delivery period in which the shipments are to be made; the estimated cost of 
each commodity code grouping, including estimated accessorial costs although 
these latter costs may be listed separately; the maximum dollar amount which 
may be expended under the authorizing document; and such other information 
as may be required in the procurement and delivery of commodities. For com- 
modities under restricted allocation, the quantities ordered shall be consistent 
with allocations which have been made. 


SECTION VII. PROCUREMENT 


Upon receipt of an authorizing document, if ICA has made funds available 
as provided in Section V, the Bureau shall undertake to have the commodities 
ordered available for shipment in the delivery period specified in the authorizing 
document. While the Bureau shall make every effort to procure and to meet 
shipping schedules, it shall not be held liable if for any reason it is delayed in 
the delivery of, or fails to make delivery of, any commodity ordered by ICA. 


SECTION VIII. OCEAN SHIPMENT OF COMMODITIES 


The Bureau is requested by ICA to arrange for ocean shipment of commodities 
covered by authorizing documents, and the Bureau shall arrange for ocean ship- 
ment of the commodities. 

“Arrange for ocean shipment” shall include the following : 

A. Arranging for all details involved in booking space and placing the com- 
modities alongside the vessel. This phase of the ocean shipment operation shall 
be considered to have been concluded with the issuance and distribution of 
signed ocean bills of lading ; 

B. Arranging for the ocean transportation of the commodities. This may 
include not only arranging the initial contract or charter with steamship com- 
panies for the ocean transportation, but may also provide in the contract or 
charter for any diversion of a vessel, or other actions. Any charter should pro- 
vide that expenses incidental to discharging of cargo when moving in chartered 
vessel will be for account of the consignee or his assignee. The Bureau shall 
also make such adjustments in the contract or charter as may be required ; 

C. Making all contracts necessary, referred to in A and B above, and paying 
invoices for the cost of such services from funds made available by ICA. 
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SECTION IX. DELIVERY AND SHIPPING INSTRUCTIONS 


Generally, the authorizing document will furnish delivery and shipping in- 
structions. In cases where this is not done, ICA shall, as promptly as possible 
after notification of availability by the Bureau, issue delivery instructions. In 
no instances will ICA designate an agency, contractor, individual, company, or 
organization other than the Bureau to arrange for the ocean shipment, unless 


at the specific request of the cooperating country, and which is provided for in 
the authorizing document. 


SECTION X. DELIVERY CONDITIONS 


A. Conditions Applicable to all Deliveries 


1. Tolerance.—The total dollar amount stipulated in an authorizing document, 
in addition to inland and ocean freight, handling, procurement, inspection and 
other costs, includes provisions for quantity tolerance and is the maximum 
amount which may be expended without written instructions from ICA. The 
estimated costs by commodity code stipulated in the authorizing document are 
generally subject to quantity Tolerance ranging to 20 percent above or below 
the estimated dollar amount: however, this quantity Tolerance may be varied 
as indicated in the authorizing document. If the quantities stipulated, plus the 
aforementioned Tolerance, and other applicable charges cannot be procured 
within the maximum dollar value of the authorizing document, the Bureau will 
obtain further instructions from ICA. 

2. Quantity and Quality—At the time of delivery to ICA or its designee, 
the commodities shall conform to the quantities, types, and grades ordered 
unless substitute types and grades have been agreed to in writing by ICA. 
Compliance with the items and terms of the authorizing documents for all com- 
modities delivered shall be determined by inspectors of, or designated by, the 
Bureau, and such determination shall be final. Nothing in this paragraph shall 
be deemed to affect in any way the consignee’s rights of warranties against 
the seller by reason of defects, deficiencies or other circumstances. 


B. Conditions Applicable When the Bureau Arranges for Ocean Shipment 


1. Point and Terms of Delivery.—Delivery of commodities shall be made in 
accordance with instructions stipulated by ICA in its authorizing documents. 

2. Documentation—The Bureau shall be responsible for obtaining and dis- 
tributing signed “on board ocean” bills of lading and supporting papers in ac- 
cordance with ICA and Bureau requirements. 


C. Other Delivery 


In specific cases where authorizing documents provide for delivery by the 
Bureau to ICA or its designee in the United States at points other than on board 
vessel, delivery shall be evidenced by consignee receipts, or other appropriate 
documents. Notification of placement by the Bureau and acceptance by ICA, 
or its designee, shall constitute delivery. However, the Bureau shall perform 
such additional services, handling or transportation functions with respect 
thereto as may be specifically requested by ICA, or as may be necessary to 
properly care for the commodities until disposition is effected. 


SECTION XI. TITLE AND RISK OF LOSS 


Title and risk of loss shall pass to ICA, or its designee, concurrently with 
delivery of commodities in accordance with the terms of the contract with the 
supplier. 

SECTION XII. OTHER COSTS AND EXPENSES 


A. Ocean Shipments 


The Bureau shall pay all costs and expenses, including, where appropriate, 
charter cancellation fees, incurred in arranging for ocean shipment from funds 
made available by ICA included in the commodity amounts in the authorizing 
documents unless otherwise specified in the authorizing documents. The Bu- 
reau shall also make adjustments of dispatch and demurrage according to 
regulations under which ICA operates. 


B. Accessorial, Procurement and Other Costs 


The Bureau shall pay all costs and expenses relating to: inland transporta- 
tion; warehousing; storing; processing; handling; etc.; referred to as acces- 
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sorial costs, and all procurement costs incurred by the Bureau incident to the 
arranging for the service as stated in Section II. 

The Bureau will charge the costs of work included in paragraphs D, B, F, G, 
H, J, and K of Section II to the authorizing documents concerned, unless Cov- 
ered by other funds as in the case of assistance rendered in the host country. 

The Bureau will prepare procurement specifications, purchase, and ship, as 
indicated elsewhere in this Agreement, for which a charge will be made amount- 
ing to 1 percent of the closed out amount of the authorizing document. Not- 
withstanding this Agreement, however, the Bureau shall have the right to 
negotiate with ICA for a separate procurement Charge for any authorizing 
document if it is determined that the quantity, quality and/or the type of com- 
modities ordered cannot, or should not, be handled for the 1 percent charge. 

Bureau representatives will perform whatever travel is considered necessary 
by the Bureau to insure proper inspection of purchases and proper shipping 
arrangements prior to overseas or Other shipment. Transportation, per diem, 
and Communication expenses incurred in this connection will be charged against 
the applicable commodity code. 


CO. Acquisition Cost Reporting 


When reporting shipments the Bureau will show the cost of the commodities 
listed thereon plus an item of 1 percent for accessorial, procurement, and other 
costs, plus any additional costs incurred in connection with inspection or other 
eligible services. 

SECTION XIII. MARKINGS 


The Bureau shall arrange to have containers of all commodities delivered 
under this Agreement marked in accordance with instructions from ICA, and 
shall arrange for such other markings as ICA may require. 


SECTION XIV. ORIGIN OF PURCHASES 


All commodities delivered hereunder shall be procured in accordance with 
ICA Procurement Policy as specified in Secretariat Note 51 of December 12, 
1955, except if in conflict with Sec. 533, Mutual Security Act, 1954, and Execu- 
tive Orders 10579 and 10610. 


SECTION XV. OFFSHORE PROCUREMENT 


The provisions of this Agreement shall apply, insofar as applicable, to com- 
modities purchased outside the continental United States. In those cases where 
special provisions are required with respect to types, grades, or qualities of the 
commodity, areas of procurement, delivery instructions, pricing, or other pro- 
visions, the authorizing document or special memoranda covering such procure- 
ment will contain the special provisions as mutually agreed between ICA and 
the Bureau. Such special provisions shall constitute a supplement to this 
Agreement. 


SECTION XVI. CANCELLATION OF AUTHORIZING DOCUMENT 


ICA may cancel in whole or in part any authorizing document at any time 
prior to the Bureau’s commitment to procure. If ICA cancels an authorizing 
document subsequent to the Bureau’s commitment to procure, the Bureau, acting 
as an independent contractor, and in the best interests of the United States, 
shall negotiate the most favorable cancellation terms possible in accordance 
with United States laws and regulations. 


SECTION XVII. CLAIMS 


A. The Bureau, on its own initiative, shall be responsible for handling claims 
arising after delivery by the supplier until delivery of commodities at the des- 
ignated overseas port of entry. 


SECTION XVIII. REPORTS AND RECORDS 


The Bureau shall furnish ICA will such reports, providing accounting or other 
information, as may be agreed to mutually. The information contained in these 
reports must necessarily be furnished in such manner that it can be incorpo- 
rated with reports from other agencies to facilitate preparation of overall 
reports for the Director. The Bureau shall maintain such records and docu- 
ments as will substantiate these reports. 
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SECTION XIX, AMENDMENT OR TERMINATION 


This Agreement may be amended at any time by processing of a written 
supplement by mutual agreement of both parties. In addition, either party 
hereto, by a 30-day written notice to the other party, may terminate this Agree- 
ment. On termination of ICA activities, it is agreed that the responsibility of 
ICA is limited to liability relating to outstanding authorizing documents or any 
official directive from ICA instructing the Bureau to procure. 


SECTION XX. EFFECTIVE DATE 
This Agreement shall be considered effective as of: January 16, 1956. 


Approval for the Bureau: Approval for ICA: 

Sai eet TOMER. 4k) Dig ee eee a eae a 
For the Assistant Secretary for International Affairs: 

el itecbitiscccbgitidicts earennniisiccenn bestest anacimiaatemataaitibanmapun ang td aatabineaitig 

Date 


Mr. Reppan. Mr. Royster, on your exhibit C you have a column 
“Date ocean shipment.” Is that the date that the material arrived 
on the dock or is that the date that it left in the bottom ? 

Mr. Royster. That is the date that it left in the bottom. That is 
the day it was shipped. 

Mr. Reppan. Shipped out of the country ? 

Mr. Royster. That’s right. 

In explanation of this column “Delivery date,” it might be well 
to indicate that was what the manufacturer indicated would be the 
length of time it would take to supply this material. You will notice 
in some cases it as supplied considerably in advance of that. There 
were some not quite so good. But generally they are about what was 
done. 

Mr. Reppan. Now, in your exhibit D, the seventh item there, Euclid 
pneumatic-tired earth-moving scrapers, the estimated amount which 
appears, the estimated amount there, will be on an exhibit which we 
will put in later. It’s on the letterhead of the A. L. Dougherty 
Overseas, Inc., and it’s titled “September 15, 1956, Review Total Esti- 
mated Equipment Cost Remains Unchanged.” And your exhibit D 
running from the left of the page over through the column headed 
“Amount” is the same as the document to which I have just referred 
which was submitted to ICA by A. L. Dougherty. 

Mr. Royster. That was for the purpose of comparison. 

Mr. Reppan. That’s right. Now, you have taken that information 
off that document and set up a column to the right which you have 
headed “BPR purchases.” Ts that right? 

Mr. Royster. Right. 

Mr. Reppan. That indicates the date of the purchase of similar 
equipment described in the left-hand side? 

Mr. Royster. That’s right, but not necessarily in the same quantity. 

Mr. Reppan. No, sir. Now, as to these figures which you have 
given on the right-hand side as BPR purchases, how did you arrive 
at that amount there? 

Mr. Royster. The unit price times the number of units, the quantity. 

Mr. Reppan. On the seventh item down, with reference to Euclid 
pneumatic-tired earth-moving scrapers, under your column “BPR 
purchases,” it’s indicated that in June 1956 you made purchases of new 
equipment. Is that right, sir? 
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Mr. Royster. That’s right. 

Mr. Reppan. New Euclid pneumatic-tired earth-moving scrapers. 

Mr. Royster. 18-23 cubic yards. 

Mr. Reppan. You have multiplied that by 9, which is the number 
of earth-moving scrapers listed ons by Mr. Dougherty, and come u 
with a price of $292,500 for 9 new Euclid earth-moving scrapers. Is 
that correct ? 

Mr. Royster. That is correct. 

Mr. Reppan. Do you know whether or not there was any great 
increase in the price of new equipment between June of 1956 and Au- 
gust of 1956—of that particular type of equipment ? 

Mr. Royster. I wouldn’t attempt to answer that without checking. 
I will be glad to supply it for the record, sir, if you would like to 
have it. 

Mr. Reppan. But that is the way you arrived at all of your figures 
on the right-hand column? You have indicated the date of your 
purchases; you have taken the unit price, and then multiplied it by 
the number of units which were set forth in Mr. Dougherty’s state- 
ment ? 

Mr. Royster. That’s correct. For the purpose of comparison. 

Mr. Harpy. Let me make an inquiry here. Is that $262,000 figure 
that is in there the figure that was actually paid for the used equip- 
ment ? 

Mr. Reppan. It’s very close to it, sir. It’s not the exact figure. We 
have it. 

Mr. Harpy. Have we got the exact figure ? 

Mr. Reppan. Yes, we have the invoices here. 

(Discussion off the record.) 

Mr. Harpy. Well, the actual cost of these 9 scrapers is $258,501.42. 
Based on the prices which you pee in June, assuming that the 
prices hadn’t changed, these 9 Euclid scrapers could aoe been 
acquired new for $292,500. So that would be a difference of $40,000 
between the old equipment 

Mr. Brownson. What is that $405,000 figure above the one in 
parentheses ? 

Mr. Harpy. Presumably the list price. 

Mr. Reppan. On the invoice which is in evidence, the invoice 
dated October 1, 1956, it charges the Government 65 percent of a 
list price of $44,188.28 for Euclid Model TDT, S-H scrapers, 18-23 
cubic yard, Allison transmission, semi-rigid drive, axle hydraulic 
steering, 24-25-24-ply tires, powered by Cummin diesel engine. Now, 
can you tell the committee whether or not that was the list price, 
or anywhere near the list price at which the Bureau of Public Roads 
could have purchased that same equipment at the same time? 

Mr. Royster. That I should like to have checked with our pro- 
curement people in order to be accurate. 

Mr. Reppan. How does that list price compare to the list price for 
the similar equipment which you purchased in June of 1956? 

Mr. Royster. We purchased equipment for $32,500. 

Mr. Reppan. You purchased it for $12,000 less per unit in June? 

Mr. Royster. That's right. 

Mr. Harpy. Do you know what the relationship was between that 
price and the then list price ? 
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Mr. Royster. I don’t. Do you, Mr. Ghiglione? 

Mr. Guieiiong. That we wouldn’t have. But that is a competitive 
price. We don’t feel that we have any advantage over another com- 
petitor or another buyer that is buying in quantity. 

Mr. Harpy. In other words, you don’t actually operate on a quoted 
Sraeannan price which represents a predetermined percentage below 

ist ? 

Mr. Royster. We do not. 

Mr. Harpy. And these prices are actually competitive prices and 
are essentially the same prices which a contractor would pay for this 
equipment ? 

Mr. GHIGLIONE. Yes, sir. 

Mr. Harpy. In other words, what you are saying is that a con- 
tractor buying a quantity of equipment of this kind normally doesn’t 
pay list price? 

Mr. Gurexione. That is right. 

Mr. Harpy. So, presumably in the ates that Mr. Dougherty 
was buying the new equipment, normally he wouldn’t have to pay list 
prices for those quantities? 

Mr. Guieiiong. That is correct; yes, sir. 

Mr. Reppan. Is there any special Government discount at all? I 
mean just because you are the Government do you get a discount? 

Mr. Royster. We go on a competitive bid basis. 

Mr. Harpy. Any questions, Mr. Brownson ? 

Mr. Brownson. Mr. Chairman, did we run a total as to what the 
overall difference in price was at which they could have bought this 
through the Bureau of Public Roads compared to the figures that 
Mr. Dougherty charged the Government? 

Mr. Royster. We ran a total against the column. It’s in question 
now. 

Mr. Harpy. If we might have your total and forget the column 
that’s in question—the trouble is that this includes—— 

Mr. Royster. Items that we don’t have in there at all. 

Mr. Harpy. Yes. And also the list showing estimated prices on this 
particular Cambodian procurement contains some new items as well as 
used items. 

Mr. Royster. That’s right. 

Mr. Harpy. It wouldn’t mean anything. 

Mr. Brownson. In other words, the figure I find here on page 7 of 
exhibit D of $1,104,269 is not a correct figure now? 

Mr. Harpy. Well, it isn’t a proper comparative figure anyway. 
That is a figure which is substantially accurate including freight, 
but it isn’t a figure that you can really pin down as being completely 
accurate. 

I haven’t checked this Laos procurement which you made for com- 
parative items with the equipment procured for Cambodia, but these 
figures were certainly available to ICA at the time of the Cambodian 
procurement, I take it, were they not? The costs on the equipment 
which you had bought for: 





Mr. Royster. You mean what we had bought for the Laos opera- 
tion ? 


Mr. Harpy. Yes. 
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Mr. Royster. They would have been available to ICA; yes, sir. 

Mr. Harpy. Thank you, sir. 

Mr. Reppan. I just wanted to clear up one point here on page 7 of 

your exhibit D—footnote (b). It says— 
BPR does not have contract prices available and price shown is an estimate based 
on contacts with manufacturers’ representatives and advertised list prices prop- 
erly evaluated, in light of experienced policy of industry to give Government 
discounts. 

I would just like to—— 

Mr. Harpy. What does that refer to? 

Mr. Royster. The rock crusher, page 4, and another one below, the 
sand drag washer screen. 

Mr. Harpy. That is an item which is the exception to the rule which 
you discussed a moment ago, in that that company does have a policy 
of providing Government discount ? 

Mr. Royster. I think actually in their bidding, sir, most of the 
companies do have some realization that the Government is a big 
purchaser and they give consideration to the fact, and they do give 
us perhaps as good a discount as could be expected. I don’t know 
whether it’s because we are Government or because we are large pur- 
chasers, but, in any event, we do—— 

Mr. Harpy. You have a contract with these specific companies ? 

Mr. Royster. No, we have no contract. 

Mr. Guieuione. I think this use of the word “discount” is quite 
loose. Our equipment section prepared this. I believe he means by 
our advantages of quantity bidding and competitive quantity bidding. 

Mr. Reppan. In other words, anyone else who bought as much as 
you did could get the same price? Is that it? 

Mr. Royster. We would suspect that; yes. 

Mr. GuicLione. Yes. 

Mr. Reppan. But this “experienced policy of industry to give Gov- 
ernment discounts”—they just don’t give the discount because you are 
the Government? Is that the point you are trying to make? 

Mr. Royster. That’s right. 

Mr. Guierione. That’s right. 

Mr. Brownson. That would be open to question. Some industries 
do give the Government a functional discount and some industries 
don't. That would be almost an endless examination. 

Mr. Harpy. Well, that doesn’t apply generally. It applies to 1 
or 2 specific items. 

Mr. Brownson. It doesn’t make any difference for purposes of the 
validity of the comparison anyway. The point is, this is what BPR 
could have bought them for. The other figure is the price for which 
they were purchased from Mr. Dougherty. 

Mr. Harpy. That’s right. 

Mr. Royster. That’s correct. 

Mr. Harpy. Isthat all? 

Mr. Reppan. That’s all. 

Mr. Harpy. Anything further? 

Mr. Brownson. Are we going to get this column readjusted so we 
have more accurate—— 

Mr. Reppan. We have the other figures in the record. 

Mr. Brownson. How do they come out? Do you have a showing 
of a saving of $1 million on the other ones? 
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Mr. Reppan. We just got these figures this afternoon, sir. We 
have the invoices here showing the exact amount paid. 
Mr. Harpy. It’s just a matter of correlating. 
Mr. Reppan. It’s a matter of an hour or so to put the things to- 
ether. 
: Mr. Harpy. We certainly do thank rs Mr. Royster, and you, too, 
Mr. Ghiglione. We appreciate your help. 
Mr. Royster. Thank you. It wasa pleasure to come. 
Mr. Harpy. Mr. Brown of Brown and Blauvelt. Mr. Brown, will 
you be sworn, please, sir? 


(Whereupon, Mr. Francis L. Brown was duly sworn as a witness 
by Mr. Hardy.) 


TESTIMONY OF FRANCIS L. BROWN, PARTNER, BROWN & 
BLAUVELT, CONSULTING ENGINEERS 


Mr. Reppan. Please give the reporter your full name and address, 
sir. 

Mr. Brown. My name is Francis L. Brown. The address is Brown 
and Blauvelt, 468 Fourth Avenue, New York City 16. 

Mr. Reppan. The name of your firm is Brown and Blauvelt and 
you are consulting engineers? 

Mr. Brown. That’s right. 

Mr. Reppan. Would you give the subcommittee just a brief state- 
men as to your educational and engineering background, please ? 

Mr. Brown. Yes, sir. I am a graduate of Rensselaer Polytechnic 
Institute, class of 1931. I have been connected with highway work 
since 1937 as a county engineer, a deputy commissioner of public works 
for New York State, and as a consulting engineer. 

I served 5 years in the Navy, Civil Engineer Corps, in addition to 
that. 

Mr. Reppan. And when did you form your firm, Brown and 
Blauvelt ? 

Mr. Brown. Brown and Blauvelt was organized in 1950. 

Mr. Reppan. Now, Mr. Brown, did you enter into an agreement 
with the Government of Cambodia to do a reconnaissance of the road 
from Phnom Penh to Kompong Som? 

Mr. Brown. Yes, sir. 

Mr. Reppan. I would like to show you a photostatic copy of an 
agreement and ask you if that is a copy of the agreement. 

Mr. Brown. That’s right. 

Mr. Reppan. Mr. Chairman, may we have this in the record as 
exhibit 40? 

Mr. Harpy. Without objection, it will be included as an exhibit. 

(The document referred to was introduced into the record as exhibit 
40 and follows :) 


ExHIsit 40—CONTRACT BETWEEN THE GOVERNMENT OF CAMBODIA AND 
Brown & BLAUVELT 


This Agreement dated the ________ NY NE ana rr econ pe 1955, by and 
between the Government of Cambodia (hereinafter referred to as the “Govern- 
ment’) and Francis L. Brown, Harold A. Blauvelt, Arnold H. Vollmer, and John 
A. McFarland, doing business as a partnership under the name of Brown & 
Biauvelt, a partnership duly organized and existing under the laws of the State 
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of New York, United States of America (hereinafter referred to as the “Con- 
tractor’). 

WITNESSETH : 

It is mutually agreed as follows: 


1.0 SCOPE OF WORK 


Contractor shall organize a reconnaissance party, which, after consultation 
with appropriate Government officials and the United States of America Opera- 
tions Mission to Cambodia, will inspect the proposed sites for a proposed highway 
to connect Phnom Penh and a proposed deep-sea port to be located near the Point 
du Depart on the Bay of Kompong Som, and will make such other investigation 
as it deems appropriate in order to determine how most efficiently to undertake 
the engineering, construction supervision and inspection, and local personnel 
training which will be required in order to complete the highway and, on the 
basis of its investigation, prepare a report covering the following subjects: 

(a) An estimate of cost of construction, including on-the-job training of local 
personnel, and a general description of the proposed highway, by sections, 
divided into costs of structures, earthwork, and surfacing. 

(b) An estimate of the cost of equipment required for construction of the 
highway. 

(c) An estimate of the cost of engineering services, including on-the-job 
training of local personnel. 

(d) The availability of local labor, housing, material, and equipment. 

(e) An estimate of the time for the construction of the highway. Ten copies 
of the report should be submitted to the Government and ten to the Foreign 
Operations Administration, an agency of the United States Government (herein- 
after referred to as “FOA”), in such form that it can be used as the basis for 
invitations for proposals from engineering firms and construction firms. 


2.0 PERSONNEL 


2.1 Contractor will immediately assign two persons from its staff to provide 
the services in Cambodia described in paragraph 1.0. 

2.2 In addition, Contractor will provide the services of not more than four 
men from its home office for drafting and technical help in preparing the report 
described in paragraph 1.0 for a period of not more than one month. 


3.0 PAYMENTS OR REIMBURSEMENTS 


3.1 The Maximum Obligation. Without prior written approval of Govern- 
ment, payment to Contractor under this Agreement shall not exceed $19,070.00. 

3.2 Reimbursement of Costs. In consideration of services hereby undertaken, 
the Government agrees to reimburse the Contractor as follows: 

3.21 Field Salaries. Salary payments to personnel specified in paragraph 
2.1 above will be reimbursed by the Government at rates no higher than those 
received by such personnel during the past calendar year; provided, however, 
that reimbursement of salaries under this paragraph shall not exceed $3,400.00 
without prior written approval of the Government. 

3.22 Home Staff Salaries. Salary payments to personnel specified in para- 
graph 2.2 above will be reimbursed by the Government at rates no higher than 
those received by such personnel during the past calendar year; provided, how- 
ever, that reimbursement of salaries under this paragraph shall not exceed 
$2,000.00 without prior written approval of the Government. 

3.23 Transportation. 

3.231 The Government will reimburse the Contractor for cost of first-class 
rail or air transportation for personnel specified in paragraph 2.0 from their 
homes or normal places of business in the United States to Cambodia and for 
transportation from Cambodia to their homes or normal places of business in 
the United States; provided that such transportation shall be by the most ex- 
peditious route. 

3.232 Transportation costs in Cambodia incurred by personnel specified 
herein while engaged in performing official business under this Agreement will 
be reimbursed by the Government, including the hire of such vehicles and aerial 
reconnaissance services as may be required. 

3.24 Travel Allowances. Contractor will be reimbursed at the rate of $10.00 
per day for travel allowance paid to each of said personnel while such personnel 
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are traveling from their residences or usual places of business in the United 
States to Phnom Penh, Cambodia, from Phnom Penh, Cambodia, to their homes 
or usual places of business in the United States, provided that, if any of Con- 
tractor’s personnel elect to travel by means other than the most expeditious 
air route, the travel allowance shall be limited to that which would have been 
allowed if the most expeditious air route had been used. While the Contractor’s 
personnel are in Cambodia engaged in official duty under this Agreement, the 
Contractor will be reimbursed at the rate of $12.00 per day for travel allowances 
paid to each of such personnel. 

3.25 Out-of-Pocket Hxpenses. All miscellaneous actual out-of-pocket expenses 
properly and reasonably incurred in performance of services under this Con- 
tract, such as telephone, telegraph, postage, cables, passport, health examina- 
tion, and inoculation expenses ; not to exceed $8,470.00. 

3.26 Overhead. Allowances for overhead costs incurred by the Contractor 
shall be reimbursed at the rate of 50 percent of the salaries actually paid as 
specified in paragraphs 3.21 and 3.22 herein. The above overhead percentage 
shall remain fixed for the period of this Agreement, and the sums paid to the 
Contractor to cover overhead costs under this paragraph shall be in lieu of 
reimbursement of those costs incurred by the Contractor which are normally 
charged by the Contractor to overhead in accordance with its customary 
accounting practice. 

3.3. Fee. For the services to be rendered hereunder, the Government will pay 
to the Contractor a fee of $2,500.00, payable upon completion of the services 
described herein; provided, however, that, if with the approval of the Govern- 
ment, the scope of the work hereunder is materially increased or decreased, the 
fee will be subject to revision on an equitable basis. 


4.0 ITEMS TO BE FURNISHED DIRECTY BY THE GOVERNMENT 


The Government agrees to furnish the Contractor, free of charge, while in 
Cambodia, any necessary office space, office equipment and materials, communi- 
eations, stenographic and clerical assistance and materials, interpreter and 
translation service, and other similar services such as local labor, as may be 
available and required during the performance of work under this Contract. 


5.0 TERM OF AGREEMENT 


The Contractor’s obligations under this Agreement shall begin upon the estab- 
lishment of an FOA Letter of Commitment in the amount of $19,070.00 directly 
to the Contractor against which the Contractor may draw the amounts referred 
to in paragraph 3.0. Documentation shall be in accordance with the provisions 
of the Letter of Commitment. 

5.1 This Agreement shall continue in full force and effect until such time as 
the Contractor renders the report provided for in paragraph 1.0 hereof, or until 
two months from the date of departure from the United States of said recon- 
naissance party, whichever occurs first. 


6.0 TAXES AND ASSESSMENTS 


6.1 All payments made hereunder to the Contractor by the Government or 
by the Contractor to its employees or subcontractors or their respective non- 
Cambodian employees shall be exempt to the extent permitted by law from any 
tax or assessment which may now or hereafter be imposed thereon by the laws 
of the Government. To the extent that any such tax or assessment is actually 
paid, the same shall be reimbursed by the Government. 

6.2 The Government shall, without cost to the Contractor or its personnel, 
grant and issue visas, licenses or permits of any kind required to enable the 
Contractor and its personnel to enter Cambodia and to carry on the work to be 
done hereunder to the extent that the law permits. To the extent that any cost 
or expense is paid by Contractor in securing visas, licenses, or permits of any 
kind, such expense shall be reimbursable. 


7.0 CONSULTATION 


It is understood that the Contractor and its personnel may at any time consult 
with FOA officials concerned and may give to them any information and re- 
ports concerning the work performed under this Agreement. 
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8.0 APPENDIX 


The provisions of Appendix A are incorporated herein and made a part 
hereof. 

IN WITNESS WHEREOF the parties have caused this Agreement to be executed 
in quintuplicate as of the day and year first hereinabove written. 


THE GOVERNMENT OF CAMBODIA 


APPENDIX A 


TECHNICAL SERVICE CONTRACT BETWEEN GOVERNMENT AND CONTRACTOR 


Except as otherwise provided in the Contract, the following provisions are 
part of the Contract: 

A. Payment to Contractor. Payment will be made by Government or at re- 
quest of Government to the Contractor monthly, or at other agreed upon inter- 
vals, upon submission to Government of (1) Voucher Standard Form 1146 in 
original and three copies; (2) Supplier’s Certificate, FOA Form 280, in dupli- 
cate; (3) original and one copy of Contractor’s invoice indicating the paragraph 
and subhead of the Contract under which reimbursement is to be made, sup- 
ported when applicable as follows: 

a. For salaries: the employee’s name, actual days worked, rate of pay, 
and amount claimed. 

b. For transportation costs and travel allowances: a statement of the 
itinerary with attached carrier’s receipt. Travel allowance should be shown 
separately. 

ec. For overseas living allowances: receipt or other evidence of payment 
from the employee involved, showing the period covered. 

d. For other costs, such as equipment, insurance, and miscellaneous out- 
of-pocket expenses: receipted vendors’ invoices, appropriately detailed as to 
quantity, description, and price. 

The invoice shall also indicate: (1) the total estimated dollar cost of services 
and fees under the Contract; (2) the total dollar amount previously received 
and/or claimed as partial payments, detailed by amounts and dates; (3) the 
dollar amount invoiced; (4) total estimated dollar cost of services and fees not 
yet invoiced. In addition, attached to or endorsed on the invoice shall be one 
copy of a Works Progress Certificate signed by the Contractor in the following 
form: 

“The undersigned certifies that the cost of services reimbursable to the Con- 
tractor and the amount of fee earned by the Contractor up to the date of this 
certificate are not less than the total payments received or claimed by the Con- 
tractor under the Contract (including the payment claimed under the invoice), 
and that the Contractor has fully complied with the terms and conditions of the 
Contract.” 

B. Books and Records. Contractor shall keep full and complete records and 
books of account in accordance with generally accepted accounting principles 
covering the financial details applicable to this Contract and shall require all 
subcontractors to maintain similar books and records; the Government or FOA, 
or any of their duly authorized representatives, shall, until the expiration of 
three years after final payment under this Contract, have access to and the right, 
at all resonable times, to examine and audit such records and books of account 
(and, in addition, any or all other attachments, correspondence, memoranda, and 
other records pertaining to this Contract) of the Contractor involving trans- 
actions relating to this Contract. 

C. Inspection. Contractor agrees to permit authorized representatives of Gov- 
ernment and FOA at all reasonable times to inspect the facilities, activities, and 
work pertinent to the Contract, either in the United States or abroad, and to 
interview personnel engaged in the performance of the Contract to the extent 
deemed necessary by the Government or FOA. 

D. Subcontracts. Except as authorized in writing by Government and FOA, 
the Contractor shall not subcontract any part of the work under this Contract. 
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E. Non-Discrimination. In connection with the performance of work under 
this Contract, the Contractor agrees not to discriminate against any employee or 
applicant for employment because of race, religion, color, or national origin. 

The Contractor further agrees to insert the foregoing provision in all sub- 
contracts hereunder, except subcontracts for standard commercial supplies or 
raw materials. 

F. Termination. Government or FOA may terminate this Contract in whole 
or in part at any time upon 14 days’ written notice to the Contractor. In the 
event of such termination, the Contractor shall be reimbursed for all expenditures 
made and obligations incurred in accordance with the provisions of this Con- 
tract up to the effective date of termination; provided that Contractor shall 
minimize, to the maximum possible extent, expenditures and obligations after 
receipt of any such notice and cancel obligations where possible. 

G. Notice. All notices required under this Contract shall be sufficient only 
if in writing and sent by telegraph or cable or mail to the address of each of the 
parties hereto appearing in the first paragraph of this Contract, or such other 
address as either party may specify in writing. Notices hereunder shall be effec- 
tive when received. 

H. Reports and Information. All information gathered under this Contract 
by Contractor and all reports and recommendations hereunder shall be treated 
as confidential by the Contractor and shall not, without Government’s and FOA’s 
consent, be made available to any person, party, or government other than FOA, 
except as otherwise expressly provided in the Contract. 

I. Personnel. 

(1) Contractor agrees within 30 days after the execution hereof to furnish 
to Government and FOA the name and necessary identifying information with 
respect to the officers (if Contractor is a corporation), or the principals (if Con- 
tractor is a partnership), or the individual (if Contractor is a sole trader), and, 
if requested by FOA or Government, to submit biographical information on any 
of the individuals now or hereafter employed in the performance of this Con- 
tract; provided that, in respect of personnel to be sent overseas for work on this 
Contract, Contractor shall obtain prior approval from Government and FOA as 
to security. Contractor further agrees, at the written request of Government or 
FOA, to terminate the employment on this Contract of any individual or indi- 
viduals if Government or FOA is of the opinion that, for security or other rea- 
sons, such termination is required. 

(2) Before personnel are employed for or assigned to work on this Contract, 
the Contractor shall submit to FOA and Government such information regarding 
past earnings of such personnel as may reasonably be requested by Government 
or FOA and shall obtain Government and FOA approval of salary and time 
charges in respect of such personnel. 


Mr. Reppan. Could you tell the committee briefly what the duties 
of Brown and Blauvelt were under this contract between Brown and 
Blauvalt and the Government of Cambodia, dated April 7, 1955? 

Mr. Brown. We were to make a reconnaissance report of the pro- 
posed highway. We were to send a team to Cambodia to make a 
a study of the sites, the alternate routes, to confer with the 

yovernment officials of Cambodia and the United States officials in 
the mission in Cambodia and to come back and prepare a report for 
the ICA. 

Mr. Reppan. Were you to concern yourself with roads other than 
the proposed road from Phnom Penh to Kompong Som ? 

Mr. Brown. No. 

Mr. Reppan. Did you have anything to do with route 3 ? 

Mr. Brown. Well, route 3 was one of the alternate routes, yes. 

Mr. Reppan. And your reconnaissance included route 3 and route 4? 

Mr. Reppan. That’s right. 

Mr. Reppan. Did it include any other roads within Cambodia ? 

Mr. Brown. No. 
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Mr. Reppan. And within what period of time were you to make 
your report? Did you have any period within which you had to make 
the report? 

Mr. Brown. Well, I don’t remember the specific details, but actually 
our men were in Cambodia about 6 weeks, and a month later we 
finished the report. 

Mr. Reppan. How many men did you have on the job? 

Mr. Brown. Two technical men went to Cambodia. 

Mr. Reppan. Did you obtain any other engineering assistance in 
Cambodia ? 

Mr. Brown. Only general assistance of the Cambodian Government. 

Mr. Reppan. And you say you filed a report? Oh, let me back up 
just a moment, Mr. Brown. Did you bid on this job? That is, the 
reconnaissance survey ¢ 

Mr. Brown. We don’t like to think that we did. We were asked to 
submit a proposal. We did submit a proposal. 

Mr. Reppan. You were invited to submit a proposal and you did? 

Mr. Brown. That’s right. 

Mr. Harpy. Well, if folks in your situation don’t bid in some sort 
of way, Uncle Sam has a hard time getting any competition. 

Mr. Brown. Sir, I think you suffer because you take low bids in 
a 

r. Harpy. Well, it’s entirely possible. But I’m thinking about 
procedures and the fact that there is a requirement for competition 
wherever that can be reasonably done. 

Mr. Brown. I think where the administration of proposals is not 
handled by engineers and competitive bidding, even though it’s not 
actual, is implied, very often the low bid does not mean the lowest 
engineering cost. But I know that—— 

Mr. Harpy. That is nearly always true when it is not a fixed price 
bid, isn’t it ? 

Mr. Brown. That’s right. 

Mr. Brownson. You mean there are other ways of making up for 
the low bid? 

Mr. Brown. Well, let say this: Money saved in engineering you 
spend somewhere else, many times over. 

Mr. Harpy. Go ahead. 

Mr. Reppan. I have here a proposal which I believe was submitted 
by your company pursuant to the invitation. 

Mr. Brown. is, sir ; that’s right. 

Mr. Reppan. What price did their invitation elicit? What sum 
did you agree upon to do this work? 

Mr. Brown. I think it was approximately $19,000. I would have 
to check the record. 

Mr. Reppan. Was it your understanding of this contract that you 
were to come up with a report of such a nature that would permit 
contractors to submit bids for construction purposes ? 

Mr. Brown. I don’t think that that was actually inferred as far 
as we were concerned. We were to present a reconnaissance report 
which would give to the Government the target of the costs involved 
and of the physical problems that would be involved in undertaking 
the project. 

Mr. Reppan. Is there a difference between a reconnaissance report 
and an engineering survey ? 
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Mr. Brown. Not necessarily, but they could have different 
connotations. : 

Mr. Reppan. Would there be a difference between what you were 
asked to do and what an engineering company would be asked to do in 
order to obtain firm information upon which a contractor could—— 

Mr. Brown. Oh, very definitely ; yes, sir. 

Mr. Reppan. What type of a survey should be made by an engineer- 
ing firm to obtain that type of information ? 

Mr. Brown. Well, let me say this: That a reconnaissance report is 
merely to give the scope and general nature of the project. It is, we 
can say, pre-preliminary. In normal conduct of engineering business, 
where contractors are asked to submit firm bids for construction, after 
the reconnaissance, which might be labeled “feasibility,” then there is 
the actual plan preparation, which is a much more extensive job on 
which a contractor could submit a firm proposal. 

Mr. Reppan. Did you have any discussions with ICA as to whether 
or not the report you were to submit could be used for the purpose of 
soliciting bids for the construction of the highway ? 

Mr. Brown. Not specifically ; no, sir. 

Mr. Reppan. Well, was there anything in your conferences with 
ICA from which you could infer that ICA thought that was the kind 
of report they would get ? 

Mr. Brown. No, sir. As far as I’m concerned, the reconnaissance re- 
port was to be the basis upon which detailed engineering proposals 
could be received. 

Mr. Reppan. Isit generally known within engineering and contract- 
ing circles that that is the only use which a reconnaissance report 
serves ? 

Mr. Brown. Not necessarily, no. 

Mr. Repnan. Now, I have before me this rather bulky report. I 
don’t believe there is a date on it. I ask you if that is the report you 
submitted. 

Mr. Brown. Yes, that’s it. 

Mr. Reppan. Did your men actually traverse the proposed Route 4 
on the ground from 

Mr. Brown. Yes, sir. That’s right. To the extent that it was pos- 
sible. There was military action in the area. On some we had to make 
rather limited reconnaissance. 

Mr. Reppan. What did youdo? Fly part of the way? 

Mr. Brown. Had to fly part of it. 

Mr. Reppan. So you didn’t actually cover the route on the ground 
all the way ? 

Mr. Brown. The bulk of it we did; yes, sir. 

Mr. Reppan. Did you make that known to ICA in your report? 

Mr. Brown. Yes, sir. 

Mr. Reppan. In your conclusions on page 48, your second paragraph 
states that the construction of the highway along National Route No. 
4 is recommended at a total cost of about $15 million. 

Mr. Brown. That’s right. 

Mr. Reppan. Is there anything in the body of your report which 
would indicate how firm a figure that is ? 

Mr. Brown. No, this is what we would call a target estimate. There 
is definite information to show how that is built up. If you will look at 
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the schedule after page 47 you will see the items which go to make up 
that cost. 

Mr. Harpy. Have you had any indication or any reason to take 
a look-see at this particular project and try to figure out what ac- 
counts for such a wide variation between your estimate of cost and 
what it has turned out to be? 

Mr. Brown. I haven’t the slightest idea what it has cost, sir. 

Mr. Harpy. All right. 

Mr. Brown. I know nothing about this project since we finished 
the reconnaissance. 

Mr. Brownson. Mr. Chairman, I think we ought to tell him that 
if that was the target estimate, somebody missed the target. It’s 
running about $27 million up to the present time. 

Mr. Brown. I would have no reason to know about that nor know 
why. Ican say this: That I have no reason to believe that our report 
was seriously in error based upon other experience. 

Mr. Harpy. Did you have just a two-man reconnaissance team over 
there and is that all you had actually working on this job? 

Mr. Brown. Well, all that went to Cambodia, yes. But actually 
when we returned to the United States there was more working at in 
the office. 

Mr, Harpy. How much time did they spend on it ? 

Mr. Brown. About a month. 

Mr. Harpy. About a month in Cambodia? 

Mr. Brown. Well, I think it was about 6 weeks in Cambodia. A 
month after they returned. 

Mv. Harpy. Do you still think that based on the criteria that you 
had then, the standards that you were working toward, you did a 
reasonably thorough job of preliminary estimate on that job? 

Mr. Brown. In accordance with the requirements of our contract; 
yes, sir. 

Mr. Reppan. Under your proposal, you proposed to send 1 engi- 
neer there, 1 construction man, a team, to spend approximately 1 
month in Cambodia and in-transit travel. 

Mr. Brown. That’s right. 

Mr. Reppan. You say they actually spent about 6 weeks there? 

Mr. Brown. That’s right. 

Mr. Harpy. Do you have any questions? 

Mr. Brownson. Under normal engineering practice, as you have 
outlined it, what would be the steps in building a road like this? 
First is your reconnaissance survey ? 

Mr. Brown. That’s right. 

Mr. Brownson. Which we have been discussing. What would be 
steps 2, 3, 4 and down the line, following accepted engineering 
practices? 

Mr. Brown. Well, the second step would be to do the detailed 
engineering. First would be the ground survey. Then the design. 
‘ d then contracts would be awarded on the basis of that detailed 

esign. 

Mr. Brownson. In other words, there would be a detailed set of 
papers put out so that it would be available to circulate among the 
contractors for their bid? Is that right? 

Mr. Brown. That’s right. 
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Mr. Brownson. If the contract for the detailed survey were let 
right away, how long would it take from the time you finished your 
reconnaissance report for an engineering firm to develop such a 
survey ? 

Mr. Brown. Approximately 1 year. 

Mr. Brownson. About a year? 

Mr. Brown. That’s right. 

Mr. Brownson. Then, in other words, it would have been a year 
after you finished your reconnaissance survey before they would have 
taken construction bids on this road if they had followed that par- 
ticular system ? 

Mr. Brown. That’s right. 

Mr. Brownson. That’s all I have, I think, Mr. Chairman. 

Mr. Harpy. Thank you very much, Mr. Brown. 

Are you finished, Mr. Reddan ? 

Mr. Reppan. Yes, sir. 

Mr. Harpy. We appreciate your coming down. 

Mr. Brown. All right, sir. 

Mr. Harpy. Mr. Kessler, will you come back, please, sir? 

Let the record show that Mr. Reuss left the committee a short while 
ago and Mr. Brownson arrived before Mr. Reuss left, and Mr. Brown- 
son is still present. 

Let the record also show that Mr. Kessler has been previously 
sworn. 

Mr. Kesster. Mr. Chairman, I have Mr. Weitzen here who is a 
member of my staff, and I wonder if it would be all right to have 
him at the table ? 

Mr. Harpy. Perfectly all right. Bring him on up. 


TESTIMONY OF JULIUS KESSLER, ASSISTANT DIRECTOR, OFFICE OF 
CONTRACT RELATIONS, OFFICE OF TECHNICAL SERVICES; AC- 
COMPANIED BY HAROLD C. WEITZEN, CONTRACT SPECIALIST, 
OFFICE OF TECHNICAL SERVICES, INTERNATIONAL COOPERA- 
TION ADMINISTRATION 


Mr. Harpy. When you testify, will you testify and just depend on 
Mr. Weitzen to feed you the ammunition ? 

Mr. Kesster. All right, sir. 

Mr. Harpy. Whichever way you prefer. But if he is going to 
testify we will have to swear him. 

Mr. Kesster. I don’t think we will have to. He can refresh my 
memory. 

Mr. Reppan. When you were here the other day, Mr. Kessler, did 
you give the committee your background ? 

Mr. Kesstzr. No; I did not. 

Mr. Reppan. If you will doso briefly, I will appreciate it. 

Mr. Kesster. I have been in my present position with the Office of 
Contract Relations as Assistant Director for the past 214 years. I have 
been associated with the foreign-aid program since 1951 in various 
ian as Deputy Controller of the ICA and as Liberian desk officer 
in FOA. 

Prior to that, from 1946 to 1951, I was with the State Department 
Division of Finance in an accounting position. From 1942 to 1946, 
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I was with the armed services, and during that period as a termination 
officer in contract termination work with the Air Force for approxi- 
mately a year and a half. 

From 1941 to 1942, I was with the Institute of Inter-American 
Affairs in an accounting capacity. From 1935 to 1941, I was with 
Commodity Credit Corporation; and my final job there was that of 
auditor, traveling around the States. 

(Discussion off the record.) 

Mr. Kesster. I hold a degree from Benjamin Franklin University, 
bachelor of commercial science awarded in 1938, and an LL. B. from 
Columbus University awarded in 1942. 

Mr. ane In your position with ICA, what are your general 
duties ! 

Mr. Kesster. As Assistant Director of the Office of Contract Rela- 
tions to negotiate, approve, and sign contracts and contractual docu- 
ments and letters of award. 

Mr. Reppan. Does your office have anything to do with the issuance 
of invitations to bid ? 

Mr. Kesster. Yes; they do. 

Mr. Reppan. Does your office prepare the list of bidders to whom 
invitations to bid are sent ¢ 

Mr. Kesstyr. No; they do not. These lists are prepared by our 
Industrial Division. 

Mr. Reppan. Do you know how they are prepared ? 

Mr. Kesster. It would be hearsay. 

Mr. Reppan. Well, if it was good hearsay, I don’t mind. 

Mr. Kesster. It is good hearsay. 

Mr. Reppan. All right, you sll ta 

Mr. Kesster. We Save a file which is referred to as the uniterm. 
And in the file there are some 2,000 contractors; various types, manage- 
ment, civil engineering, construction, things of that nature. When 
there is a project which has been approved for contracting, our Indus- 
try Division will obtain from the uniterm a group of firms who have 
shown experience in the type of work that we are about to undertake. 

Mr. Reppan. Experience with the Government? 

Mr. Kesster. Not necessarily; experience in the field. They will 
then screen these that they pull and there could be as many as 100 
or 150 they pull from the files. 

They would screen them and prequalify a number of the firms that 
they have taken from the file, and these will be sent to us so that we 
can then send invitations to this group of firms. 

Mr. Reppan. Who would be the one in that division, Mr. Kessler, 
who could give us the exact method by which the screening is done 
and how the firms got on the list, and so forth. 

Mr. Kesster. Now are you speaking specifically of the construc- 
tion contract in Cambodia ? 

Mr. Reppan. No, sir; I am speaking of contracts in general but 
including the contracts of this type. 

Mr. Kesster. Mr. Thompson, I think, should be able to provide this 
information to you, or one of his staff. 

Mr. Reppan. Whiat is Mr. Thompson’s position ? 

Mr. Kesster. Mr. Thompson, I think, is Chief of the Engineering 
Division in the Office of Industrial Resources. 
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Mr. Reppan. All right. Now, based upon a list which you received 
from that division, you sent out invitations to bid; is that right? 

Mr. Keusster. That is correct. 

Mr. Reppan. Did you screen the list that you received ? 

Mr. Kesster. I don’t believe so. 

Mr. Reppan. Is it your normal practice to do so? 

Mr. Kesstrr. Well, the answer to that is “Yes” and “No.” 

Mr. Reppan. Well, if it is “yes,” on what basis do you screen the 
list given to you by the-—— 

Mr. Kesster. Let me say this, Mr. Reddan, the screening would 
not be done by myself but by one of the negotiators. If he saw a name 
on the list that had received too much of the work from ICA or one 
on the list who we have had some difficulties with in the past, he 
would call it to the attention of the Industrial Division and ask them 
if we could remove that name from the list. Or if we had knowl- 
edge that there were other people in the field who had been in to 
see us on occasion who wanted to be considered for this type of work, 
we would again ask the Industrial Division if there would be any 
objection to placing their name on the list in order that they might 
submit proposals. 

Mr. Reppan. But the ultimate decision would have to be made by 
the Engineering Division, is that right ? 

Mr. Kesster. This is correct, because only they I think are tech- 
nically qualified to make this determination. 

Mr. Reppan. I mean you do not do any screening on your own 
initiative ? 

Mr. Kesster. We do not. 

Mr. Reppan. Now, do you have any definite formula by which 
you determine how much is too much? You say some contractors 
receive too much ICA business; do you have a dollar volume or 

Mr. Kesster. No, I wouldn’t say dollar volume. I think that if 
within the past 6 months you might find that 1 contractor had sub- 
mitted 4 proposals and received 3 awards, you might suggest to In- 
dustry Division, “We ought to give somebody else a chance.” 

I don’t think there is any formula by which we did it. 

Mr. Reppan. Regardless of the size of the contract? There is no 
dollar volume ? 

Mr. Kesster. I would not think so. 

Mr. Reppan. At least you have promulgated no rules or regulations 
within your 

Mr. Kesster. No, sir; not within our own Office of Contract 
Relations. 

Mr. Reppan. Now I would like to show you a list of firms and ask 
ou whether or not those are the firms which received an invitation to 
id on the construction of this Cambodian highway ? 

(Document handed to Mr. Kessler.) 

Mr. Kesstzr. I can identify nine of these. The other four we didn’t 

receive answers from, so— 

Mr. Reppan. I would like to know whether or not those all received 
invitations. 

Mr. Kesster. Yes; these are the ones that received the invitations, 
13 of them. 
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Mr. Reppan. And that comprises the entire list that was sent over 
to you by the Engineering Division ? 

Mr. Kessier. That comprises the list that was sent over to me by 
the Engineering Division. 

Mr. Reppan. May we have this as exhibit 41 of this date, Mr. 
Chairman ? 

Mr. Harpy. Without objection, it will be so ordered. 


(The document referred to was introduced into the record as exhibit 
41 and follows:) 


Exuisir 41—List or Firms To ReEcEIvE LETTER OF INVITATION ON CAMBODIAN 
HigHWAY 


Tecon Corp., 1757 K Street NW., Washington, D. C. 
S. Birch & Sons Construction Co., 208 Central Building, Seattle, Wash. 
Vinnell Co., Inc., 1145 Westminster Avenue, Alhambra, Calif. 


A. L. Dougherty Overseas Constructors, room 360, Hotel Roosevelt, New York 
N.Y 


Nello J. Tear Construction Co., Durham, N. C. 

L. C. DeFelice & Co., Nettleton Avenue, North Haven, Conn. 
Johnson, Drake & Piper, Inc., Baker Building, Minneapolis, Minn. 
Berlanti Construction Co., Inc., Harrison, N. Y. 


J. H. Pomoroy & Co., Inc., 533 Montgomery Street, San Francisco, Calif. 
J. A. Jones Construction Co., Inc., Charlotte, N. C. 

Morrison-Knudsen, 1346 Connecticut Avenue, Washington, D. C. 
Raymond Concrete Pile Co., 140 Cedar Street, New York, N. Y. 

Utah Construction Co., 100 Bush Street, San Francisco, Calif. 

Mr. Reppan. Now, I show you what purports to be a copy of an 
invitation to bid and ask you if that is what those listed on exhibit 41 
received ? 

(Document handed to Mr. Kessler.) 

Mr. Kesster. I think so. I am not quite sure without checking. 

Mr. Reppan. Can you check with your records there ? 

Mr. Kesster. This is not dated so it is difficult for me to determine 
this. 

Mr. Reppan. Yes, I would like to ask you the date the invitations 
went out, please, if they all went out the same time? 

Mr. Kesster. They all went out the same time. 

They were sent out on May 16, 1956. 

This invitation, Mr. Reddan, is not complete. There was an at- 
tachment to it that is not attached to this Lindicating]. 

Mr. Reppan. Do you have the attachment there? 

Mr. Kessier. It is a part of our file, yes, sir. And I think that 
you have it, as a matter of fact. If you haven’t we can make it 
available to you. 

Mr. Reppan. What is the attachment? 

Mr. Kesster. It is a list of the equipment to be procured by the 
construction contractor. 

Mr. Harpy. There is just one list of equipment ? 

Mr. Kesster. Yes, sir, it is a list of three pages of equipment. 

Mr. Harpy. Well, now, was that a part of the bid document to 
start with ? 

Mr. Kesster. This was a part of this invitation to bid, yes, sir. 

Mr. Harpy. So that there was a list of equipment furnished with 
the invitation ? 

Mr. Kesster. Yes, sir. 
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Mr. Reppan. You say that went out on May 16? 

Mr. Kesster. May 16, 1956. 

Mr. Reppan. To the contractor? 

Mr. Kesster. To the construction contractors. 

Mr. Reppan. You said the invitation had an attachment that con- 
tained a list of equipment which the contractor was to procure? 

Mr. Kesster. The copy I have here indicates that it was sent out. 

Mr. Harpy. Is that list of equipment different from the one that was 
agreed to with Dougherty ? 

Mr. Kessurr. I don’t know without checking. I am not quite sure. 
T would have to check that for you and let you know. 

Mr. Harpy. Do you know whether that original list of equipment 
contained the items that were added to the Dougherty list and which 
were subsequently procured as used equipment ? 

Mr. Kesster. tt 1ink this is that lst. I am not sure, but I would 
assume it was, 

It refers to nine rubber-tired tractors, and I have heard the dis- 
cussion here of those things. 

Mr. Harpy. Well, the thing I am trying to understand is whether 
the list that was attached to the invitation to bid was a complete list 
of all of the equipment that was expected to be required ? 

Mr. Kesster. No, sir. It was not a complete list of all the equip- 
ment expected to be required because at that time, as I recall, we had 
asked for bids from suppliers to furnish a certain amount of equip- 
ment. 

Mr. Harpy. Were the bidders supposed to estimate the cost of con- 
structing that road based on using only that equipment ? 

Mr. Kesster. Only this equipment ? 

Mr. Harpy. Yes. 

Mr. Kesster. No, sir, I think you will find the invitation said other 
equipment was to be supplied by the Government or, I think you will 
find, Mr. Chairman, that this list is in addition to the equipment pro- 
curement that we had undertaken ourselves earlier. 

Mr. Harpy. That is in addition to the equipment you had author- 
ized Dougherty to procure earlier ? 

Mr. Kesstrr. This is in addition to the equipment that we had orig- 
inally requested bids on and had finally made the award to Axelrod. 
It is in addition to that list. 

This would, I think, be the second list of equipment that was actu- 
ally procured under our second letter of agreement, if I am not mis- 
taken. 

Mr. Harpy. Do we have that list ? 

Mr. Reppan. Will you check that again, Mr. Kessler ? 

I can find nothing in this contract with respect to the procurement 
of equipment. 

Mr. Woops. This is construction invitation. 

Mr. Kesster. So is this. This is construction invitation, which 
attaches to it a partial equipment list for Cambodia. 

Mr. Harpy. Go around there, Mr. Woods and reconcile this thing. 
Let’s not be talking about two different things. 

Mr. Woops. You already had bids out, Mr. Kessler, for equipment ? 

Mr. Kesstrr. For some equipment, that’s right. But I don’t think 
it is the same equipment. 
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Mr. Reppan. If you will just look at the invitation, please, Mr. 
Kessler, and see sien they refer—see, please, sir, if there .is any 
reference to procurement of equipment. 

(Document handed to Mr. Kessler. ) 

Mr. Kesster. On item 3 on page 3: 

Receiving at port of entry, servicing and moving heavy construction equip- 
ment now on order to the job site. Planning and designing the aggregate and 
asphalt mixing plants with the assistance of engineer and procuring this equip- 
ment and additional construction equipment as required. 

I think maybe, to correct the statement, that this was the equip- 
ment that will be furnished, rather than he was supposed to fur- 
nish; reading from this I would assume this equipment was to be 
furnished him [indicating]. 

Mr. Reppan. Yes. I guess we will have to let the documents speak 
for themselves on the thing. 

Mr. Kesster. Yes. 

Mr. Harpy. We do not have a copy of the equipment list that 
went along with the invitation to bid # 

Mr. Kesster. Yes, sir, I do. 

Mr. Harpy. I say we don’t? 

Mr. Kessuer. No, sir. We will make it available to you, though. 

Mr. Harpy. All right. 

Mr. Woops. Is there a note on here, reference to attachment ¢ 

Mr. Harpy. Why don’t we have it ? 

Mr. Woops. It wasn’t given to me, Mr. Hardy, when I got this 
[indicating]. 

Mr. Reppan. This is all we got [indicating]. 

Mr. Harpy. Take a look at that proposition there, that invitation 
to bid and the equipment list, and let’s see if we can determine spe- 
cifically whether the invitation clearly indicated to the bidder that 
the equipment on the list attached was going to be furnished by the 
Government. 

Mr. Kesstrr. I don’t think that I can so state, Mr. Chairman. I 
don’t think that this invitation says that. 

Mr. Harpy. Well, what did this mean to the bidder, then ? 

Mr. Kesster. I am assuming the way this is in our file that it went 
to the construction contractor. It may not have; it is two separate 
documents in the file. I am sorry, I didn’t know it was two separate 
documents. 

Weare told this is the way it went out. 

Mr. Reppan. Do you have a covering letter ? 

Mr. Kesster. It is the invitation that you have given me here, 
and the one I have before me is to aes company which they 
returned and did not bid on. 

Mr. Harpy. And was the equipment list attached to the invitation 
that was returned ? 

Mr. Kesster. This is difficult for me to say, Mr. Chairman. I have 
them both here and they are both together. I understand they both 
went out and came back this way. 

Mr. Reppan. What was the purpose in sending that list of equip- 
ment to the bidder on the construction contract ? 

Mr. Kesster. I think the purpose was he was to see that this equip- 
ment was received at the port and moved to the job site, and so I think 
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what we did was provided him with this in order that he might 
know what he had to move to the job site from the 

Mr. Reppan. And there is nothing in your ies. to explain that. 
How would the contractor know anything more about it, for instance, 
than you do? 

Mr. Kesster. I can’t answer your question. 

Mr. Harpy. Who had the responsibility for assembling that invi- 
tation to bid and sending it out, determining what was included ? 

Mr. Kesster. Determining what, sir? 

Mr. Harpy. Determining what went with it ? 

Mr. Kesstxr. I must assume that responsibility since I signed the 
invitation. 

Mr. Harpy. Well, the-only reason I asked you the question is be- 
cause I am trying to find out who would have any factual knowledge 
as to this particular point. Apparently you don’t know. 

Mr. Kesster. I don’t. We will try to determine this for you. 

Offhand, I just can’t be sure of how it went out. I assume it went 
out with the list but I would have to check it for you. 

Mr. Harpy. I doubt if you can find out. 

Mr. Kesstrer. May I try to provide you with the information ? 

Mr. Harpy. I would be happy if you would try to provide us with 
any information that would be enlightening. That is all we want. 

Mr. Kesster. I will be happy to try. 

Mr. Reppan. May we have this admitted as exhibit 42? 

Mr. Harpy. Make a note it may not be complete. 

Mr. Reppan. And if additional attachments are with it, we will 
attach it as part of the exhibit. 

Mr. Harpy. Without objection, it will be so ordered. 

(The document referred to was introduced into the record as 
exhibit 42 as follows; it was determined that the original invitations 
were not accompanied by equipment lists :) 


Exureir 42—Cory or LETTER OF INVITATION To Bip ON CONSTRUCTION CONTRACT 
SENT TO CONSTRUCTION CONTRACTORS BY INTERNATIONAL COOPERATION ADMINIS- 
TRATION 


GENTLEMEN: The International Cooperation Administration (hereinafter re- 
ferred to as “ICA”) on behalf of the Royal Kingdom of Cambodia (hereinafter 
referred to as “Government”) desires to obtain the services of a qualified Ameri- 
ean construction firm in connection with certain highway construction projects 
as set forth below. This highway construction has been agreed to by the Govern- 
ment of Cambodia and the Government of the United States, as part of the United 
States Aid Program to Cambodia. 

After an evaluation of the information submitted in response to our inquiry 
dated April 6, 1956, your firm is selected to present a proposal for construction 
of said highway in Cambodia. You are accordingly invited to submit your pro- 
posal to serve as contractors on this project. 


PROPOSALS 


All proposals for carrying out the scope of work described herein should be sub- 
mitted in quintuplicate to the Director, Office of Contract Relations, International 
Cooperation Administration, 815 Connecticut Avenue, Northwest, Washington 
25, D. C. Proposals received after 5:30 p. m. June 18, 1956 will not be consid- 
ered. Two copies of the proposal must also be submitted to the Cambodian 
HNmbassy, 4530 16th Street Northwest, Washington 11, D. C. 
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SCOPE OF WORK 


The Contractor will be expected to perform all of the services involved in the 
construction of a modern asphalt surfaced highway, between a proposed port 
on the Bay of Kompong Som (opposite Koh-Pros) to Phnom Penh, a distance of 
approximately 208 KM in accordance with standard U. S. highway construction 
practices and the detailed design prepared by Michael J. Baker, Jr. Inc., 
Rochester, Pennsylvania, ICA Consulting Engineers. 

The Contractor is to submit his proposal based on this general broad scope 
of work and will be expected to perform all of the normal construction work 
involved therein on a cost-plus-fixed-fee basis. The Contractor had the oppor- 
tunity to review the reconnaissance report made by the firm of Brown and Blau- 
velt and it in his responsibility to assure himself of the accuracy of the report. 
He may also consult with Michael J. Baker, Engineers, Rochester, Pennsylvania, 
or this office for further clarification. 

More specifically, the construction services shall consist of ; but not be limited 
to, the following: 

1. Providing all elements of customary highway construction in accordance 
with sound engineering practices to produce a finished road with a seven (7) 
meter width of asphalt wearing surface, flanked on both sides with two (2) meter 
earth shoulders, with bridges and culverts as required. Road is being designed 
for H-10 loadings and bridges for H-20. The Engineer’s drawings and specifica- 
tions will prescribe a completed project which the Contractor will follow in 
earth work, base and surface courses, grading, site clearing, pavements, struc- 
tures and all other construction as required, and under the direction of the 
Engineer. 


2. Maintaining constructed highway until accepted by Engineer and Govern- 
ment. 

8. Receiving at port of entry, servicing and moving heavy construction equip 
ment now on order to the job site. Planning and designing the aggregate and 
asphalt mixing plants with the assistance of Engineer and procuring this equip- 
ment and additional construction equipment as required. 

4. Furnishing all materials that may be required in the work, regardless of 
the source of such material, whether native materials such as sand, gravel, stone, 
timber, etc., or materials that must be imported to comply with the requirements 
of the specifications, as shall be prepared by the Engineer. 

5. Building and furnishing housing facilities for the quartering of administra- 
tive and supervisory personnel of its own staff and that of the Engineer, as well 
as one or two field camps. Size of these facilities will depend on number of per- 
sonnel employed by Contractor plus approximately 20 persons on Engineer’s 
staff. These quarters should also accommodate the Cambodian personnel em- 
ployed on the project. The camp or camps are to include dining room, kitchen, 
recreation hall, living quarters, laundry, infirmary-hospital, offices, repair 
shops, etc. c 

6. Furnishing all key personnel, which shall include administrative, foremen, 
skilled operators and craftsmen, mechanics as required. It must be realized 
that the availability of trained Cambodian personnel is limited. Proposals must 
not only state number of personnel required and job titles but which of the men 
will be assigned from the permanent staff of the Contractor. In selecting tech- 
nicians for this project, the Contractor should be thinking in terms not only of 
professional competence and ability to train foreign personnel, but shall also 
consider the personality factor. 

7. Providing custody, repair and maintenance of all equipment and the pur- 
chasing of an adequate supply of spare parts. 

8. Furnishing of all local personnel with rates of pay conforming to established 
Cambodian wage scales. 

9. Training Cambodian personnel in all phases of highway maintenance, con- 
struction and equipment operation. 

10. Furnishing necessary transportation for all personnel engaged in the work. 


DURATION OF WORK 


The Contractor’s Project Manager shall arrive in Cambodia not later than 30 
days and the Contractor’s major portion of the personnel shall arrive not later 
than 45 days after necessary ICA security clearances are obtained. The project 
should be completed within two years after signing of the contract and the se- 
lection of equipment, number of personnel, and estimated cost of the job should 
be developed around this target date. 
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FINANCIAL FEATURES 


All dollar costs will be reimbursed by ICA to Contractor under a Letter of 
Commitment against which the Contractor may draw its fee and dollar re- 
imbursable costs upon presentation of certain prescribed documents. 

A local currency fund will be established and maintained in the name of the 
Contractor in a bank in Cambodia to defray local currency expenses for quarters 
allowances, wages of Cambodian personnel, travelling expenses in Cambodia and 
other local currency costs. 

PERFORMANCE BOND 


The Contractor to whom the contract award is made will be required to pro- 
vide a Performance Bond presently set at $1,500,000.00, based on preliminary 
information available. In this proposal, the Contractor is requested to comment 
on the adequacy of a performance bond of this size. 


PROPOSAL 


Proposal shall comply as applicable with ICA Bulletin No. 35 revised, re- 
printed May 12, 1954, copy attached with particular reference to the information 
requested in Appendix A. 

The type of contract contemplated is defined in the above referenced bulletin 
as “Cost-Plus-A-Fixed Fee’. Contractor will submit his best estimate of the 
total cost of the job which will indicate salaries, fee and all other costs in order 
that ICA and the Government of Cambodia may understand what the services 
will cost. Contractor will also furnish an estimate of the force of Cambodian 
personnel required. Contractor should provide a brief statement of its per- 
sonnel wage policy applying to this job with particular reference to vacations, 
sick leave and other salary increments. 

The cost information referred to above and in Appendix A should be presented 
so as to reflect estimated costs in dollars and in local currency. 





Director, Office of Contract Relations. 

Mr. Reppan. Where did you obtain the information that you in- 
cluded in your invitation to bid ? 

Mr. Kesster. Are you referring to the scope of work appearing 
on page 2? 

Mr. Reppan. That’s right. 

Mr. Kesster. This information was obtained from our engineering 
division. 

Mr. Reppan. Was it your intention that this invitation to bid would 
contain information sufficient for a contractor to submit a firm or a 
reasonably complete bid? An intelligent bid, let’s put it that way. 

Mr. Kesster. An intelligent bid? 

Mr. Reppan. Yes, sir. 

Mr. Kesster. But not a fixed-price bid. 

Mr. Reppan. Nota fixed-price bid, an intelligent bid. 

Mr. Kesster. An intelligent bid; yes, sir. 

Mr. Reppan. And did it contain any more information than was 
contained in the Brown & Blauvelt engineering report ? 

Mr. Kesstzr. I don’t know. To the extent that it contained addi- 
tional information of the manner in which the proposal was to be 
submitted, the answer to your question is “Yes.” If it is in relation 
to the scope of work, I can’t answer your question. I have not com- 
pared them. 

Mr. Reppan. From how many people did you receive bids? 

Mr. Kesster. We received nine. 

Mr. Reppan. From how many companies? 

Mr. Kesster. We received nine proposals. 
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Mr. Reppan. Did you ever make any attempt to obtain a fixed- 
price contract ? 

Mr. Kesster. We did not. Tothe best of my knowledge, we did not. 

Mr. Reppan. Is there any reason why you did not? 

Mr. Kesster. It is very difficult to obtain fixed prices on unknown 
quantities and this is an unknown quantity. 

Mr. Reppan. That’s what I was trying to get at. If this is an un- 
known quantity, how do you expect a contractor to come up with a bid 
which would give you any idea how much this thing is going to cost? 

Mr. Kesster. Based on his review of the Brown & Blauvelt report, 
his discussion with the engineer, Michael Baker & Co., and his visit 
to the site in Cambodia, from these we would assume that he could 
present a reasonably good bid. 

Mr. Brownson. You mean you thought these contractors would 
have to go to Cambodia before they bid on it? 

Mr. Kesster. Most of them did. 

Mr. Harpy. Actually they weren’t making a bid; they were just 
giving an estimate, their estimate of the cost. This is not a bid in any 
sense of the word. 

Mr. Kesster. Mr. Chairman, I said they were making a proposal. 
I agree with you, this is not a firm bid. 

Mr. Harpy. A proposal, it is a proposal which is just a figure for 
somebody to shoot at. 

Mr. Kesster. This is very true. 

Mr. Harpy. And actually the results that you got vary widely. 

You might have been better off if you had taken the high bid. 

Mr. Kesster. We might. This we'll never know. 

Mr. Harpy. Of course, if, in this kind of a procedure, you actually 
are going to put any major weight on the estimate and make the award 
according to the low estimate, it would be to the advantage of a con- 
tractor to give you a low estimate knowing all the time that it didn’t 
mean anything because you are going to have to pay the final cost 
anyhow. 

Mr. Kessier. This I would 

Mr. Harpy. And the more he could increase the cost, the more 
chance he had of building up his fee. 

Mr. Kessier. I disagree with you, sir. The fee is fixed without 
being subject to adjustment upward unless there is a change in the 
scope of the work. 

Mr. Harpy. How many fixed-fee contracts for contracts overseas 
in your area have not been adjusted upward ¢ 

Mr. Kesster. On fee? 

Mr. Harpy. Yes, on the fee. 

Mr. Kesstrr. I can’t answer that right now, but I think you will 
find comparatively few unless there is a change in scope of work. 

Mr. Harpy. Well, change in scope of work sometimes is awfully 
misleading, too. 

Mr. Kesster. It may very well be. 

Mr. Reppan. When you say you are dealing with an unknown quan- 
tity here, any claim of change of scope at a later date would be pretty 
hard to deny; would it not? 
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Mr. Kesster. Except that the contractor has agreed to build a road 
from point A to point B for which he has asked a fee of $435,000. 
Now, this is the only thing we have that is firm. 

I would agree with you aside from that it is a cost contract and 
the cost will fluctuate. 

Mr. Harpy. And that certainly is going to fluctuate. If you will 
look back at your experience, I’d be fairly sure you will find that 
you have comparatively few contracts of this nature where the fee 
hasn’t been adjusted. 

I am not suggesting that there aren’t reasons to adjust them, but 
I mean historically the fee is adjusted. It is adjusted on cost-plus- 
fixed-fee contracts here just the same as it is overseas. 

Mr. Kesster. Yes, sir; it is adjusted to the extent there is a change 
in the scope, not to the extent the cost has increased where there is 
no change in scope. 

Mr. Harpy. Well, I would doubt that all of them are commensurate 
to the extent of change in scope. 

Mr. Brownson. Now, Mr. Chairman, what does he mean by 

“change in scope” ? 

Does that have to be a change in the specifications on his part or 
is it a change in conditions which he meets in fulfilling his original 
contract ? 

Mr. Kesster. I would say it is a change in the conditions that he 
would have to undertake because we suggested it or that he refused 
to undertake unless we amended his contract to change the scope of 
the road, which was different from what he agreed to do. 

Mr. Harpy. I don’t think you mean that. Now, for instance, let’s 
just take a situation—I mean you wouldn’t make that exclusive. 

Mr. Kesster. No. 

Mr. Harpy. Let’s take a situation like we were discussing yesterday 
in connection with a fill in a particular spot. If it was determined 
by somebody that there was more difficulty there than might have 
reasonably been expected and it prolonged the contract, of course you 
would adjust the fee. And you wouldn’t be able to live with it if you 
didn’t. 

Mr. Kesster. I may not be able to live with it if I didn’t, Mr. Chair- 
man, but I doubt if I would unless the contract was specific to the 
amount of fill that went into the road. 

Mr. Harpy. All right. 

Mr. Reppan. Mr. Kessler, you say that there were three things com- 
bined here—review of the Brown & Blauvelt report, a discussion with 
Michael Baker engineers, and a trip to Cambodia; the contractor 
could come up with a fixed-price contract. Is that the idea? 

Mr. Kesster. Not a fixed-price contract; no, sir. 

Mr. Reppan. What would be required to come up with a fixed-price 
contract ? 

Mr. Kesster. I would assume that he would have to have the speci- 
fications, design of the road, before he can give you a fixed-price 
contract. 

Mr. Reppan. And what would that take, a more complete engineer- 
ing study ? 

Mr. Kesster. It would take the engineer to actually design the 
road, provide the plans; the plans and designs we would send out for 
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Mr. Reppan. Do you know whether or not a request has been made 
in this case for increase in fee? In this Cambodian road job? 

Mr. Kesster. Since the contract was signed ? 

Mr. Reppan. Yes, sir. 

Mr. Kesster. I don’t know. 

Mr. Reppan. Is there now pending before ICA a request for an 
extension of the contract ? 

Mr. Kessurr. Yes. 

Mr. Reppan. Does it include an increase in fee? 

Mr. Werrzen. May I answer that? 

Mr. Harpy. Maybe I ought to swear him. I believe it would be 
better. 

Mr. Kesster. All right, sir. 

(Whereupon, Mr. Harold C. Weitzen was duly sworn by Mr. 
Hardy.) 

Mr. Harpy. Have a seat, sir. 

Mr. Reppan. Would you give the reporter your full name and 
address, please. 

Mr. Werrzen. My name is Harold C. Weitzen—W-e-i-t-z-e-n; and 
I live at 1008 Annanwood Court—A-n-n-a-n-w-o-o-d Court, Annan- 
dale, Va. 

Mr. Reppan. And what is your position with ICA ? 

Mr. Werrzen. I am a contract specialist, or as I am referred to in 
my own shop, a contract negotiator. 

Mr. Reppan. How long have you been engaged in that sort of 
work ¢ 

Mr. Werrzen. I have been a contract negotiator with ICA for 
almost 3 years. 

Mr. Reppan. And prior to that time? 

Mr. Werrzen. And just prior to that time, I was employed by the 
Reconstruction Finance Corporation as a contract analyst, where I 
did some negotiating work. 

I am an attorney at law. I have an LLB, and ML, and an MPL 
from the National University, Washington, D. C. 

I am a member of the District bar, admitted to practice in the courts 
in the District. 

Mr. Reppan. All right, now, I believe you had the answer to the 
question that was asked of Mr. Kessler. 

Mr. Werrzen. Yes. There has been submitted to us what is now 
considered to be a preliminary estimate of what it would take to 
complete the highway and in that estimate, there is a figure which is 
indicated as being increased fee. 

Now, we have not given consideration to this estimate because we 
have gone back to the mission and gone back to the contractor for a 
revision of these figures, which I understand has been submitted and 
which is now in the hands of our mission director and his personnel, 
and which will be submitted to Washington for our consideration on 
or about April 15. 

Mr. Reppan. What is the requested increase in the fee that you 
have in your office now ? 

Mr. Werrzen. I am sorry to say I do not have that latest folder 
with that information with those present here with me. 
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Mr. Reppan. I may have it here. I don’t have it readily available. 
I will have to try to dig that out. Has the scope of the work in- 
creased ? 

Mr. Werrzen. Well, the only way I can answer that question is by 
saying that in my opinion, on the basis of the information which has 
been submitted, it has not. But I hope you will let me qualify it b 
reiterating a statement I made before, that the information on wliiah 
that statement is predicated is still preliminary. 

Mr. Harpy. Do you know wheher or not actually there was a change 
to provide wider shoulders or an extra shoulder for the ox carts? 

Mr. Werrzen. No; I do not know. 

I would like to amplify that statement by saying there is a small 
change in the scope of work contemplated to the extent of an addi- 
tional 2.8—I believe it is 2.8—kilometers of highway, which we are 
going to consider as a separate thing completely. 

Mr. Harpy. I was wondering whether the original design of the 
road did contemplate in addition to the pavement a full-width ox-cart 
lane on each side. Do you know whether or not that was the original 
design ¢ 

Mr. Kesster. We can’t tell you that, Mr. Chairman. I think that 
can be obtained from our engineering division who studied the design. 

Mr. Harpy. All right. 

Mr. Reppan. All right. Now, you do not, then, use a competitive- 
bid basis? You use what is known as comparative proposals / 

Mr. Kessier. Well, comparative proposals; yes, sir. 

Mr. Reppan. Would you explain to the committee the distinction 
between “competitive bidding” and “comparative proposals” / 

Mr. Kesster. There is no distinction. 

Mr. Harpy. No distinction ? 

Mr. Brownson. What? 

Mr. Kesster. There is no big distinction as far as we are concerned, 
T think. 

Mr. Brownson. You mean there is no distinction between this edu- 
cated illusory guess and a bid ? 

Mr. Kessier. Mr. Brownson, I can only answer that in this way; 
we are talking about comparative proposals and competitive bidding. 

Mr. Brownson. Yes. 

Mr. Kesster. This is not a fixed-price contract where you are able 
to determine the low bid, award the contract, and fix it so that you can’t 
change it. 

Mr. Brownson. That’s right. 

Mr. Kesster. This is a cost-plus contract, and in this case the lowest 
bidder received it. 

Mr. Brownson. But the lowest bidder received a contract on the 
basis of only 1 of 13 different elements, only one you considered ; isn’t 
that right ? 

Mr. Kesster. No, sir; I can’t say that. Ican’t say that. 

I think what I said was that if you compared the fee, his fee was so 
much lower than anyone else’s 

Mr. Brownson. It is going to cost this man just as much money to 
do the job as it is anybody else ? 

Mr. Kesster. I guess that is right. 

Mr. Brownson. I could have afforded to pay you $100,000 to do this 
job if you keep your eyes off the other nine items. 
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Mr. Kesster. Mr. Brownson, the total bid price is within about 
000 less than the next low bidder—$1,000 more. 

Mr. Brownson. You mean fee item alone? 

Mr. KessteEr. No, sir. 

Mr. Brownson. On the overall ? 

Mr. Kesster. If you will look at the last two items on your list 
there. 

Mr. Brownson. I don’t want to look at the last two; I would rather 
look at the first two, which is the total bid. Is that all right? 

Mr. Kesster. All right. 

Mr. Brownson. A. L. Dougherty Co., $13,545,300. 

Mr. Kesstrr. You have a different paper than I have. I have 
$13,110,000. 

Mr. Brownson. I have $13,545,300. Among friends, what’s half a 
million? I mean that is relatively a firm figure compared to what 
we have been talking about today. 

Then we get down here, we find Vinnell, who is $12,131,132. 

Mr. Kesster. That's right. 

Mr. Brownson. $1,300,000 less, and yet because he says for his fee 
that he is going to charge you $700,000 for doing a job for $114 million 
less than Mr. Dougherty, who does it for $435,000, the fee is the only 
thing you really paid any attention to; isn’t it? 

Mr. Kessuer. This is what we paid attention to, but we did look 
at the other items. I don’t think we overlooked the other items. 

Mr. Brownson. What is the fee for? 

Mr. Kesster. The fee is his profit for doing the job. This is right. 

Mr. Brownson. Then you go down here and you find in addition 
to his fee, he gets another item for administration and supervisory 
— 

Mr. Kesster. This is right. 

Mr. Brownson. And he also gets another item for overhead and his 
United States Office for the project? 

Mr. Kesster. This is right. 

Mr. Brownson. So in other words, his fee is just supposed to be his 
profit. So you don’t care how much the job costs you, as long as the 
fellow doesn’t make very much profit doing it; is that true? 

Mr. Kesster. If you look at this last item down there, the average 
cost per kilometer 

Mr. Brownson. We don’t have average cost per kilometer on this 
chart. My last item is “Total number, 5 through 8.” 

Mr. Harpy. You will have to get me straightened out. 

This is what you submitted to us. Don’t you have something com- 
parable to it? 

You are testifying from documents that are different from what 
you sent us and-——— 

Mr. Kesstrr. I am sorry. 

Mr. Brownson. It is only half a million dollars difference. 

Mr. Kesstxr. I have the same documents. This is what I pulled 
when I came out of the office. I did not know they were not exactly 
the same. 

Mr. Brownson. On the one, you have your average cost per kilom- 
eter. Do you have the same companies that here—Johnson, Drake 
& Piper; ¢ Birch & Sons; Utah Construction Co.; J. A. Jones; Nello 


$1 














404 FOREIGN-AID CONSTRUCTION PROJECTS 


L. Teer; Raymond Construction Co.; J. A. Pomeroy; A. L. Dougherty, 
Inc., and Vinnell Co. ? 

Mr. Kesster. All the same. 

Mr. Brownson. Who has the lowest cost per kilometer ? 

Mr. Kesster. The lowest cost per kilometer was Vinnell. 

Mr. Brownson. How much is he per kilometer ? 

Mr. Kesstrr. $58. 

Mr. Brownson. Who is the next lowest? 

Mr. Kesstrr. A. L. Dougherty, $63. 

Mr. Brownson. $5 difference ? 

Mr. Kesster. Yes, sir. Then I went back to again look at the 
fee issue. 

Mr. Brownson. Yes. 

Mr. Kesster. And we found that the fee in the A. L. Dougherty 
was considerably less than the other one, and I was 

Mr. Brownson. In this stage of questioning, I am not saying 
Dougherty didn’t do a good job, I am not criticizing Dougherty’s 
operation in any way; I am talking about a method of awarding a 
contract. 

Mr. Kesster. Yes, sir. 

Mr. Brownson. It disturbs me to see that fee emphasized over any- 
thing else, because a man could come in there and do this road con- 
struction with no fee at all and still come out handsomely if he has 
enough hidden in the rest of the operation. 

Mr. Kesster. Not if it is a cost contract. It is based on vouchers 
submitted for reimbursement. They are not items that are not 
checked before they are paid. 

Mr. Brownson. Suppose part of the items of vouchered cost were 
pieces of equipment a man bought from himself? 

Mr. Kesster. Well, now, you are bringing in an area which I had 
no knowledge of. 

Mr. Brownson. That is what worries me about the system. Again, 
I am not implying anything is wrong with anything that has hap- 
pened on this case. I am concerned about the overall system. It 
worries me when I see this contract awarded on the basis of the profit 
fee alone, as if there were something wrong with making a profit on 
a road, rather than on the overall cost estimate. 

Go ahead. 

Mr. Harpy. We were discussing awhile ago the question of this fee 
and whether there is an application request for amending the fee, and 
the fee as originally agreed to is $435,000. 

I believe you said you didn’t have it, Mr. Weitzen ? 

Mr. Werrzen. Yes. 

Mr. Harpy. The amount that has been submitted as an amendment, 
$2,020,000? Does that sound right? 

Mr. Wetrzen. As total fees? It sounds approximately; yes, sir. 

Mr. Harpy. In other words, Mr. Dougherty apparently had reason 
to believe that his fee was about one-third of what it ought to have 

n. 

Mr. Werrzen. The details on which that expected fee was predi- 
cated has not been definitely—has not been submitted to us in firm 
form. The Mission still has it. 

Mr. Brownson. If the amended fee is accepted, it will make Dough- 
erty’s fee the highest of any of the fees that had been submitted ? 
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Mr. Kesster. Mr. Brownson, that amended fee is not going to be 
accepted. 

Mr. Harpy. Maybe it is justified. We are not taking a position as 
to whether it should be or should not be accepted. But I do think 
that to put as much reliance on the fee, as apparently was done, puts 
you in an awkward situation when you know very well the major 
factors of cost going into this contract are not realistic as far as any 
estimates that are submitted are concerned. They can’t be realistic. 

Mr. Kesster. This is right. So what do you then base your judg- 
ment on who to pick as a contractor ? 

Mr. Harpy. I don’t know. Maybe the whole system is wrong. 
But to call this a “competitive bid” is as bad a misnomer as anybody 
can apply. 

Mr. Tene. I don’t know how these contractors, like Mr. 
Dougherty and the rest of these firms can possibly figure these bids 
knowing that only that one element is going to be considered. 

Mr. Kesster. I don’t think they know that. 

Mr. Harpy. Well, they ought to after this one. 

Mr. Kesster. I agree with you they should. 

Mr. Brownson. It seems to me, as a businessman myself, it places 
those who bid in an almost impossible situation where you are judg- 
ing on only one thing: How much profit are you willing to say you 
will take on this deal? Not how efficiently can you build the road, 
not how much overall money you can save; but how little profit are 
you willing to take? 

Mr. Kesster. Taking your argument,Mr. Brownson, and carrying 
it through, again I would say to you if you have the detailed design 
and engineering specifications, then you can apply what you have 
here recommended. 

Mr. Brownson. Which you didn’t have on this road. 

Mr. Kesster. That’s right, sir. 

Mr. Brownson. And that is another thing in the back of my mind. 
Maybe that is one of the greatest mistakes that was made on this 
particular project, in not having detailed design and engineering 
specifications. 

Mr. Kesster. But if we had waited for it, it would have been an- 
other year before this could have been done. 

Mr. Brownson. By the looks of the automotive traffic which exists 
to use that road in Cambodia, a year’s delay would not have an ap- 
preciable effect on the economy of Cambodia, particularly since the 
-_ of Kompong Som looks like it won’t be finished unless the United 

tates comes up with the balance of the funds. 

This is not exactly like tearing up Fifth Avenue in New York. 

Mr. Harpy. Now your bringing up this question of concern over 
delay, responsibility for initiation of the road project, takes me back 
to a discussion we had yesterday when Mr. Knox was inquiring about 
the original responsibility for the decision to build this road. And 
we didn’t pin that down very well. 

I believe Dr. Moyer indicated that problems of this kind generally 
were resolved by a number of people working together. 

Mr. Kessuer. That is right. 

Mr. Harpy. And when an effort was made to determine specifically 
whether or not this project was approved by a single individual, we 
didn’t get from either you or Dr. ner any clear-cut expression. 
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Mr. Meader asked a question: 


Now, is there an official who has the final authority for making a decision 
regardless of previous consultation and approval? 


And Dr. Moyer said: 
Our process involves a series of concurrences. 


And we never did pin this thing down. 

I want to ask you a specific question. Is it not true that actually 
Mr. Stassen was the man who approved this project ? 

Mr. Kesstxr. I can’t answer that. My files do not indicate it. 

Mr. Harpy. I will give you your file and see if you know anything 
about this one, whether or not you can confirm that. 

Mr. Kesstxer. All right, sir. 

(Document handed to Mr. Kessler. ) 

Mr. Harpy. And if you can’t, I wonder if there is anybody here 
who can tell us specifically whether that is true? 

Maybe Mr. Grant wants to take the stand. 

Mr. Brownson. This was initiated about the time when Mr. Stassen 
testified before the Foreign Relations Committee of the Senate point- 
ing with great pride to the Indochina program. 

Mr. Kesster. This is the first I think I have seen that, Mr. Chair- 
man. I can’t comment on it and I really don’t know. 

Mr. Harpy. That is a document that is classified “Official use.” 

Mr. Kesster. I think you will find in this room personnel from the 
desk who might be able to give you the answer to your question. I 
can’t. 

Mr. Reppan. This was sent to us pursuant 

Mr. Harpy. I understand. I am not quoting the memorandum. 
I am trying to establish a fact. Mr. Kessler says he cannot 

Mr. Kesstxer. I cannot answer your question. 

Mr. Harpy. I am going to ask Mr. Grant if he can answer it. 

Mr. Grant. I can’t answer it, Mr. Chairman, but I think we will 
endeavor to find out. 

Mr. Harpy. You needn’t find out. I have a memo here I could 
read, but I am not going to because I am not going to violate the 
internal classification. 

Mr. Grant. Mr. Chairman, are you interested in knowing—— 

Mr. Harpy. I was interested simply because we tried to establish 
it yesterday and we couldn’t establish it from the witnesses we had. 
And I am a little bit disturbed that the people that we had didn’t 
respond to our question and you, in your capacity, tell us you don’t 
know. 

Maybe we will have to call Mr. Hollister back to find out if he 
knows, or Mr. Stassen. But certainly somebody does know over there. 

Mr. Grant. Lam sure we can find out. 

Mr. Harpy. I am disturbed because nobody knows the answer and 
it is clear as anything in the world it is known. 

Show him that memo. 

It is not too important that he did it, but when we tried to establish 
yesterday through a considerable number of questions where the 
authority did rest and whether or not there was a specific individual 
who had taken the responsibility, we didn’t have any success in 
eliciting a definitive answer. Then, when I pick up a memo 
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which does indicate it and I know that the memorandum has to have 
been put into general circulation in ICA, and I still can’t get a defini- 
tive answer on it, it just disturbs me a little bit that you people are 
so ignorant on what goes on topside, including you, Mr. Grant. 

Mr. Kesstrr. Mr. Chairman, I have no part at all in the approval 
of programs, so I am unable to answer your direct question. _ 

My job is related to the approval of contracts only. That is based 
on approved programs when it gets to our office. 

Mr. Harpy. Well, it isn’t too important. But I am just a little 
surprised as much as we have been working on this thing that some- 
body didn’t know. 

Mr. Brownson. That was the year, Mr. Chairman, back when Cam- 
bodia was part of Indochina and when the Congress was Republican, 
that this subcommittee had another Indochina investigation during 
which we had Governor Stassen over to testify. That was the year 
that they furnished the hexylresorcinol pills to Indochina that had no 
coating on them, so they burned the throats of the Indochinese; we 
furnished boats, made of Japanese pine, and the bottoms rotted out 
when they put them in the water. That is the year, as I remember, 
when the engines for the boats wouldn’t work because they had sand 
in the pistons. That was evidently a year of great interest in Indo- 
china, the year in which Governor Stassen testified in the Senate 
that this was one of their very best foreign-aid programs. 

Mr. Harpy. That is a very enlightening comment we have received. 

Go ahead, Mr. Reddan, let’s try to finish this thing up. 

Mr. Reppan. Now I show you a sheet, which was prepared for 
the subcommittee by ICA, that purports to show the bids which were 
received by ICA on this Cambodia road project pursuant to this invi- 
tation. And I would like to ask you whether or not that is a correct 
reflection of the bids received ? 

(Document handed to Mr. Kessler.) 

Mr. Kesster. This differs somewhat from the one I have here, Mr. 
Reddan. I can’t identify it. 

It may very well be the one submitted to us, but it certainly is dif- 
ferent from the one I have here. 

Mr. Reppan. Would you tell me which is correct, ours or yours? 

Mr. Kersster. What I have here represents a picture of the spread 
sheet prepared by our audit division, which I would assume is correct. 

I don’t know where this came from and this very well may be a cor- 
rect document, I don’t know. I can’t identify it. 

Mr. Reppan. If they are not the same, they can’t both be correct. 

Mr. Kesster. They are not the same, but I would be very pleased to 
verify that for you. 

Mr. Reppan. I would like to introduce it as an exhibit. 

Mr. Kesster. Do you know where this came from [indicating] ? 

Mr. Reppan. It came from ICA. 

Mr. Kesster. Do you know where in ICA ? 

Mr. Woops. It came from your files. 

Mr. Kesster. My files? 

Mr. Woops. Yes. 

Mr. Kesster. There are a couple of variations where this differs 
from ours that we have here. I can’t identify it, I am sorry. 
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I can identify one for you here if you like; I mean there are only 
2 or 3 differences between the two of them in the total cost. I haven’t 
looked at the other figures. 

Look at your top column of the one I just handed you as compared 
to the top column in the one you gave me to look at. You will find 
that there are 2 or 3 discrepancies in the two. I don’t know the reason 
for that. 

Mr. Harpy. We didn’t make them up down here. 

Mr. Kesster. I am sure you didn’t, and this came from our audit 
division, which was presented to us for our review in order that we 
might use it. 

Mr. Reppan. The document you just handed to me 

Mr. Kesster. Came from the audit division. 

Mr. Reppan. And it is on the basis of this document that you chose 
your contractor ? 

Mr. Kesster. I think this is correct. 

Mr. Reppan. Mr. Chairman, may we have this introduced as ex- 
hibit 43 ? 

Mr. Harpy. Without objection, it isso ordered. 

(The document referred to was introduced into the record as ex- 
hibit 43, and follows :) 
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Mr. Harpy. Now, is that your original copy ? 

Mr. Krsstrr. No, sir; it is a photostat of one. We have 2 or 3 
copies of it. 

Mr. Harpy. Good. 

Mr. Kesster. You may have it. 

That spread you have there may have come from our Engineering 
Division because they make a separate spread and they may have 
presented that to us. I don’t recall. 

Mr. Reppan. Now, then, have you told the committee the basis on 
which you decided on Dougherty in this case? 

Mr. Kesster. I think it is well for the committee to know how we 
selected the contractor. 

Mr. Reppan. I think it would be a good idea. 

Mr. Kesster. When all the bids are received by our office, we send 
copies to our Audit Division, who prepares the spread sheet that you 
have just entered into the record. 

Mr. Reppan. That is exhibit 43 ? 

Mr. Kesster. Exhibit 43. 

Copy to our Engineering Division, copy to the desk, a copy to our 
General Counsel’s Office, and in this case a copy to our Transporta- 
tion Division. 

They are reviewed by all parties who would then meet, discuss the 
proposals that have been received, and select the contractor. 

In many cases the host government representative in Washington 
receives copies of the bids and sits in on the selection of the contractor. 
In this case, that did not happen. The Government had no one they 
could send and so they did not sit in on the selection of this contractor. 

Mr. Reppan. Who made the final selection in this particular case? 

Mr. Kesster. I will have to assume responsibility for it but it is 
made by the committee as a whole. But I must assume responsibility 
for the selection. 

Mr. Harpy. Now, tell us again who was on that committee. 

Mr. Kesster. Committee was composed of a member from the Gen- 
eral Counsel’s Office, a member from the Controller’s Office, a member 
from our Engineering Division, a member from our Transportation 
Division, and a member from our desk. 

Mr. Harpy. You didn’t get there? 

Mr. Kesster. I was there, or one of the negotiators; one of us or 
both of us were there. I don’t know whether I was there or not. 

I can tell you. 

Yes, sir, I was there. 

Mr. Brownson. What do you do, vote on this thing? 

Mr. Kesster. In essence, that is what it amounts to. 

Mr. Harpy. You mean that that is the way 

Mr. Kesster. We consider the proposals and we agree on the selec- 
tion of one of the contractors. I don’t think—it is not an open vote. 

Mr. Harpy. Which one did you nominate? 

Mr. Kesster. I couldn’t tell you. I don’t know. I don’t remember. 

Mr. Harpy. How many of these estimates, with wide variation in 
cost, actually got nominated ? 

You didn’t consider them all, did you? You eliminated some of 
them quite quickly. 
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Do you have your worksheets there? The minutes of what took 
place at that meeting ? 

Mr. Krussuer. No. : sir, my file does not contain that. 

Mr. Harpy. Who would have that? 

Mr. Kesster. I don’t know that anyone would have that. 

Mr. Harpy. Don’t you keep minutes of those things? 

Mr. Kersster. There is a penciled note in my file here which says: 
“Contractor, A. L. Dougherty Overseas; for negotiation of the con- 
tract.” 

Mr. Harpy. Maybe that is it. 

Mr. Kesster. I want to add one other thing for you: “Low fee 
main basis of selection.” 

Mr. Harpy. Maybe that unanimity developed like a political con- 
vention. 

Mr. Kessier. No comment. 

Mr. Brownson. I think that is very interesting. The legal advis- 
er’s vote counts just as much as the engineering adviser’s vote; every- 
body gets together and then it gets unanimous. 

Mr. Revpan. Now, is there anything else you consider besides fee ? 
Mr. Kesster. I would assume we consider the entire proposal be- 
cause the proposals are read fairly thoroughly. They are discussed 
openly They would eliminate some for various reasons and then 
finally come down with 2 or 3, and maybe end up with the low-fee 

contractor. 

Mr. Reppan. I would like to know these various reasons for which 
you eliminate them. 

Do you have any guide or any regulations that you follow? 

Do you apply the same test today that you applied yesterday and 
will you apply the same test tomorrow ¢ ? 

Does a bidder when be goes in there know he is going to receive 
the same treatment that the man received yesterday ? 

Mr. Kesster. I think he will receive the same treatment the man 
received yesterday. 

Mr. Reppan. Will the same norm, the same measurements, he 
applied ? 

Mr. Kesster. I think so. 

Mr. Reppan. Well, if so, why haven’t they been reduced to writing 
or codified in some way ? 

Mr. Kesster. They are now being reduced to writing. It has been 
almost 6 months now that we have been in the process of drafting 
the manual of orders to cover these contracting 

Mr. Brownson. Are you going to tell these contractors the low fee 
is the only thing that counts? They might as well save their esti- 
mator’s time. 

Mr. Kessier. That isn’t true. 

Mr. Brownson. You just read the figure. It is based on the low 
fee. 

Mr. Kerssier. If you get a proposal in from a contractor which is 
not in the engineer's judgment competent to do the job, no matter 
what his fee is, he will not get the job. 

If in the case an engineer ah personnel he proposes to provide 
the Government for the job are not the type of personnel that our 
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Engineering Division feels are qualified or should do this type of 
job, this company will not be considered no matter what his fee is. 

Mr. Brownson. All right, after you have thrown out the obviously 
unqualified bidders and you have left a group of nine reputable con- 
cerns, as you have here, if you are only going to decide this thing on 
the basis of what their fee is, why have them go through the rest of 
the shenanigans, which must cost them hundreds of thousands of 
dollars to give you the figures you don’t intend to use ? 

Mr. Kesstxr. I think you will find in every case the fee is not the 
only determining part. 

Mr. Brownson. You just read—— 

Mr. Kesster. This one case. I can’t say every one is on the same 
basis as we get in this one case. 

Mr. Brownson. Then do you change the procedure every time the 
nee meets or do these contractors know what the ground rules 
are 

Mr. Kesstxr. The contractors, I think, know what the ground rules 
are. They haven’t been published. 

Mr. Brownson. You havea backfield in motion here. It is a wonder 
to me they ever catch up. 

Mr. Kesstrr. They have PMCD-35, which is a document I am sure 
you have a copy of, which is a basis on which they give the cost esti- 
mates to us. 

Mr. Brownson. That isn’t the basis on which you judge? 

Mr. Kesster. Part of it, not all. 

Mr. Brownson. It appears that you have separate sets of rules; one 
for the contractors and one for the committee. 

Mr. Harpy. I want to ask just one other thing bearing on this. 

Did you apply essentially the same rules in awarding the contract in 
Vietnam for the highway in Vietnam ? 

Mr. Kessuer. I think so. I am not quite sure of that. 

Mr. Harpy. Johnson, Drake & Piper has a contract ? 

Mr. Kesster. Yes, sir; Johnson, Drake & Piper has a contract. 

Mr. Harpy. Do you know whether that contract was awarded on the 
basis of a low fee? 

Mr. Kesster. I don’t, without checking the file. 

Mr. Harpy. Obviously, you had made a determination that they 
were competent and qualified to bid to build a road, and there is some 
similarity, I take it, between the two roads; is there not ? 

Mr. Kesster. I don’t know. I can’t tell you. 

Mr. Harpy. They are in the same general area of the world and not 
too far apart ? 

Mr. Kesster. Both in the Far East and both 

Mr. Harpy. Somewhat similar terrain, I believe? Although I am 
not sure whether you have the jungle to go through in Vietnam. But the 
thing that was interesting to me, I just was looking here at the John- 
son, Drake & Piper estimate of the cost. 

Mr. Kesster. Yes. 

Mr. Harpy. And how long had they been operating over in Vietnam 
at the time of this? 

Mr. Kesster. This? 

Mr. Harpy. Yes; they had not yet started ? 

Mr. Kesster. No; Vietnam followed this. 
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Mr. Harpy. It was after this one? 

Mr. Kesster. Yes. 

Mr. Harpy. But from the standpoint of ability to perform, since you 
did award them a contract 

Mr. Kesster. Yes. 

Mr. Harpy. I would assume you must have considered them com- 
petent. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. Now, I was just noticing Johnson, Drake & Piper’s 
estimate of cost, which you call a bid, and which I don’t call a bid, was 
almost exactly twice as much as Dougherty’s. 

Mr. Kesster. Almost, this is right. Say the same thing by the 
other firms you have up there; the first three on your list. 

Mr. Harpy. So, if they were both reliable contractors, you must have 
known that their estimates had no significance at all if you had that 
much variation between competent people. 

Mr. Kesster. But you must also remember that our engineers, 
Brown & Blauvelt, said this cost would be around $15 million. 

Mr. Harpy. And you have found out that their engineering survey 
was highly deficient? Haven’t you? 

Mr. Kesster. We have now; yes, sir. 

Mr. Reppan. Mr. Kessler, at the time that you were discussing this 
contract and discussing the terms with Mr. Dougherty, wasn’t there 
some discussion as to the realisticness of that $15 million? 

Mr. Kesster. I don’t recall. I can’t answer that specifically. 

Mr. Reppan. Wasn’t there a discussion to the effect everybody was 
in agreement that the highway would cost much more, perhaps twice 
that much? 

Mr. Kesster. I can’t say that’s so because if I had known that, 
I don’t think I would have a let a contract for $15 million. I think 
that it was agreed that $15 million was not what the eventual cost 
would be; I think everybody agreed to that. But as to how much it 
was, I don’t think anyone knew. 

Mr. Brownson. Actually the highway is going to cost more money 
than any one of the nine bidders estimated. 

Mr. Kesster. That is what seems to be the cost today ; yes, sir. 

Mr. Brownson. Your high bidder, if I look at these figures cor- 
rectly, was Johnson, Drake & Piper. 

Mr. Kesster. That is correct, sir. 

Mr. Brownson. And they were bidding $25,563,000 as the overall 
cost. 

Mr. Kesster. Yes, sir. 

Mr. Brownson. And the Cambodian road is going to run at least 
$27 million. So, in other words, when you get down to these estimates 
on this thing, they are primarily educated guesses and you made your 
decision on the basis of the man’s fee. Isn’t that about right? 

Mr. Kesster. I think this would be just about right. 

Mr. Harpy. All right, let’s finish it up. 

Mr. Reppan. All right. Could 

Mr. Kesstrer. But you will also agree, Mr. Brownson, if this road 
ended up just costing $15 million, we would have made a pretty good 
guess as to the contractor’s fee. 
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Mr. Brownson. My point is in this particular case, that was the 
target ; but I think you missed the target. 

Mr. Kesstrr. Hindsight is alw ays better than foresight. 

Mr. Brownson. Have you got any targets you have hit later you 
would like to display? I would like one with’a hole in the middle. 

Mr. Harpy. Go ahead. 

Mr. Reppan. Mr. Chairman, can we ask Mr. Kessler to submit to 
the committee a statement as to the basis on which the contracts were 
awarded to Dougherty in Cambodia; to Johnson, Drake & Piper in 
Vietnam ; and to Raymond Concrete in Thailand? 

Mr. Harpy. We already have 

Mr. Kesster. I can answer Raymond Concrete; if you want a state- 
ment you can have it, but I think you know the basis of the award in 
Thailand. 

Mr. Harpy. What is it? 

Mr. Kesster. Governor Stassen made the determination to award 
that contract to Raymond Construction Co. I was not in the office at 
that time, but this is what the file reflects. 

Mr. Brownson. You mean the Administrator has the authority to 
hand out one of these contracts ? 

Mr. Kesster. The Administrator has the authority to do whatever 
he likes, I would assume. 

Mr. Harpy. As long as you are working for him, don’t take any 
other point of view. 

Me Wieden, No, sir; I shan’t. 

Mr. Harpy. Going back to the request for information on the basis 
of the awards, we don’t need anything further on the one to Cam- 
bodia; and you have already answered the one on Thailand, so if you 
would give us the 

Mr. Kesstrer. Johnson, Drake & Piper, Vietnam. 

Mr. Harpy. Yes. 

Mr. Kesster. We will provide you with it. 

Mr. Kessler subsequently submitted the following memorandum to 
the subcommittee : 








SELECTION OF CONTRACTORS, HIGHWAYS AND BRIDGES, CONSTRUCTION, VIETNAM 


ICA sent out invitations for construction of the Vietnam highways and 
bridges project to 11 firms, all of which were prequalified by the Engineering 
Division. Proposals were received on September 17, 1956, from 9 firms as 
follows: 

Johnson, Drake & Piper, Inc. 

Vinnell Co., Inc. 

Nello L. Teer Co. 

J. H. Pomeroy & Co., Inc.-Hawaiian Dredging Co., Ltd.-Kaiser Engineers. 

J. A. Jones Construction Co. 

Grove International Corp. 

Raymond Construction Corp. 

Merrit-Chapman & Scott Corp. 

S. Birch & Sons Co. 
On September 28, 1956, a meeting was held within ICA, Washington, to select 
a contractor for this project and it was agreed to select Johnson, Drake & Piper, 
Inc., for negotiation of a contract. The selection was made, after due con- 
sideration of all factors, on the basis of low estimated total cost, fixed fee, and 
overhead. Johnson, Drake & Piper estimated total costs at $18,380,000, includ- 
ing a fee of $700,000 ($400,000 for part I and $300,000 for part IL) and over- 
head of $85,000. The next lowest bidder indicated a cost of $26,226,160 inelud- 
ing a fee of $920,000 and an overhead of $180,000. All other proposals were in 
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excess of these two lowest bids. It was not contemplated that the contract 
would cover procurement of equipment as this was to be done by the Govern- 
ment of Vietnam. 

Mr. Brownson. Governor Stassen didn’t use that term advisedly ? 
Governor Stassen didn’t leave any memo as to the basis on which he 
made the award in Thailand ? 

He may very well have gone through the same reasoning you have, 
you are talking about, and left 

Mr. Kesster. I recall the memo being in the file, but I don’t recall 
that there was any basis upon which it was made. It was just his 
decision to award the contract. 

Mr. Brownson. “The Lord giveth and the Lord taketh away 

Mr. Reppan. Now after considering these bids, you notified Mr. 
Dougherty that he had been selected ? 

Mr. Kesster. That is right. 

Mr. Reppan. I will show you a thermofax copy of a letter dated 
July 3, 1956, and ask you if that is a copy of the letter you sent him ? 

(Document handed to Mr. Kessler.) 

Mr. Kesster. That is a copy of the letter signed by the Director of 
the Office of Contract Relations. 

Mr. Reppan. May we have this letter on July 3, 1956, to Mr. A. L. 
Dougherty, president, A. L. Dougherty Co., signed by the Director of 
the Office of Contract Relations, entered as exhibit 44, sir? 

Mr. Harpy. Without objection, it will be so ordered. 

(The document referred to was introduced into the record as exhibit 
44 and follows:) 





Exuipir 44—Lerrer From Epwarp E. Kunze, DiREcTOR, OFFICE OF CONTRACT 
RELATIONS, INTERNATIONAL COOPERATION, TO A. L. DouGHERTY, JULY 3, 1958 


JULY 3, 1958. 
A. L. DOUGHERTY, 
President, A. L. Dougherty Co., 
New York, N.Y. 

Dear Mr. DouGHerty: This is in reply to your letter of June 18, 1956, submit- 
ting a proposal for construction of a highway between a proposed port on the 
Bay of Kompong Som to Phnom Penh in Cambodia. 

We are pleased to inform you that we wish to negotiate with your firm at the 
earliest opportunity on the basis of your proposal. 

Sincerely yours, 


Epwarp BE. KuNzE, 
Director Office of Contract Relations. 


Clearance : 
E. A. HoucH-CLV (phone) 
J. BoNNER—IED (phone) 
F. T. O’DONNALL-GC (phone) 

Mr. Reppan. The second paragraph of that letter reads: “We are 
pleased to inform you that we wish to negotiate with your firm at the 
earliest opportunity on the basis of your proposal.” 

Now, what was to be the subject of negotiations ? 

Mr. Kesster. The contract, and the terms of the contract. 

Mr. Reppan. They were not necessarily to be those which were sub- 
mitted by the contractor in his proposal ? 

Mr. Kesster. That’s the basis. This is what you use for your nego- 
tiations, yes. His proposal was a basis on which we started nego- 
tiations with him. 


24700—58—pt. 1—28 
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There may be certain items of cost which we believed to be unreal- 
istic, I don’t recall; but this is one of the problems; or we might have 
considered his fee too high, it might have been cut back. ‘These are 
negotiated. 

{r. Reppan. Did you subsequently have those negotiations? 

Mr. Kesstzr. Those negotiations were held. 

Mr. Reppan. Do you know how long they took, the actual negotia- 
tions; about how long it took to start ? 

Mr. Kesster. Well 

Mr. Reppan. Did you keep any notes or records of these meetings 
with the contractor ? 

Mr. Kesster. Yes, I think that we normally keep something in the 
file. We indicate we met with him. 

I see one here dated—well, he was advised on July 3 that he would 
be awarded a contract on July 6. We signed a letter of agreement 
with him which authorized him to procure some equipment. On July 
25—this is all 1956—we had a first draft of a contract, so I must assume 
from this that between July 3 and July 25 we were drafting a con- 
tract and we were talking with Mr. Dougherty in the interim. He 
received a copy of that draft on August 2. 

The Ambassador of Cambodia received one on July 25. 

Mr. Reppan. Now, did you have conferences with Mr. Dougherty 
on the 16th and 17th of August ? 

Mr. Kesster. Yes, sir; on the 16th and 17th of August. 

Mr. Reppan. Were any notes or minutes of those meetings kept ? 

Mr. Kesster. Mr. Weitzen is in a better position to answer that 
than I. 

Mr. Reppan. All right. 

Mr. Werrzen. Now, those meetings were held for the purpose of 
discussing the terms and the conditions of the contract, which was 
still in dispute, because Mr. Dougherty had been furnished with a copy 
of a draft which we believed to be a fair contract exclusive of fee and 
the limitations to be placed on certain categories of the work that he 
was supposed to do. 

These latter figures were to be developed at the negotiations meet- 
ings and they were. 

Mr. Reppan. Was there any discussion at those meetings relative to 
the procurement of equipment ? 

Mr. Kesstrr. I would say the procurement of equipment was dis- 
cussed sometime on or between July 3 and July 6, because on July 6 
the Cambodian Ambassador and Mr. Dougherty signed a letter of 
agreement which authorized him to procure $2 370,200 worth of new 
equipment. 

Mr. Reppan. That was new equipment? 

Mr. Kesster. This is right. 

Mr. Reppan. But in August, he was trying to sell used equipment. 
Did you have any discussion with him in August ? 

Mr. Kesstrr. But I can only answer that. by saying that we had no 
knowledge of any used equipment being procured under the contract. 
We, the contract office. 

Mr. Reppan. You never knew that he was going to sell used equip- 
ment ? 
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Mr. Kesster. I never knew until it was brought to my attention by 
the committee investigators that he was going to sell used equipment. 

Mr. Reppan. Who entered into that contract with him? 

You entered into the original contract, did you not, for the sale of 
the new equipment ? 

Mr. Kesstrer. The Cambodian Ambassador entered into the contract. 
We approved it. 

Mr. Reppan. You also drew it up ? 

Mr. Kussuer. It was drawn up in ICA; yes. 

Mr. Reppan. Did that contract go through your office ? 

Mr. Kesster. I am sure it must have. 

Mr. Reppan. And that was for the purchase of new equipment ? 

Mr. Kesster. That was for the purchase of new equipment; yes. 

Mr. Reppan. You mean you never knew he had that contract 
changed so that the term “new equipment” was eliminated and he 
was permitted to buy used equipment ? 

Mr. Kesster. I knew there was an amendment to the letter of agree- 
ment, signed July 6, which included additional equipment. I did not 
notice the term “new” had been eliminated. 

I did approve it for financing. I had no knowledge that he was 
going to Tavaigh used equipment, or equipment that he himself 
owned. 

Mr. Reppan. Who drafted the amendment? Where was that 
drafted ? 

Mr. Kesster. At the time that these contracts were negotiated we 
had just reorganized the Office of Contract Relations. 

Up to that point there were two men in the office. I was one of 
them. And all of the drafting was done in the activity office—either 
ne Division or Public Administration, wherever the activity 

ell. 

During reorganization they were still drafting contracts, and that 
very well could have been drafted in the Engineering Division. I am 
not certain of it. I have not been able to determine whether this was 
true or not, but we were checking our records and could not determine 
whether we drafted it or not. 

Mr. Reppan. Mr. Weitzen, could you answer that question more 
specifically ¢ 

Mr. Werrzen. No; I cannot. 

Mr. Harpy. Somebody had to authorize this substitution of “used 
equipment” for “new equipment,” and somebody had to authorize 
adding these items to the original list. 

Mr. Kesster. All right, sir. What I tell you now will be what I 
found out from your committee members. 

Mr. Harpy. Well 

Mr. Kesster. I did not of my own personal knowledge know that 
ICA was buying used equipment from Mr. Dougherty, nor did I know 
Mr. Dougherty was furnishing any equipment of his own. 

Mr. Harpy. Whose responsibility is it to approve that procedure? 

Mr. Kesster. The Engineering Division, who are responsible for 
the administration of that contract. 


Mr. Harpy. Now, specifically who had the top responsibility for 
that as an individual ? 
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Mr. Kessier. I want to say the Director of the Office of Industrial 
Resources. I assume that would be the right answer, and I do not 
recall whether it was Mr. Fletcher or Mr. Hamilton. I don’t recall 
which of the two were there, but they would have been responsible— 
be in charge of the office. 

I know now that it was not done by either of them. Whether they 
approved it or not I don’t know, but I know they did not actually do it. 

Mr. Harpy. Do you know who did do it? 

Mr. Kesster. I assume it was done by Mr. Bonner or Mr. Hocken- 
berry. 

Mr. Harpy. I asked you if you knew. 

Mr. Kesster. I can’t tell you yes or no. I can give you a yes-or-no 
answer to that question, Mr. Chairman. 

Mr. Reppan. Does the Engineering Division have the right to 
change contracts which come out of your section ? 

Mr. Kesster. The E ngineering Division do not change contracts 
which come out of our section. 

Mr. Reppan. How about this contract on the Cambodian Govern- 
ment which came out of your section / 

Mr. Kesster. Where the term “new” was eliminated ? 

Mr. Reppan. No. The first one where the term “new” was in there. 

Mr. Kesster. Mr. Reddan, I do not know who drafted the contract. 
I reviewed it. 

Mr. Reppan. But isn’t that your responsibility ? 

Mr. Kesster. It is now our responsibility. At that time it was 
not. 

Mr. Reppan. Whose responsibility was it then / 

Mr. Kesster. It was the responsibility of the project manager in 
the Engineering Division, who at that time was Mr. Hockenberry. 
Whether he drafted it or not I cannot answer for you. 

Mr. Reppan. Wasn’t it your duty to review it ? 

Mr. Kesstrr. It is my duty to review it, and I did review it. 

Mr. Reppan. Did it come to your attention after the original con- 
tract was let that the contract was being changed so as to permit them 
to buy used equipment ? 

Mr. Kesster. You are talking about the amendment to the agree- 
ment ? 

Mr. Harpy. I think you already testified about that. You did ap- 
prove it for financing and didn’t know you had approved one that 
substituted used equipment for new equi yment. 

Mr. Ke ssLer. But, Mr. Chairman, it didn’t substitute it. Only the 
word “new” was eliminated and the word “equipment” remained ; and 
I would assume “equipment” meant new equipment. 

Mr. Reppan. When that was sent to you for your approval did it 

carry any cover sheet which would indicate to you what changes had 
been made? 

Mr. Kesster. I think it did not. 

Mr. Reppan. Did it as a general rule? Was that the practice when 
a document was being changed ‘ ¢ 

Mr. Kesster. No. 

Mr. Reppan. You had to search to find out what changes were in 
the document ? 
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Mr. Kesster. Mr. Weitzen tells me this is a supplemental agreement 
which did not amend the first one. 

Mr. Wertzen. That is true. It was a separate document; a supple- 
mental agreement. It was not a true amendment of the first agree- 
ment, but stood on its own two legs. 

Mr. Reppan. Was the first agreement still in existence ? 

Mr. Werrzen. Yes. 

Mr. Reppan. Was the equipment purchased under the original 
agreement ? 

Mr. Werrzen. Some equipment was purchased under the original 
letter of agreement, and the additional equipment was purchased un- 
der the supplemental agreement. 

Mr. Reppan. I think that should be all the more reason why the 
thing should be perused by the person responsible for the contracts. 

Mr. Kesster. I did not follow your point. 

Mr. Reppan. What I am trying to get at is this: You didn’t know. 
You were responsible for reviewing the contract and you didn’t know 
that ICA would permit them to by his used equipment. 

Mr’. Kesster. But the supplemetal agreement did not say “for the 
purchase of used equipment.” 

Mr. Harpy. Thesupplemental agreement just said “equipment.” 

Mr. Kussuer. Yes. 

Mr. Harpy. And somebody had done it that way so that they could 
buy used equipment. Is that right? 

Mr. Kesster. This is a conclusion you arrive at from information 
that has been given here, Mr. Chairman, but I would not have taken 
this to be the fact at the time. 

Mr. Harpy. So, in other words, when you approved it, it was your 
understanding, and you believed, that new equipment would be bought 
under that agreement ? 

Mr. Kesster. Yes, sir. 

Mr. Werrzen. May I amplify that statement, Mr. Chairman? At 
that time there were two agreements in existence. The first one, of 
July 12, had the words “new equipment” in it. The supplemental 
agreement that came to Mr. Kessler, that stood on its own two legs, 
for the additional equipment, had only the word “equipment” in it. 

Mr. Harpy. I understand that. 

Mr. Werrzen. There was no used equipment as such stated in the 
second letter. 

Mr. Reppan. Was any of that discussed at these meetings of August 
16 and 17? 

Mr. Wetrzen. To the best of my recollection, no. 

Mr. Reppan. Were any minutes of those meetings kept ? 

Mr. Weitzen. No. 

_ Reppan. Is it a practice to keep minutes of meetings of that 
sort 

Mr. Werrzen. There is now. There was not at that particular time. 

Mr. Reppan. I show you two documents dated August 16 and 17, 
in longhand, and ask you if those are the only minutes of those meet- 
ings that were kept ? 

Mr. Weirzen. Yes. 

Mr. Reppan. Who prepared those documents ? 

Mr. Werrzen. I did. 
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Mr. Harpy. We hand you a series of documents there, and I would 
ask you to identify them. 

Mr. Kesster. Mr. Chairman, I cannot identify a letter dated May 
10, 1956, signed by H. H. Dreany, and addressed just “Gentlemen :” 
I can’t identify this. I don’t know. I have never seen this before. 
At least to my knowledge I have never seen it before. 

Mr. Reppan. Let me ask this, Mr. Kessler; did your office have any- 
thing to do with the negotiation 

Mr. Harpy. Let’s put these in the record first, before you do that. 
The ones he identified. 

Mr. Kesster. I can identify this letter where we advised Mr. Axel- 
rod that we rejected all bids and would not seek to obtain the equip- 
ment from him. 

Mr. Harpy. Do you want to put that in as an exhibit? 

Mr. Reppan. No; I don’t. 

Mr. Harpy. All right. 

Mr. Reppan. I would like to ask you this. Mr. Kessler. Did you 
have negotiations with A. F. Axelrod & Co. in New York for the pro- 
curement of the equipment and machinery for the Cambodia road ? 

Mr. Kesstxer. I can’t recall that I did personally. 

Mr. Reppan. No, Did your office? 

Mr. Kesster. But I know he was in Washington and I had seen him. 

Mr. Reppan. But did your office have any ? 

Mr. Kesster. I think not. AsTI recall, it was done by the Office of 
Industrial Resources, and probably Mr. Bonner and Mr. Hockenberry. 

Mr. Reppan. You know nothing about those negotiations? 

Mr. Kesster. I can’t recall. I know there were negotiations and 
I know there was an agreement reached, but I know there was a con- 
tract drafted but one never signed. 

Mr. Reppan. When did you come into the picture? This letter of 
June 27 to Axelrod bears your signature. 

Mr. Kesster. This is right. All awards and rejections go out, or 
went out, over my signature during that period. 

Mr. Reppan. And this letter of June 27 which tells him that ICA 
is rejecting all bids submitted in connection with the procurement from 
independent 

Mr. Kesster. Does it indicate who drafted that, in the righthand 
corner ? 

Mr. Reppan. It says J. P. Bonner. 

Mr. Kesster. Mr. Bonner drafted it for my signature. 

Mr. Reppan. Do you know whether or not anyone discussed with 
Mr. Dougherty, or anyone from Mr. Dougherty’s company, the pos- 
sibility of the Dougherty organization utilizing the services of Axel- 
rod’s company ? 

Mr. Kesster. That was at the time this was rejected ? 

Mr. Reppan. Yes,sir. Orshortly thereafter. 

Mr. Kesstxer. I did not have a knowledge of this prior to your com- 
mittee’s informing me that this was the case. 

Mr. Reppan. You knew nothing of that and never heard anything 
about that? 

Mr. Kesster. Only when I was informed by your committee or 
your investigators. 

Mr. Reppan. And did you know, Mr. Weitzen ? 
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Mr. Werrzen. No;I did not. 

Mr. Reppan. That is all. 

Mr. Harpy. Are you finished ? 

Mr. Reppan. Yes. 

Mr. Kesster. May I make one more statement to clarify the record ? 
I knew that Mr. Dougherty was utilizing Mr. Axelrod for expediting 
and I had found out, I think from Mr. Deusientah as I was walking 
through the corridors one afternoon while he was in our office, that 
he had paid him some money. And I told Mr. Dougherty at that 
point that there was nothing in the contract which would permit him 
to be reimbursed for that sum of money, and that we would not pay 
him; and subsequently wrote a memorandum to our audit division 
recommending that they seek refund for the amount so paid, and sug- 
gesting to Mr. Dougherty that he not submit any further vouchers 

or that type of expense. 

Mr. Reppan. What did Mr. Dougherty say to you at that time as to 
why he was employing him? 

Mr. Kesster. I think at that time he said, “Well, I didn’t know I 
couldn’t charge this off to the Government.” This was the expediting. 

Mr. Reppan. He said nothing about anyone at ICA suggesting that 
he employ Axelrod’s services? 

Mr. Kesster. I don’t recall him saying that. 

Mr. Reppan. The contract provides that there can be no assign- 
ment without the consent of the Government. Is that correct? 

Mr. Kesster. This is correct. I think paragraph 14 of the contract 
so states. I think you will also find, Mr. Reddan, there is a provision 
in their letter of understanding wherein we indicate that all rights 
and privileges that the Government of Cambodia have, we likewise 
have; and this would indicate he could not have assigned this contract 
without two approvals—that of the Government of Cambodia and 
that of ICA. 

Mr. Harpy. Is it your responsibility to be informed about such 
things as assignments? 

Mr. Kessirr. Yes, sir. 

Mr. Harpy. Were you aware of the fact that he had assigned this 
contract to the Liberian corporation ? 

Mr. Kesster. No, sir. 

Mr. Harpy. You heard the testimony here Monday? 

Mr. Kesster. Yes; I did and I think the testimony Monday would 
indicate he didn’t bother to inform us. 

Mr. Reppan. I would like to show you what purports to be a Ther- 
mofax copy of a draft of a letter dated August 24, 1956, addressed to 
om Government of Cambodia, with a typed signature, A. L. Dougherty 

0. 

Mr. Kesster. Yes. This came from our files. 

Mr. Reppan. Did you prepare that, Mr. Weitzen ? 

Mr. Kesstrr. I think Mr. Weitzen prepared that. 

Mr. Reppan. Did you prepare that ? 

Mr. Werrzen. Yes; I did. 

Mr. Reppan. At whose request ? 

Mr. Werrzen. It was prepared to take care of the possibility of an 
assignment of the contract to Dougherty’s Liberian corporation after 
signature. It was my understanding during the course of my conver- 
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sations with Mr. Dougherty that he contemplated doing just that. 
This was done in advance to provide him with a satisfactory medium 
to perform that assignment in accordance with our regulations. 

Mr. Reppan. He didn’t even have a Liberian corporation at the 
date of this letter according to this. This is August. 

Mr. Werrzen. My understanding was that it did not exist at that 
particulartime. I havea recollection to the effect that he told me so, or 
one of his people at least. 

Mr. Harpy. Weare going to have toquit. Wehavearollcall. The 
committee will stand adjourned to reconvene in this room at 10 o’clock 
tomorrow. 

(Whereupon, at 5:15 p. m., the subcommittee recessed until 10 a .m. 
the following day, Friday, March 28, 1958.) 








FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


FRIDAY, MARCH 28, 1958 


House or RepresENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:08 o’clock 
a. m., in the hearing room, George Washington Inn, Representative 
Porter Hardy, Jr. (chairman of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr. (chairman), Fonn A. 
Blatnik, Charles B. Brownson, George Mane, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; Phyllis M. Seymour, 
clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show as present Mr. Knox and myself, constituting 
a quorum under the committee rules. 

Whom do you want first, Mr. Reddan? 

Mr. Reppan. Mr. Awalt. 

(Whereupon, F. H. Awalt was duly sworn by Mr. Hardy.) 

Mr. Harpy. Go ahead, Mr. Reddan. 


TESTIMONY OF F. H. AWALT, VICE PRESIDENT, MICHAEL BAKER, 
JR., INC. 


Mr. Reppan. Mr. Awalt, I show you 10 documents taken from the 
files of the Michael Baker Co. and ask you if you can identify them 
as files of the company [handing to the witness] ? 

Mr. Awatt. Yes, sir; these are all our files. 

Mr. Reppan. Mr. Chairman, I would like to give these exhibit 
numbers at this time. 

Mr. Harpy. You may give them exhibit numbers and we will in- 
clude them in the record as exhibits, but you had better identify them 
so that we will know which ones have been identified by Mr. Awalt. 

Mr. Reppan. Yes, sir. The first one is a memorandum from John 
McCormack to Don Graham, dated December 3, 1957. I will mark 
that as “Exhibit 45.” 

The next one is a memorandum from Don Graham to McCormack, 
dated January 7, 1958, to which is attached a letter dated January 7, 
1958, to the Government of Cambodia from the Michael Baker Co. 1 
will mark that as “Exhibit 46.” 

The next one is a memorandum from John McCormack to Don 
Graham dated December 5, 1957. I will mark that “Exhibit 47.” 
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The next is a memorandum from John McCormack to Don Graham 
dated May 20,1957. I will mark that “Exhibit 48.” 

Next is a memorandum from Don Graham to John McCormack 
dated May 17,1957. I will mark that “Exhibit 49.” 

Next is a memorandum from Michael Baker, Jr., Inc., Report No. 42, 
the Soils Material Laboratory, at Phnom Penh. I will mark that 
“Exhibit 50.” 

Next is a memorandum from John McCormack to Don Graham 
dated May 7,1957. I will mark that “Exhibit 51.” 

Next is a memorandum from Don Graham to R. L. John, dated 
July 3, 1956. I will mark that “Exhibit 52.” 

Next is a copy of a letter from Michael Baker, Jr., to A. L. Dough- 
erty Overseas, Inc., dated December 11, 1957, Phnom Penh. I will 
mark that “Exhibit 53.” 

Next is a memorandum from Don Graham to John McCormack, 
dated May 31,1956. I will mark that “Exhibit 54.” 

Mr. Reppan. May these be received as exhibits, Mr. Chairman? 

Mr. Harpy. Without objection, they will be received as exhibits. 

(The documents referred to were introduced into the record as 
exhibits 45 through 54, inclusive, and follow: ) 
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Exursit 45—MEMORANDUM FROM JOHN McCorRMACK, ProJEcT ENGINEER, MICHAEL 
Baker, Jk., INc., TO Don H. GRAHAM, DECEMBER 3, 1957 


— 

ysta-orrice sadist sande 
1O Don Graham 
FROM Jobe Nobcrundle 


; praia everenrenoouperesces 


We are quite sonserne as to the Contractor? senetate 
from Tuk Sap to Kompong Som 
as we outlined in our letter to them. on. 
equipment in this area ia seriously going to 
g&, it 49 our duty te call the matters covered in let  2hh 
A sattention, and expect te continue this procedure ih the future when it . 
us that their methods are net producing results an efficiently ae mi zht 
It ia our considered opinion thet uless we do take this stand, lack of planning 
on their part will contiaue te geelf-evident art that the wale of pengewae: id: 
net come up te that scheduled f@r the comlag dry season. é 
Ny Wits your approval, we cxpect to insist, an I polated out ‘te then, that aide 
e? ditching, cross drainage, finishing of slopes, ete. mast be completed ahead of any 
\ arfacing or plgecing of shoulder material, 
‘ We alae expnét t¢ insist that all subgrade be properly compacted with surrictent 
added moisture as required, regardless of excuses as. to their lacking needed i 
‘NQ cquipuent for this operation, We do not consider that their hed judgement in de- 
(A ~ elding that proper water dispensing equipment was not needed is a valid reason for 
our overlooking the need for proper placermnt of entankaent. 
There is no doubt thet es the dry season advances, lack of sufficient natural . 
, ‘wodetare im the poll is going to be » problem, and for this reason, we have continued - 
¥ te eal] to the Contractor’s attention the need for water trucks, 
We see uo alternative other than to Lente: atep enters on certain phases, med 

















¥- operations as tests iniicete tiie lack of moisture. 
Ordinarily on work cf thie kind at this stege of the srecatien, the ehenston: 
Will have worked out methods of placizg embankment materials, and procedures on. 


other phases of the work that conform te good pructioe, and Sttah are acceptable 
to the Engineer, Rowever, in*this instance, we have the problexn of oontiauatty 
demanting thia conformity on more cr less 9 day to day basia. 

It should be apparent tint, considering the excessive rainfall bere, it is most. 


impertant that as rough grading operations ee completed, fine grading must follow, 
and ‘gt least sufficient pan base ot carry traffic Ubrough the wet season. 
/ If this program is not followed fron fm 93 through to Vea) Remh, again no traffic 


will be able to get. through this euction. eae 
Sleo,. that section beginning at ee Som and back toward Yeol Renh should be 
completed as to drainage amd to subgrade, wi bayer hase to carry traffic, ail 
in « coordinated operation. In the event the aot r fails tc follow through 
on this, progress next rainy season will be negligible 
If you concur in the reasonableness of this thinking, and if you agree with us 
in our belief that, as Engineers, we bave the right to inaist on what work comes 
first amd whet section comes first, please advise, : 


8 fine? © 


he - aay date oot fete oF ois ea Legh 


ea 


ed “Come pod ee 


ep 


ens 
% 
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Exurpsir 46—MEMORANDUM From Don H. GraHam, VICE PRESIDENT, MICHAEL 
BAKER, JR., INC., TO JOHN MCCORMACK, JANUARY 8, 1958: ATTACHMENT—LET- 
TER FroM Rosert L. JOHN, EXECUTIVE VICE PRESIDENT, MICHAEL BAKER, JR., 
INC., TO THE GOVERNMENT OF CAMBODIA, JANUARY 7, 1958 


JANUARY 7, 1958. 
John McCormack. 
Don H. Graham. 


Attached is a letter addressed to the Government of Cambodia pertaining to 
extending the target date of construction of the Cambodia highway service of 
A. L. Dougherty Overseas Co. 

We believe the information in this letter fully reveals the facts warranting 
an extension of time to construct the Cambodia highway. After you review 
this letter, if you feel we have misstated any fact or there are other facts that 
should also be included in such a communication, we would like you to cable 
us before making any changes. If there are not any misstatements or addi- 
tional facts necessary, please cable that you are making distribution to Gov- 
ernment, USOM and A. L. Dougherty Co. When this letter is distributed, we 
want to forward a copy to ICA/W. We think the information in this letter 
is most important to ICA/W, because they probably will be the determining 
group of extending the construction contract. 

We trust that the information contained in this communication answers your 
several memorandums about the need of my making a trip to Cambodia at this 
time. 

If your further discussions about extending Dougherty’s contract require our 
help, please keep us fully informed. 


ROcHESTER, PA., January 7, 1958. 
Subject: Cambodia Port Highway, extension of completion dates. 


GOVERNMENT OF CAMBODIA, MINISTRY OF PUBLIC Works, 
USOM Phnom Penh, Cambodia. 


GENTLEMEN: The contract between the Government of Cambodia and A. L. 
Dougherty Overseas, Inc., requires, under article 1.5, “joint agreement of the 
Government, engineer, and constructor to extend the target date of construction 
completion.” 

Your letter to us dated December 2, 1957, refers to a letter from Dougherty to 
your Government dated November 27 wherein the contractor has requested an 
extension of the present target date of September 30, 1958. 

In consideration of the above request, as consulting engineer for the project, we 
wish to present herein the following items which must be considered in determin- 
ing the justification for granting the requested extension : 

1. The scope of work required to be performed by the contractor, based on 
the approved drawings and specifications and prepared by our firm, repre- 
sents a considerable increase of the scope of work compared to that originally 
contemplated in the Dougherty contract. 

2. At the time of negotiation of the Dougherty contract, detailed plans for 
the proposed highway were not completed and, therefore, target dates were 
of necessity established from preliminary information then available. A 
considerable part of the scope of work then described was formulated from 
a reconnaissance report referenced as the Brown & Blauvelt report. It is 
our understanding that on the basis of this report the contractor, the con- 
tracting officers of ICA, and your Government established estimates of time 
and construction cost. 

3. Upon completion and approval of the final plans and specifications as 
approved by your Government, the following extra items are now required 
in the revised scope of work but were not included in the Brown & Blauvelt 
report; therefore, not included in the scope of work presently described in 
the Dougherty contract : 
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(a) The earth shoulder on each side of the wearing surface of the 
proposed highway has been increased from 2- to 2%4-meter width. This 
change requires handling approximately 9 percent more earthwork than 
originally planned. Referring to our budget estimates which we pre- 
pared for USOM and ICA in accordance with a request of September 25, 
1957, we indicated a weighted value of earthwork quantities as repre- 
senting approximately 20 percent of the entire project. Thus 9-percent 
increase in earthwork quantities for shoulders is equal to approximately 
2-percent increase of the entire project. 

(b) The number of pipe culverts for drainage purposes has been con- 
siderably increased over the original estimate. Although the Brown & 
Blauvelt report is vague in suggesting the number of pipe culverts re- 
quired, we have interpreted their report as requiring 125 to 135 cross- 
ings, whereas the approved plans require some 405 pipe culverts, or an 
increase of approximately 300 percent. This is equivalent to approxi- 
mately 12-percent increase of the entire project. 

(c) Similarly, box culverts and bridge structures required by the 
approved plans result in an increase of approximately 3 percent of the 
entire project. 

(d@) The approved plans and construction conditions encountered re- 
quire considerable side-ditch paving and certain subsurface drains, which 
were not indicated in any of the original design criteria. This extra 
work is estimated to represent an equivalent of approximately 3-percent 
increase of the entire project. 

(e) Preliminary data available indicated that stone base materials 
may be readily available at a number of sites along the route of the 
proposed highway. Detailed investigations recently conducted by the 
engineer and contractor reveal that quarrying and preparation of base 
materials is far more costly and time consuming than originally indi- 
cated. This increase is equivalent to approximately 5 percent of the 
entire project. 

From the above tabulation of extra work, items 3 (a), (b), (ce), (d), and 
(e), it is apparent that the original scope of work has been increased a 
total of approximately 25 percent. Since the Dougherty contract contem- 
plated construction completion in 24 months (October 1956—September 1958) , 
a 25-percent increase would be equivalent to a 6-month extension. 

4. The Dougherty contract required shipment of 50 percent of construc- 
tion equipment on ships flying the American flag. Since only a very limited 
number of American-flag ships call at a port in Cambodia, a substantial loss 
of time was experienced. We estimate the extent of this lost time to have 
caused a 3-month delay, which unfortunately occurred during the first dry 
season. 

5. Dougherty found it necessary to offload the greatest percentage of con- 
struction equipment at the portsite; therefore, much of this equipment was 
not available for immediate use until access roads could be opened. The 
construction of access roads consumed approximately 1 month of construc- 
tion time. It is considered that this lack of use of much of the equipment 
may have caused the delay of an additional 3 months during the dry season, 
or a total of 4 months’ delay could be attributed to this condition. 

6. Although the engineers were not consulted with reference to the selec- 
tion of the construction camp site or the planning of camp facilities, it has 
been our observation that there was considerable delay in the camp con- 
struction due to its remote location, physical requirements, and loss of time 
caused by late arrival of materials to be used by subcontractors. We are 
of the opinion that these conditions caused delay of the highway construc- 
tion by approximately 2 months. 
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The loss of time and delays under items 4, 5, and 6 above constitute a total 
of approximately 9 months. As previously outlined, extra work items and 
revision of the scope of work has been evaluated as constituting approxi- 
mately a 2-percent increase or 6 months’ extension of time. The total time 
involved in these various factors represents approximately 15 months, which 
should be considered in establishing any extended completion date. 

In view of the above factors and conditions as outlined, as your consulting 
engineer, we are of the opinion that the present Dougherty contract target date 
of September 30, 1958, should be extended. An extension of 15 months would 
establish a new target date of December 31, 1959. However, this date would 
not take into consideration any lost time caused by monsoon rains which are 
normally anticipated in this area. Although the rainy seasons are generally 
of 6 months’ duration, not more than 3 months during this period would be 
completely lost due to rainy weather. During at least 3 months, many normal 
construction operations could be continued.- During the period of January 1958 
to December 1959, two monsoon seasons would occur. Therefore, allowing 3 
months loss of time for each of the 2 rainy seasons, a total contract extension of 
21 months is indicated. This would extend the present target completion date 
to June 30, 1960. 

We feel, however, that a contract extension at this time to June 30, 1960, 
should not be considered. We refer you to our budget addressed to USOM and 
ICA of October 25, 1957. This letter suggested a contract extension to June 30, 
1959, which we believe to be a reasonable date to be established as a target 
completion date. Between now and June 30, 1959, more accurate information 
will be availalbe regarding the contractor’s actual performance record. A better 
evaluation could be made at that time in establishing the final target completion 
date. We therefore recommend that the Dougherty contract be extended to 
June 30, 1959. 

We respectfully submit this information for consideration by Government, 
USOM, and ICA in considering the contractor’s request for an extension of time. 
If there are any further questions relative to this matter, we would be most 
happy to confer with you for a further discussion. 

Respectfully submitted. 


MICHAEL BAKER, Jr., INC., 
Rosert L. JoHn, 
Executive Vice President. 
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ExHIBIT 47—-MEMORANDUM FROM JOHN McCorRMACK, Project ENGINEER, MICHAEL 
BAKER, JR., INC., TO DON H, GRAHAM, DECEMBER 5, 1957 
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“INTER OFFICE MEMORANDUM _ MICHAEL @AKER. j8., imee® 
we : i bitte 
TO Don Grahes And 15) DATE December 5, 1957 a 
FROM John McCormack * cK IgM SUBJECT CONTRACTOR ~Contrast Revielon 
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I am sure that in the sear future 4, L. Dongherty is going to ask for a 
revision of hie Contract, with sm increase in fee, on the greumis thet the 
information upon which he presented his criginal offer did not compkately out- 
line the scope cf the work, 




















in order to. cive you « full picture of their thisking, we bring out the 
folloving points on which they mey base their contention: 


1. The Brown & Bleweslt report succested two meter earth shoulders, 
while our design calla for two and one half meter shoulders, stabilized 
7 ‘with twenty (20 } OM, of pranular asterial. ‘This ficures rouchly en 
aie inerense in earth moving quantities of akout 9¢, 


2, The Brows & Blauvelt report calle for about fifty tex culverts, althouck 
this is not too clearly verttnet, Gur plans call for practically the 


3. The Brown & Rlauvelt report is very varve on pipe culverts, but we 
desided that 4t calle for about s three, This did not provide for 
“ aide road entrances, The actual requirenenta vill be a little over 
Jif three hundred, including side approaches ~ a plus of two bundred and 
oe forty more or less over the Brown & Blauvelt report estimate, 


ie The Brown & Mieuvelt report estimtes eleven hundred and forty three (1143) 
Vinear wetera of bridgee. Our plane call fer ome thounand and twenty 
po RS nine (1025) lineer meters, a difference of one hundred ard fourteen 
{IT4) linear meters. 


se 5. Mo ditch paving is provided for in the Brown & Slauvelt report, nor 
ot {a provision made for sub-surface drains. 


ee These are the only pointe that we have considered as being possibly brought 
a up ty A. L. Dougherty, although they may have numerous other arguments which they 
will bring out. 


We call this to your attention in ordex thet you any advise us as to our 
method of procedure in the event the necessity secures. We have not discussed these 
matters with Dougherty - only heard through the grapevine that this is coming 
-” shortly. 
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EXxHIsit 48—MEMORANDUM FROM JOHN McCoRMACK, PROJECT ENGINEER, MICHAEL, 
BAKER, JR., INc., TO Don H. GRAHAM, May 20, 1957 


[Interoffice memorandum, Michael Baker, Jr., Inc.] 


To: Don Graham. 
From: John McCormack. 
Date: May 20, 1957. 
Subject: Progress. 


As of today rough grading operations have been completed from kilometer 47 to 
kilometer 76, opposite the main camp. Equipment on the Kompong Som end 
is working back toward the pass from Tuk Sap and in the heavy-cut section 
about 3 kilometers out of Kompong Som. 

Progress should be fairly rapid in the section from Veal Renh to Tuk Sap, as 
no heavy grading is proposed here. 

The equipment on the Kompong Speu end is moving from kilometer 38 to 
kilometer 40 where we have a change in alinement. This is a section of high fill 
and we and the contractor believe it advisable to complete this before the heavy 
rains begin. 

The contractor finally started driving piles at the bridge site at Kompong 
Speu river. They are driving piles for pier foundations, where, due to the fact 
that these piles will be under water, we are permitting the use of timber piles. 
The piles at abutments will be steel shell, concrete, with reinforcement. 

Since completing the major portion of the field surveys we have put Glass 
on inspection to work with Moone near Kompong Speu and Boughner on inspec- 
tion with Knisely at Kompong Som. I believe that this will give us better 
control of the work as well as improve our relations with the contractor. In 
fact such improvement is already noted. 

We have been very fortunate in that the rains so far have not been sufficient 
to cause any appreciable delay in grading operations at this end. While rains 
are increasing near Kompong Som, grading is still progressing. 

We have been unable to get any information from Mr. Leary regarding a 
progress chart so I do not believe that they have made any serious effort to 
work out a realistic schedule. We will follow your advice and work out a 
new schedule for a completion date of October 1, 1958, as this is the date of 
completion called for in the Dougherty construction contract. 

At present all Americans are well and working. 

Jack Benchoff, Prothero and native crew are locating secondary entrance to 
Kompong Som. Paul Herden, Lew Ray and Jim Steen are checking benchmarks, 
working inland from Kompong Som. 

The office force is completing grade sheets for the last section of line between 
kilometer 140 and Veal Renh. 


Exuisit 49—MEMORANDUM FROM Don H. GRAHAM, VICE PRESIDENT, MICHAEL 
BAKER, Jr., INc., To JOHN McCorMAcK, May 17, 1957 
May 17, 1957. 
John McCormack 
Don H. Graham 
Progress—Personnel—Miscellaneous—Cambodia 


We note in CR-118—-M that you are interested in possibly obtaining your 
stateside leave some time in August. 

It would be nice if you and Mrs. McCormack were able to take your leave and 
accompany Mr. and Mrs. Cohen during their annual leave. We find, however, 
that we are unable at this moment to sanction your taking leave that early. 
If ICA would answer our letters of February 13 and 14, we could then authorize 
your vacation in August. Verbal discussions by ICA officials indicate that they 
cannot approve annual leaves prior to the completion date of our present contract, 
i. e., December 1. 

Mr. Hockenberry specifically stated that he agreed that it would be far better 
for our men to take leave during the rainy season rather than to wait after 
December 1 and take their leaves during the dry season. Maybe we can still 
get this answer in plenty of time for you to arrange a stateside visit before 
December 1. 

In reviewing McGinley’s report dated April 24 re Progress on the Ong Po 
Koun contract, bridges route 3 we are a bit confused. His station locations show 
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two bridges 199+-815 and 200+-478 that are not listed in the original locations 
of bridges to be replaced. Actually McGinley’s report indicates stations for 22 
bridges. Your report dated May 6 to Mr. Phiek Chhat (in French) shows sta- 
tions for the 20 bridges which we understood were being erected on route 3. 
We are again pleased that the work of route 3 is nearing completion. 

Have the Dougherty forces corrected the unsatisfactory base condition between 
stations 59+-000 to 59-+200 as brought out in Dr. Pfeiffenberger’s memo of May 
10 to you, and your letter addressed to Mr. Leary of the same date? As soon as 
they learn (Dougherty) that they must adhere strictly to the requirements of 
our specifications their whole program will be much easier and progress more 
satisfactory. It pleases us that you are not relinquishing such demands on them. 





Pxureit 50—MEMORANDUM, Report No. 42, From A. R. PFEIFFENBERGER, SOILs 
ENGINEER, MICHAEL BAKER, JR., INC., TO JOHN McCoRMACK, May 10, 1957 


MICHAEL BAKER, JR., INC., 
Sorts AND MATERIALS LABORATORY, 
Phnom Penh, Cambodia, May 10, 1957. 


To: Mr. John McCormack: Project Manager, Michael Baker, Jr., Inc. 

From: A. R. Pfeiffenberger, Ph. D.: Soils Engineer, Michael Baker, Jr., Inc. 

Subject: Condition of Road Construction between Stations Km. 59-+-000 and Km. 
59-200 of National Route 4 on May 5, 1957. 


The results of tests and observations made on the spot and subsequent tests in 
the laboratory can be condensed as follows: 

Between Sta. Km. 59+000 and 59-+-200 there exist conditions of which those of 
the area 414 meters left of centerline at Km. 59+168 are typical. Here a layer 
of about 26 centimeters of fill, designated “A” (Laboratory No. 144), lays over 
some 50 centimeters of fill, designated “B” (Laboratory No. 145), the latter con- 
taining an undue amount of roots. 


Soil Layer “A” (Laboratory No. 144) 


Classification: type “‘A-2.” 

Unit weights: Literature values for “A-2” (Seelye, Design 3-15) 120 to 130 
pounds per cubic foot modified Proctor, maximum density (laboratory deter- 
mination) 125 pounds per cubic foot. “In place” density (field determination) 
107.5 pounds per cubic foot. Degree of compaction—86.0 percent. 


Soil Layer “B” (Laboratory No. 145) 

Classification: type ‘“A-3.” 

Unit weights: Literature values for “A-8” (Seelye, Design 3-15) 115 to 130 
pounds per cubic foot modified Proctor, maximum density (laboratory determi- 
nation) 129 pounds per cubic foot. “In place” density (field determination) 
115.4 pounds per cubic foot. Degree of compaction—89.5 percent. 


Comments 


The presence of a large amount of roots close to finished subgrade is unde- 
sirable and in violation of the provisions of our specifications. 

It appears that during the fill operation very little, if any, effort has been 
made to bring the obviously deficient water content of the soil closer to optimum 
moisture. Insufficient moisture content combined with inadequate compactive 
force accounts for the low degrees of compaction of the above tests. 

In view of the unsatisfactory results of these tests, we advise that the Con- 
tractor remove the material placed between Station Km. 59+000 and 59+-200 
to a depth of 50 centimeters below subgrade elevation and replace it by suitable 
fill material free of roots and vegetable matter. As an alternative measure, 
there would have to be placed at least 20 centimeters of special subgrade ma- 
terial throughout this section in order to assure sufficient bearing capacity for the 
base course; this alternative procedure being left to the judgment of the Con- 
tractor. 

A. R. PFEIFFENBERGER, Ph. D., 
Soils Engineer, Michael Baker, Jr., Inc. 


24700—58—pt. 1—_—-29 
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ExHrsit 51—MEMORANDUM FROM JOHN McCorRMACK, PROJECT ENGINEER, MICHAEL 
BAKER, JR., INC., TO DON H. GRAHAM, May 7, 1957 


[Interoffice memorandum, Michael Baker, Jr., Inc.] 


To: Don Graham. 

From: John McCormack. 

Date: May 7, 1957. 

Subject: Rt. 3 Bridges. Contractor—Rt.4. Misc. 


On May 2 and 3, I went with Mr. Phlek Chhat, Tan Seng Ba, the Assistant 
Governor of Kampot Province, Mr. Ong Po Koun, and Jack Benchoff to officially 
inspect and loadtest the Route 3 bridges. Results were good so we are recom- 
mending acceptance of bridges No. 1 through No. 13. The other seven should be 
ready about May 20. 

I expect that it will be possibly 3 weeks before traffic will be able to cross all 
bridges on Route 3. 

Confidentially I am very much afraid that we will have continual trouble with 
the Dougherty Co. regarding any and all phases of the work. They, Mr. Thornton 
and Mr. Leary, impress me as being experts on letter writing, endeavoring to 
show by the record cause for extension of contract and reasons for additional 
fees rather than making any real effort to organize their field work. 

Actually, their delays in construction stem from lack of preliminary planning 
as to priority of equipment and supply shipments, rather than any delay from 
our end. For instance, it seems no one gave any thought to reinforcing steel, 
cement, form lumber, etc., until recent weeks. The lack of these items has kept 
structure building to zero. 

Too, against our advice, they off loaded practically all equipment at Kompong 
Som instead of off loading a good portion at Ream, a much better location, from 
a construction standpoint. 

I can’t understand how a reputable contractor can continually blame us for 
some mythical lack of plans. Within a few weeks we will have all grading plans 
distributed which is very close to our schedule. I am sure that I don’t know 
what line the Dougherty Co. will take to explain any further delays in their 
schedule, now that we will have shortly completed all grading and structural 
plans. 

Their most recent complaint dealt mainly with our failure to have all plans 
ready more promptly, on the section near Kompong Som. We consider this 
solely an alibi, as we consider their decision, counter to our advice, to off load 
the greater portion of grading and other heavy equipment at Kompong Som an 
error in judgment on their part. We contended, and still believe that a good 
portion of this equipment should have been off loaded at Ream in order to have 
been able to work two spreads of equipment in both directions from Tuk Sap. 
They, no doubt, realize this lack of foresight, but are reluctant to make such 
an admission at this date. 

We have been unable to prepare any kind of a construction schedule that 
might fit in with the Dougherty Co.’s schedule, due to the fact that they suddenly 
came out with a proposed schedule of completion in late 1959. Colonel Cohen has 
taken issue with them and is demanding that they revise it to coincide with 
their contract provisions. 

Perhaps within a few days they will have completed a revised copy that will be 
acceptable. 

I do not expect that we will have too pleasant a relationship with this com- 
pany, and believe that their methods will lead to a continual friction in our 
dealings with them. Frankly, it is my opinion, that they are afraid of starting 
bridge construction, due to inexperience on this type of work. Mr. Cohen, in 
conversations with me, has voiced the same opinion, and in fact has brought 
the matter up with Mr. Thornton and Mr. Leary in no uncertain terms. 

I am giving you my opinions on this to acquaint you with conditions as they 
appear from this end. Any advice and thoughts that you have will be welcomed. 

Enclosed are: 

Dollar expense report handed in by Mrs. Pfeiffenberger. 

Copy letter, Cohen to ALD, USOM No. 57-1937, Operational status report. 

Copy letter, Cohen to DPW, USOM, No. 57-1905, Kompong Som secondary road 
Personal letter, J. R. Stalcup. 
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Exuisit 52—MEMORANDUM FroM Don H. GRAHAM, VICE PRESIDENT, MICHAEL 
Baker, JR., INc., TO. R. L. JOHN, Jury 3, 1956 
JULY 3, 1956. 
R. L. John 
Don H. Graham 
Cambodia—Construction Contractor. 


Just received telephone call from Sam as follows: 

Letters are going out to all of the contracting firms which submitted pro- 
posals, Cambodian Highways advising that A. L. Dougherty Co. has been 
selected to perform this work. 

Mr. Hockenberry further told Sam that this award was made because A. L. 
Dougherty were low on fee. The ceiling of construction work was in the neigh- 
borhood of $15 million, but ICA is not concerned about this ceiling figure recog- 
nizing it can be upped should the job so require. 

We further learn that the Cambodian Ambassador in Washington has been 
authorized by his government to sign contract documents when ready. ICA 
hopes to have such document ready for signatures by the end of next week. 


Exuisit 53—LeETTER From JOHN McCoRMACK, PROJECT MANAGER, MICHAEL 
Baker, JR., INc., TO A. L. DOUGHERTY OVERSEAS, INC., DECEMBER 11, 1957 


PHNOM PENH, CAMBoprIA, December 11, 1957. 
A. L. DOUGHERTY OVERSEAS, INC., 
Mr. Robert Leary, Project Manager, 
Phnom Penh, Cambodia 


Dear Sir: As we are getting well into the dry season, we have been antici- 
pating a coordinated effort on your part to speed up all phases of the construc- 
tion work. 

We have specially noted that little progress is being made on laying base 
course. We must consider that something well over a kilometer a day must 
be completed in order to take full advantage of the short dry season. We 
realize that a discussion with you may give us a more vivid picture of the 
reasons why such a poor showing is being made on this, and for this reason 
we believe that it would be well if you inform us if lack of proper hauling 
equipment is the most serious handicap. If so, we see no reason why more 
of some type of equipment cannot be assigned to the work. 

We have noted also that for the most part, the Euclid scrapers appear to be 
idle. Is it because this equipment is unsuitable, or due to lack of operators? 
We believe that with proper planning every piece of earthmoving equipment 
that is available can be used to advantage on some phase of the work. 

We are concerned also that more concrete pipe laying crews have not been 
organized. To avoid delays all pipe, where feasible, should be in place ahead 
of grading operations. 

We discussed with Mr. Thornton and Mr. Smith the necessity of having on 
hand sufficient water trucks, in order to assure that all phases of the work 
ean be carried on without delay during the dry season. We believe that a 
minimum of seven is a must, if certain operations are to avoid a slowdown, with 
one extra as an emergency standby. 

Bridge building, although satisfactory from an engineering standpoint, is not 
progressing as it should—the bridge at Kompong Speu, for example, is showing 
little progress. 

We have noted that in the area of the Pass no work has been started on 
underdrains or ditch paving. We must advise you that ditching and other 
drainage as called for, finishing of slopes and subgrade must be completed 
before placement of base course is started. In this area especially, completion 
of this work is of primary importance during the dry season. 

We assure you that at any time we are most willing to discuss all problems 
that are in order. 

Sincerely yours, 
MICHAEL BAKER, JR., INC. 
JOHN McCorMACK, 
Project Manager. 
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Exuisit 54—MemoranpuM From Don H. GRAHAM, VICE PRESIDENT, MICHAEL 
Baker, JR., INc., to Jouw A. McCorMAoK, May 81, 1956 

May 31, 1956. 

JoHN A. McCorMack. 

Don H. GraHam. 

Cambodia. 


I have been somewhat out of communication with you for the past several 
weeks in that I have had to make a visit to our projects in Peru and Ecuador. 
Since returning I have been rather fully tied up in talking with many of the 
contractors that contemplate submitting a proposal for the construction of the 
road on your project. We are still talking with these contractors. However, 
I expect to be in close tie with you from hereon. 

In discussions with these contractors, one of the principal questions that comes 
up is: 

“Where is the best place to finally off-load equipment and what are the prob- 
lems to deliver said equipment to the final site of the principal camp?” 

It appears the logical place for the principal camp is some place in the general 
vicinity of Veal Renh, either north on route 4 or south on route 3. We now have 
access to quite a number of maps and have also pieced together mosaics of 
the flight strips as made by the French and we note in reviewing this informa- 
tion that there is a roadway described on some of the maps as a“mule path or 
cart track” which leads south off route 3 at a village orf O’Chammar and ter- 
minates at the water edge in a village called Kas Khonang (Kas Khohong). It 
appears to us that if the water is deep enough to receive an LST or some type of 
lighter at Kas Khohong and if this roadway is sufficient to allow heavy haulage 
that this might be the best feasible place to finally off-load. 

It is recognized, in any event, that the original cargo vessel will have to be 
off-loaded in some principal port say Saigon, Singapore, Bangkok, where there is 
sufficient off-loading equipment and that the equipment would then have to be 
reloaded to lighter vessels that could dock at some point along the south coast 
of Cambodia where the equipment could then be moved to the final camp site. 

We would appreciate your determining as soon as possible whether these as- 
sumptions are feasible or if you have determined a better place to make the 
final off-loading. If this roadway from O’Chammar to Kas Khohong is not 
usable in its present condition, is it adaptable with minor repairs. We have in 
mind that some section of it may be a swamp and might require say a corduroy 
of the road bed. Is route 3 from O’Chammar to Veal Renh passable for this 
heavy equipment? We are aware that between Tuk Sap and Veal Renh that 
there are three bridges single span that are out and that according to your reports 
there are a number of other drainage problems which need repaired. Wouid it 
be possible for the contractors to work their way across these streams with this 
equipment by their performing certain temporary construction? 

I think this memorandum poses to you our general thinking on this subject 
and we would appreciate your reviewing it and making an additional study to 
better acquaint us with such possibilities. 

Some of the contractors will be unable to send representatives to Cambodia 
because of the limited time on which proposals are being received. We question 
whether those companies that are sending representatives will be able to obtain 
many of the details which they would like. If you can forward us any other 
helpful information that you think should be given to each contractor we would 
appreciate that information. 


Mr. Reppan. I have no questions. 

Mr. Harpy. Mr. Knox, do you have any questions of Mr. Awalt? 

Mr. Knox. Not at the moment. ot 

Mr. Harpy. I don’t believe we have cleared up the position which 
Mr. Awalt occupies. 

Mr. Awart, you are with Michael Baker, Jr., Inc. ? 

Mr. Awatr. Yes, sir. 

Mr. Harpy. What is your position ? 

Mr. Awatr. Vice president in charge of the Washington office. 

Mr. Harpy. Thank you, Mr. Awalt. 
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_ Mr. Reppan. Mr. Awalt, I have two exhibits here, 45 and 4. There 
is some handwriting on the bottom of both of those. Can you tell me 
whose handwriting that is? 

Mr. Awatt. They are both Mr. Michael Baker, our president. 

Mr. Reppan. That is all. 

Mr. Harpy. Thank you, Mr. Awalt. 

Mr. Knox. Is that all? 

Mr. Harpy. Yes, unless you have something. 

Mr. Knox. I would like to inquire of Mr. Awalt if he was on 
the Cambodian road project ? 

Mr. Awatt. I have no assignment in my work here on the particular 
project. I have handled problems relating to the project from time 
to time as liaison with Washington officials would require. 

Mr. Knox. Are you acquainted with the survey that the Michael 
Baker Co. made of the Cambodian highway prior to its construction ? 

Mr. Awatr. I have no technical Teowkdigs of it. I am not an 
engineer. 

r. Kwox. If you have no knowledge of it, I do not believe there 
is any cause for me to interrogate your further. 

Mr. Harpy. Thank you, Mr. Awalt. 

Mr. Dougherty, will you come back, please ? 

(Whereupon, A. Leonard Dougherty, having been duly sworn pre- 
viously, was recalled. ) 

Mr. Harpy. Haveaseat, Mr. Dougherty. You have been previously 
sworn. 


FURTHER TESTIMONY OF A. LEONARD DOUGHERTY, PRESIDENT, 
A. L. DOUGHERTY OVERSEAS, INC. 


Mr. DovueHerty. Yes, sir. 

Mr. Harpy. Go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Dougherty, you have a different counsel with you 
this morning ? 

Mr. Doucuerry. Yes, sir; Mr. Jarvis. 

Mr. Reppan. Would you please identify yourself ? 

Mr. Jarvis. Robert B. Jarvis, 115 Broadway, New York City. 

Mr. Reppan. I would like to show you a copy of a letter dated May 
3, 1957, dated at Phnom Penh, signed “W. T. Smith,” and ask you if 
you received the original of that document? 

Mr. Dovucuerty. I probably did, yes. 

Mr. Reppan. It is your best recollection that you did receive that? 

Mr. Dovcuerry. Yes. ar 

Mr. Reppan. May we have this document received as exhibit 55, 
Mr. Chairman ? 

Mr. Harpy. Without objection, it will be so received. 

(The document referred to was introduced into the record as Exhibit 
55 and follows :) 


Exursit 55—Letrer From W. T. Smitu, to A. L. DoucHerty, May 3, 1957 


PHNOM Penna, May 3, 1957. 
Dear Mr. Dovenerty: Hope you and Mrs. Dougherty had a pleasant trip 
home. Glad you were able to be here before this terribly hot weather set in. 
It rained quite a bit just after you left, then turned hot and dry. 
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I know you are anxious to know about the job. Some parts of the work are 
going mighty fine, especially the scrapers on this end. All the sections we had to 
move out of on the account of rain, when we moved to 76, are now completed 
to kilometer 60, and covered with laterite sufficient to maintain traffic when the 
rains come. It is a beautiful stretch of highway I am sure you would be proud 
of. The remaining gap from 60 to the river bypass at 52 will be complete in 
2 weeks if the weather holds out : which would allow us to start an extensive pav- 
ing program from 47 to Speu to 76 next spring. 

The grading has moved so fast, it is impossible to put on a full thickness of 
laterite and keep the grade covered, which must be done in order to maintain 
traffic when the rains set in. By protecting the grade as we are doing I am 
in hopes we can go back and bring up the full thickness during the rainy 
season. 

The crusher came through in 4 days, and is now putting out gravel. It did not 
clean the gravel good enough the first time through, so we are running it back a 
second time. Baker has approved this operation up to a thousand tons, allowing 
us time to get the washing plant in operation. So at long last we have aggregate, 
and the concrete work is beginning to step up. 

The P. & H. had to turn back. The first big bridge we came to started to give 
way, and I was afraid to try it further, so we shipped two 655 machines and one 
three-quarter to Phnom Penh by one of the French mission boats. They have been 
unloaded. We will use one 655 for pile driving, and a shovel for the laterite pit 
where we are now using a three-quarter-yard machine, which is entirely too 
slow. A lot of niling was included in this shipment. I am still sending truck 
eonvoy to Som for other supplies. This will continue as long as roads are pass- 
able. 

The work at Som is doing fairly well, nothing to brag about. They just do not 
seem to be able to keep the equipment running enough for full production. We 
got most all of it repaired soon after you left and I thought everything would go 
along good, but have just returned from there, and they had 6 or 7 bottom 
dumps down, also four D-8, one Euclid scraper and two 8-yard Internationals. 

We are putting laterite on the 4 or 5 kilometers at Som that are finished, and 
where necessary to maintain traffic. As you know a lot of the cuts cannot be 
completed on account of drainage. The big cut the S0-D was in will be finished 
this week. Then the 80—-D and the P. & H. will move into the big rock eut. The 
Euclid scrapers did all they could on the section near the port and are putting 
on laterite now. They will move across Tuk Sap River the last of this week. We 
have quite a bit cleared ready for the Euclids and it is nice, dry work, so I am 
hoping they will do good there. 

The rice paddy fill is nearly complete and looks right good. The 80—D drag- 
line is still in the big borrow pit at the end of the rice paddy, making the long 
fill toward Tuk Sap, this will be finished soon. 

Some of the Portuguese are pretty good operators, others who are not so good 
are being used for odd jobs. 

Work on the main camp came to halt for several days due to Amoore not pay- 
ing his workmen and bills, but is moving along pretty good now. We hope it 
won't be too long before some of us can move in. 

The job as a whole is moving very well. There is a lot of work being done. 
The weather is in our favor. The Phnom Penh office is much more cooperative, 
thanks to you. 

Will write again soon as I can. 

Kindest regards to you and family. 


/8/ W.T. Sir. 

Mr. Reppan. I will show you, Mr. Dougherty, a copy of a memo- 
randum to Mr. Thornton and Mr. R. Leary under date of May 10, 
1957, to which is attached a copy of a cable dated May 21, 1957 both 
signed by you, and ask you if you sent the originals of Giese docu- 
ments ? 

Mr. Dovcuerty. Yes. 

Mr. Reppan. The attachment, also? 

Mr. Doucuerty. Yes, sir. 


Mr. Reppan. May we have this document received as exhibit 56, 


Mr. Chairman ? 
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Mr. Harpy. Without objection, it is so ordered. 
(The document referred to was introduced into the record as ex- 
hibit 56, and follows :) 


Exuisit 56—MEMoRANDUM From A. L. DoucHerty, Presipent, A. L. Doven- 
ERTY OVERSEAS, INC., TO W. C. THORNTON AND R. LEARY, May 10, 1957; 
ATTACHMENT, CABLE From A, L. DovugHerty, To DouGseas, PHNoM PENH, 
CaMBopIA, May 21, 1957 

May 10, 1957. 

Memo to: W. C. Thornton, R. Leary. 

From: A. L. Dougherty. 


I have gone through your progress report and find so many places where we 
are critical of the Baker Co., that it would seem to me, the purpose of the report 
was missed as being that of a report of progress and instead, became one to 
criticize our bosses, the Baker Co. 

This is in addition to the round of criticism directed at the Baker Co. in your 
April 10 letter an all comes after an extremely nice report going from the Baker 
Co. to the high officials of ICA in Washington, concerning us. 

You have notes on my meeting with Mr. McCormack and know what the 
agreements were in regard to keeping engineering contractor business between 
ourselves. 

I must now tell you that this approach seems extremely foolish to me and is 
certainly fighting a losing battle, and therefore must sternly state that this 
practice must be stopped. 

Another thing that is extremely disturbing to myself and to the New York 
office is the constant stream of undesirable happenings in regards to the men 
in the field and it must be remembered, whether we like it or don’t, they are 
the men who make or break any job. Many of these men have worked for us 
several years and, as well as being experts, are known to be fine gentlemen and 
very cooperative. They do not ask for special privileges, but do expect every- 
thing to be fulfilled that we have agreed to, and especially expect good food 
three times per day, adequate sleeping facilities, good pay, and come to know 
that with personal problems they can sometimes depend on us. Virtually 100 
percent of those who have returned, many of them bearing statements signed 
by men still on the job, have in some cases, conscientiously constructive remarks 
and in other cases complaints, such as: 


Attitude toward employees 

Nothing like working for old A. L. Dougherty Co. 

Poor planning of meals at times, and at other times, no cook in charge for 
preparation 

Mixing of men of different nationalities in same camp 

Haughty attitude of upper supervision 

Inadequacy of proper things to work with, in order to make showing, and many 
others 


In addition to this, a letter to our company has arrived from Lisbon, stating 
that the men from there have been used at many things other than what they 
were hired for, but the main complaint from this source, (Minister of ? ? ?), 
Lisbon, states the men are only receiving 8 hours’ pay but were definitely 
promised 9 and 10 hours until the rainy season, and this statement is the truth. 

The above problem of personnel is that of top management and one that must 
be corrected at once and have constant proper attention. 

The problem of getting reports to this office for study apparently is one that 
is either completely ignored or considered unsurmountable. It seemed to me, 
Doyle and Colonel Palmer left Bangkok too soon and apparently did because we 
have no report in this office of a camp being built. I refer especially to several 
letters contained in one envelope, mailed you early April, containing plan of 
getting bridges underway, building firm along sides of wet area, and especially 
setting a time limit on correction of the straight time-overtime men, and point 
out this was the second time this had been requested. A very few more days will 
be awaited for this information and comment thereon will therefore be withheld. 

In case it is thought I am driving a hard bargain in some cases, you are invited 
to read the April issue of Readers’ Digest, and especially concerning our near 
neighbor in Thailand. Remember too, the ICA Agency is comparatively small, 
has difficulty in obtaining funds and field auditing will be done by them from 
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time to time, in the field. Small things, as well as large things, that are not 
properly handled, would prevent us from obtaining future work with ICA, a con- 
dition that none of us desire. 

I suggest appointing a personnel man and also some sort of a camp captain, 
or whatever we call him, to help handle problems or complaints the men may 
have. Another thing that might help would be a suggestion box at each camp. 

Yours very truly, 


A. L. DouGHERTY. 
[Copy of cable] 


DOUGHERTY OVERSEAS, INC., 
New York, May 21, 1957. 
DOUGSEAS 
Phnom Penh, Camobdia. 

Fifty-eight urgent we recall offensive April 30th written progress report for 
resubmission. Understand your aim but this can only be accomplished through 
proof of increased scope. 

DovuGHERTY. 


Mr. Reppan. I show you a Thermofax copy of a letter from the 
USOM at Phnom Penh, dated May 2, 1957, addressed to A. L. 
Dougherty Overseas, Inc., and signed Sultan G. Cohen, and ask you 
if you received the original of that document ? 

r. Dovenerty. Did you say did I write this letter ? 

Mr. Reppan. No. Did you receive it, sir? 

Mr. Dovucuerty. Yes, sir; I received it. 

Mr. Reppan. May we have this document received as exhibit No. 
57, Mr. Chairman ? 

Mr. Harpy. Without objection, it is so ordered. 

(The document referred to was introduced into the record as Ex- 
hibit 57 and follows:) 


Hxuisit 57—Letrer From Scttan G. CoHEN, Cuter, Puslic Works Division, 
UNITED STATES OPERATIONS MISSION, CAMBopIA, TO A. L. DOUGHERTY OVERSEAS, 
Inc., May 2, 1957 

UNITED STATES OPERATIONS MISSION, 
Phnom Penh, Cambodia, May 2, 1957. 

No. 57-1937. 

Subject: Operational status report dated April 30, 1957. 

A. L. DoueHerty OversEAsS, INC., 

Boite Postale 433, Phnom Penh, Cambodia. 


GENTLEMEN: 1. Review of subject report and your April progress chart dis- 
closes some serious matters for mutual consideration. The status report, as 
a whole, constitutes an excellent historical review of the project, to date. As 
such, it serves a useful purpose. 

2. However, it apears that you have stressed existing job problems to a point 
that approaches exaggeration. Some problems are of our own making and are 
still capable of solution. It is granted that good progress has been obtained, to 
date, in the prosecution of the contract, as a whole. Delays occurred on the 
Kompsong Som section that are not the fault of either Michael Baker or your- 
selves. However, there are contributing factors chargeable to both of you 
and to others. True there appears to be no satisfactory concrete aggregates 
available in that vicinity. But a quantity of laterite has been located, con- 
veniently, for use as select material and a portion of base construction ; and some 
quality sandstone is considered available for base construction. Concrete aggre- 
gates are available by water delivery and route 3 will soon be open for your 
delivery by road, of such aggregates. Nothing in the contract documents as- 
sured a better aggregate situation than now exists. If we can plan operations 
to exploit existing conditions to maximum benefit, your responsibility will be 
considered discharged. 

3. It appears that sand excavated and loaded direct from Kompong Speu bar is 
being used as fine aggregate for concrete. The coarse gravel deposit, you located 
near Km. 76, even though some washing is required, is quite a saving, in both 
time and cost as compared to normal aggregate production. These are ignored 
credits that belong in the record. 
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4. Let me credit you with a good job of mobilization ; early contract prosecution 
under difficult living conditions; good utilization of labor and equipment in 
clearing operations; good planning and operating to obtain early access to the 
work; and very good prosecution of grading operations, to date. These are 
intended as definite credits. 

5. Now, I want to charge your management with three critical shortages. 
My purpose is to focus your attention on delaying factors, from which the job 
suffers, and which are still correctible. 

(a) Your advance planning seemed to ignore necessity for much bridge 
construction. You arrived on the job minus both equipment and materials 
for the purpose. Your explanation that ICA/W did not provide funds 
for that purpose and you did not know type bridges to be built, is hardly 
valid. Could it be that your organization is primarily a grading and 
paving organization and not so expert in building and related fields? Any- 
way, bridge construction is now starting. Can you organize it to obtain a 
prosecution that will atone for past delays? Can you now equip, supply, 
and man the job to construct bridges, during the coming rainy season, 
to such an extent that they will no longer be a delaying factor? If your 
answer is affirmative, you have been challenged to show us something 
you have concealed to date. If you are not sure of your capabilities, in 
this respect, USOM will cooperate with you to obtain a subcontractor, 
American if necessary. 

(b) I prefer not to chide you about delays in your main camp construc- 
tion. There, your subcontractor became a liability, rather than an asset. 
I trust you have matters under control to accomplish speedy completion. 
Your employees need the housing and morale is already affected, to some 
extent, for lack of it. Also, the riel account suffers a double load, as a 
result of this delay. I offer no suggestions for solution of this one. I 
trust you have it under control. 

(c) Despite early verbal request and later written request, no specific 
plan of operation has ever been submitted. It is difficult to coordinate 
and plan without definite guidelines, goals, and objections. It is appre- 
ciated that you can only commit yourself, in a general way, to an overall 
plan for prosecution of the work. Any plan must be capable of revision 
to meet both gains and losses of time, during prosecution. However, you 
would be entitled to claim loss of time by “separation of the project into 
two segregated operations” if you had ever submitted and committed your- 
self to such a plan. My point is that you can only meet or miss objectives 
that have been preestablished and it is basic to establish a general plan 
to accomplish a task. 

6. During your conference with Mr. Roseman, Mr. Rea, Mr. Salling, Mr. 
McCormack, and myself, you discussed the possibility of contract completion 
date extension. At that time, you were told that we did not consider the interim 
partial completion date of May 15, 1957, as binding but we wanted Kompong 
Som to Veal Rinh opened to traffic at earliest possible date. Also, we agreed 
that “much water would pass over the dam” before the contract completion 
date and we would not agree to extension of final completion date, at that early 
date. That is still true. Michael Baker, Jr., Inc., expect to complete surveys 
by May 15, 1957, and probably will have completed plans by early June 1957. 
At that time, we may be in better condition to judge the amount that scope 
has been modified. Also we need to know how adversely “rainy season” opera- 
tions are going to be affected. Suffice it to say, that it is in the best interests 
of our Government and we believe that it is also in your own best interest, 
not to agree to extension at this time. We agree to review and reconsider 
in November 1957, which should be in ample time. 

7. I had intended to forward both your April progress chart and narrative 
report to ICA/W for information and record. However, I was quite surprised 
that you developed both on the basis of a modified completion date, without 
prior consultation. Also, I have copy of a standard form of progress report 
that ICA/W is attempting to inaugurate, in order that all such reports be on 
a similar basis. I am still willing to forward your April reports, with copy 
of this letter, if you so desire. Otherwise, I suggest you review the standard 
and consider the May report for such record. Have you submitted your April 
reports to Travaux Publics? 











440 FOREIGN-AID CONSTRUCTION PROJECTS 


8. Frankly, it appears that USOM has a greater respect for your capabilities 
than do you. We think you still have a fighting chance for completion by con- 
tract completion date. We admit that there are handicaps to be overcome and 
it will not be easy. But we do not want to see you forgo the try. 

Yours very truly, 
{s] Surran G. CoHEN, 
Chief, Public Works Division. 


Mr. Reppan. I show you a letter dated January 2, 1958, addressed 
to Mr. Sultan G. Cohen, and signed by W. C. Thornton, vice presi- 
dent of A. L. Dougherty Overseas, Inc., to which is attached an esti- 
mate of cost dated January 2, 1958, and ask you whether or not your 
company sent the original of those documents to Mr. Cohen ? 

Mr. Doucuerrtry. Yes, sir. In regard to this instrument there were 


later negotiations or meetings that changed the amounts, but that 
was presented, yes. 


Mr. Reppan. Do you have any document with you, Mr. Dougherty, 
which would contain these changed amounts, these new figures ? 

Mr. Doueuerry. I don’t think they are in from Cambodia yet. 

Mr. Harpy. That was negotiations with whom? ICA? 

Mr. Dovucuerty. USOM, Baker Co. 


Mr. Harpy. Those negotiations then took place in Cambodia ? 
Mr. Dovueuerty. That is right. 

Mr. Reppan. May we have this document received as exhibit 58 / 
Mr. Harpy. Without objection it is so ordered. 


(The document referred to was introduced into the record as ex- 
hibit 58 and follows:) 


Exuisir 58—LetTrer From W. C. THORNTON, VICE PRESIDENT, A. L. DOUGHERTY 
OvERSEAS, INCc., TO SULTAN G. COHEN, JANUARY 2, 1958: ATTACHMENT, EsTI- 
MATE OF Cost, SEconp Ciry Highway Into Kompone Som 


A. L. DouGHERTY OVERSEAS, INC., 
Cambodia, January 2, 1958. 
Subject: Estimated cost of total project 
Mr. SuLTAN G. CoHEN, 
Chief, Public Works Division, 
United States Operations Mission to Cambodia, 
Phnom Penh, Cambodia. 

Dear Sir: As a result of conferences held between members of the ICA /W 
with Mr. A. L. Dougherty and members of our New York staff, this office has 
been instructed to furnish USOM/C with an adequate estimate of total costs 
of this project. 

It is the feeling in ICA/W that this estimate should be adequate to fully 
eover the presently known and anticipated project, to eliminate the possibility 
of further requests for funds or other complications relative to financing the 
project. 

This office has also been instructed to furnish USOM/C with an estimate of 
costs for construction of the second city road into Kompong Som, copy of which 
is herewith attached. 

Relative to the overall project costs, for the most part the qualifications sub- 
mitted with the estimate of September 23, 1957, have failed to materialize. 
Therefore, we would refer you to the estimate of September 17, 1957. 

The estimate of September 17, 1957, contained no provisions for contingencies 
and no fee. Since that date, we have also been instructed to change the pur- 
chase of POL products and cement from the riel account to the dollar account. 

In order to comply with the instructions to present an adequate and realistic 
estimate for the entire project, as it is presently known by the contractor, the 


changes and additions indicated must be made to the September 17, 1957, 
estimate. 
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Dollars | Riels 











Sept. 17, 1957_. ' Seb adee dusne saul y aae eee” fe 274, 250, 000 
Petroleum, oil, lubricants, qn edmnibthii3 ibid cs hice 0k os | +1, 560,000 | —54, 750, 000 
mem £2 EE Lid EK ei _...--------| 28,958,622 | 219, 500, 000 
Contingencie Mine thenibhn we0q-~qdiede <eediaeneh—aaet anaes 2, 395, 862 21, 950, 000 
DOB... nneicchdonktssincéeesisnpsenatcnntca ae a a | 26,354,484 | 241, 450, 000 

ae das cbs tdwunsnenawioaee nash asa peat ae i EE Tenis pn adenak 
EE aie Se si enn tna Sagittal niibiccianeen eae pe 7D a 
Kompong Som city road_- ; ss chika high a Tee | ee ee 1... 502s ; 
WotR. ko Eh iiss ek cee ebb nag eee eaarae | 27, 874, 684 | 241, 150, 000 








It is generally recognized that an item covering some form of slope protection 
must be added to the scope of the work. A separate estimate will be prepared 
eovering this work, upon receipt of plans and specifications describing the work 
to be done. 

Your approval of this estimate is respectfully requested. 

Very truly yours, 
A. L. DouGHERTY OVERSEAS, INC., 
W. C. THorNTON, Vice President. 


Estimate of cost, second city highway into Kompong Som, Jan. 2, 1958 








Item 
Clearing (10 acres, at $500 per acre) sssecieuidsg 2 nis et-—acteccccce $5, 000 
Unclassified excavation (55,100 cubic yards, at $4.50 per cubic yard)___ 247, 900 
Embankment (66,100 cubie yards, at 40 cents per cubic yard) _--____-_ 26, 400 
Borrow (13,900 cubic yards, at 70 cents per cubic yard) —------_-_______ 9, 700 
Ditch excavation (1,200 cubic yards, at $5 per cubic yard) —___-_______ 8, 000 
5 eentimeters bituminus surface (2,800 tons, at $18 ton)_--___________ 50, 400 
20 centimeters base course (5,900 cubic yards, at $6 cubic yard)_-_____ 35, 400 
16 centimeters stabilized shoulders (2,100 cubic yards, at $4 cubic yard)_ 8,400 
36-inch pipe (380 linear feet, at $20 per linear foot) __.__-_____________ 7, 600 
48-inch pipe (500 linear feet, at $30 per linear foot) ~..._.__._-_________-- 15, 000 
60-inch pipe (115 linear feet, at $50 per linear foot) _...__.._.________- 5, 800 
Concrete headwalls (46 cubic yards, at $100 per cubic yard) —_________ 4, 600 
Concrete stream bed paving (4 cubic yards, at $80 per c ubie WUE YS cccmsace 300 
Duntwtnl ei es. BE. te ee, See 422, 500 
Contingencies, 15 percent______-__-__--- asics titen dk abt an cit di asicet eak dilees 63, 300 
Total, this estimate____________ SLE TR oR 0 RR tie | 485, 800 
POC hn nh re ond cei eles Hae eee beets ae 19, 400 
Pec No Sf Sr aa: PS ees ee ee 505, 200 


This work can be undertaken and completed during the 1958-59 dry season. 


Mr. Dovenerry. They agreed to some eliminations of items of 
cost. 

Mr. Reppan. That last document that I just referred to, Mr. 
Dougherty, exhibit 58, contains an attachment showing estimated 
total overall cost of the project ? 

Mr. Doueuerry. Yes, sir. May I see it? I believe the last item 
on there is an additional. It contains our estimate as presented at 
January 2, 1958. 

Mr. Reppan. Can you testify from memory, Mr. Dougherty, as 
to how those figures were changed in this new ciate or this 
amendment proposal you have just told us about ? 

Mr. Dovucuerty. One of the items of change was a change in line 
on the Kompong Som, where there were two entranceways to the 
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port that eliminated some rock cuts. And another change was an 
attempt to convert a portion of the fuel oil and all POL items from 
a riel payment method to a dollars United States payment method. 

Mr. Reppan. Was there any change in the saab cok estimate ? 

Mr. Doveurrry. Yes. It lowered it by $4 million, approximately. 

Mr. Reppan. What is the figure given on that exhibit 56? 

Mr. Doueuerry. $27,874,684. 

Mr. Reppan. And your best recollection of the new estimate is 
what ? 

Mr. Doucuerty. May I give the other total? 

Mr. Reppan. Yes. 

Mr. Dovueuerry. And 241,450,000-—— 

Mr. Reppan. $241,000,000? 

Mr. Dovueuerty. 241,450,000 riels. Your question was the total as 
revised ? 

Mr. Reppan. Yes. 

Mr. Doveuerty. To the best of my recollection. 

Mr. Reppan. Yes, sir. 

Mr. Dovueuerry. $3214 million. 

Mr. Reppan. An increase of $4 million over the amount in that 
exhibit 58? 

Mr. Dovucuerty. No, sir; a decrease. 

Mr. Reppan. A decrease? What is the total in that exhibit? In 
dollars ? 

Mr. Dovucuerty. Dollars United States $27,874,000, plus the riels 
cost, would be $36 million. But the amounts that were removed 
brought it down to $321, million. 

Mr. Reppan. What constituted the saving in the new proposal? 

Mr. Doucuerty. That was the items we are talking about of the 
change of method of payment for POL items. 

Mr. Reppan. And the changing of the route ? 

Mr. Dovcuerry. And the changing of the route on the one end. 
There are other items which I can remember part of from one of 
those other letters but not all of. 

Mr. Harpy. Excuse me. Did that change in amount affect the 
riel figure? 

Was the $4 million that was saved all in dollars, or part in dollars 
and part riels, or all riels? 

Mr. Doveuertry. Both, I believe. That is a combination of the 
two. 

Mr. Reppan. Was there any change in the new proposal in the 
amount of fee over the amount suggested in exhibit 58? 

Mr. Dovueuerty. There is a suggested change. 

Mr. Reppan. Which way ? 

Mr. Doucuerty. Upward. 

Mr. Reppan. What is the fee that you have in the attachment to 
exhibit 58? 

Mr. Dovecuerry. $1,020,000. 

Mr. Reppan. And what is the suggested upward revision of that ? 

; ae Dovuceuerry. Are you speaking of the suggested revision of the 
ee ? 

Mr. Reppan. Yes, sir. 

Mr. Doveuertry. That is the suggested revision of the fee. 
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Mr. Reppan. There has been no increase in that in the new proposal 
for the amendments to this proposal ? 

Mr. Dovenerty. No. 

Mr. Reppan. Has any action been taken on the suggestion for the 
extension and revision of your fee? The extension of the contract and 
revision of the fee? 

Mr. Dovcuerry. Not that I know of. 

Mr. Reppan. It is now pending? Has the Government of Cam- 
bodia taken any action on it, do you know? 

Mr. Doucuerty. No action has been taken that I know of. There 
may have been negotiations or meetings. The purpose of the prepa- 
ration was to get the financing in a fashion that we didnt’ have to be 
overcommitted. 

Mr. Reppan. Does exhibit 58 contain a target date for the comple- 
tion of the road ? 

Mr. Dovcuerry. It does contain a target date. I don’t think I 
could remember all the dates. There are extended dates, considerably 
extended from the original contract, and dates appear in many dif- 
ferent places. 

Mr. Reppan. Do you have a date at the bottom of the second page, 
or perhaps the third page ? 

Mr. Doucuerry. Yes, sir. This work can be undertaken and com- 
pleted during the 1958—59 dry season. 

Mr. Reppan. Does that mean that the entire road will be completed 
during 1959? 

Mr. Doveuerty. It means that we are hopeful to complete it then. 

Mr. Reppan. Have you discussed this matter, the matter of the 
completion of the road, with the Michael Baker Co. ? 

Mr. Dovcuerry. By letter. But myself, I have not discussed it, to 
my memory, in person. 

Mr. Reppan. You have received a copy of the letter which Michael 
Baker Co. sent to the Government of Cambodia under date of January 
7, 1958? I will show you a copy of that, it is our exhibit 46. 
{Handing document to the witness.] It appears from the last page 
that a copy was sent to your office. 

Mr. Doucuertry. I remember the letter; yes, sir. 

Mr. Reppan. On page 3, at the bottom, and the top of page 4, would 
you please read that part where Michael Baker expresses their opinion 
as to the possible completion date of this road ? 

Mr. Dovucuerry. Yes, sir. The last paragraph on the bottom of 
page 3: 

In view of the above factors and conditions as outlined, as your consulting 
engineer, we are of the opinion that the present Dougherty contract target date 
of September 30, 1958, should be extended. An extension of 15 months would 
establish a new target date of December 31, 1959. However, this date would 
not take into consideration any lost time caused by monsoon rains which are 
normally anticipated in this area. Although the rainy seasons are generally of 
6 months’ duration, not more than 3 months during this period would be com- 
pletely lost due to rainy weather. During at least 3 months, many normal con- 
struction operations could be continued. During the period January 1958 to 
December 1959, 2 monsoon seasons would occur. Therefore, allowing 3 months 
loss of time for each of the 2 rainy seasons, a total contract extension of 21 


months is indicated. This would extend the present target completion date to 
June 30, 1960. 
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Mr. Reppan. Will you read the rest of it, please ? 
Mr. Doucuerty (reading) : 


We feel, however, that a contract extension at this time to June 30, 1960, should 
not be considered. We refer you to our budget addressed to USOM and ICA of 
September 25, 1957. This letter suggested a contract extension to June 30, 1959, 
which we believe to be a reasonable date to be established as a target completion 
date. Between now and June 30, 1959, more accurate information will be avail- 
able regarding the contractor’s actual performance record. A better evaluation 
could be made at that time in establishing the final target completion date. We, 
therefore, recommend that the Dougherty contract be extended to June 30, 1959. 

We respectfully submit this information for consideration by Government, 

USOM and ICA in considering the contractor’s request for an extension of time. 
If there are any further questions relative to this matter, we would be most 
happy to confer with you for a further discussion. 
_ Mr. Reppan. Mr. Dougherty, as I understand that, Michael Baker 
is recommending that the contract be extended until June of 1959, at 
which time they will be in a better position to be able to say when the 
contract will be completed ; is that correct ? 

Mr. Doveuerry. That is correct. 

Mr. Harpy. What was the original contract completion target 
date? Is the original contract completion date identical with the 
termination date of the present contract ? 

Mr. Dovenerry. Would you repeat that? 

Mr. Harpy. I want to know whether or not the original target 
date for completion of the road construction coincides with the termi- 
nation date of the present contract. 

Mr. DovuGuerry. Excepting an extended date to clean up the paper- 
work. 

Mr. Harpy. Can you tell us what that original date was? 

Let the record show the presence of Mr. Brownson. 

Mr. Dovenerty. Article 1.5 of the contract states: 


* * * and shall complete the construction by the target date of October 1, 1958. 


Mr. Harpy. Whose estimate was that? Was that an estimate that 
was agreed upon by you and Michael Baker and ICA? 

Mr. Doucuertry. No. There was considerable discussion about that 
date. From the beginning, and when it was anticipated that we 
would arrive in Cambodia for a full work season during the first dry 
season that we would have been there, then we were to have com- 
pleted the contract in 2 years. 

Mr. Harpy. When did it contemplate that you would arrive there? 
What date were you expected to get there? 

Mr. Dovucuerry. The expected arrival dates by normal shipping 
methods would have been September and October of 1956. ‘Then, 
there were many delays encountered in getting the contract signed, 
and a few of those delays affected the construction program. But it 
was decided in Cambodia—and I was there at the time—not to ask 
for the contract to be rewritten and the dates changed for the reason 
that it was necessary to change it into French, and then get approval 
by the Government, and USOM/Cambodia suggested that we leave 
the dates as they were, to be extended at a later time. 

Mr. Harpy. Is there any record of that suggestion / 

Mr. Doucuerty. Unless the records would have been—the minutes 
of the meeting in Phnom Penh. 
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Mr. Harpy. I am concerned that originally it was contemplated 
that it would be completed in a period of 2 years. 

Mr. Dovueuerty. Yes, sir. 

Mr. Harpy. From the documents you read a moment ago, it ap- 
pears that it is anticipated it will not be completed until 2 more years, 
approximately. At best, it requested an extension of almost an extra 
year. 
~ Mr. Doueuerry. An extra construction year, yes, sir. 

Mr. Harpy. With a pretty clear indication that it is not expected 
to be completed until June 30, 1959. At least, that is the way I un- 
derstood what you read a moment ago. Did I misinterpret it? Ac- 
tually, was it not a prediction that it would take until June 30, 1960, 
to complete it ? 

Mr. Dovenerty. That is a different completion date. That includes 
all of the paper work, clean up, which I believe is either 6 or 9 
months after the construction, physical construction, is completed. 

Mr. Harpy. There was a recommendation that the physical con- 
struction completion date be moved to June 30, 1959, in the memo- 
randum you read, not from the contract, but from the document you 
had a moment ago. You were reading a moment ago, I believe, 
from a communication from Michael Baker to the Government of 
Cambodia ? 


Mr. Doucuerry. Yes, sir. 

Mr. Harpy. In that communication from Michael Baker, Jr., Inc. 
to the Government of Cambodia, exhibit 46, Mr. John, who signed 
the letter, winds up in the next to the last paragraph saying: “We, 
therefore, recommend that the Dougherty contract be extended to 
June 30, 1959.” 

We have already introduced into the record, as exhibit 47, a mem- 
orandum dated December 5, 1957, from John McCormack to Don 
Graham, in which is set forth the intention of the A. L. Dougherty 
Co. to request a revision of the contract on the grounds that the 
information Mr. Dougherty presented in his original offer did not 
completely outline the scope of the work. Mr. McCormack listed 
five points on which the revision might be based. 

At the bottom of the memorandum is a longhand penciled notation, 
which Mr. Awalt has identified as being in the handwriting of Mr. 
Baker; and it is noted as going to “D. A. G.,” which presumably is 
Mr. Donald Graham. Mr. Baker’s comment is, and I quote: 
They have no more justification for an increase than we do. Secure an increase 
for us, too, if all this be true. 

And he has the initial “M” under it. 

My question is this: The letter written on January 7, 1958, to the 
Government of Cambodia by Michael Baker, Jr., Inc. suggests and 
recommends an increase, an extension of the date which Mr. Baker 
said was not justified. 

Do you know of any reason for that picture to change in a period 
of 4 weeks? 

Mr. Doveuerry. Ne sir; I know of no reason for it to change so 
fast. 
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If I might clarify the dates that we requested be extended, all of 
the several dates appearing in the contract, I believe, are extended an 
equal amount by our request. Section 23.2 of the contract reads: 


The services to be performed hereunder shall be completed by March 1, 1959. 


That is in the original contract. So that when we asked for these 
extensions, we asked that all dates be extended accordingly, and that 
puts it into 1960. 

Mr. Harpy. So your construction target date under this request 
would be moved up to June 30, 1959, and your date for completion 
of your clean-up and so forth would be extended the same length 
of time beyond the construction target date as had been contained in 
the original contract; is that right ? 

_ Mr. Dovcuzrry. As I recall, all of the dates are extended accord- 
ingly. 

There is a clause in the contract that there will be no refunds after 
a given date, which is probably this—— 

Mr. Harpy. I was trying, when I started this line of questioning, 
to determine, if we could, why an estimate of completion date should 
have been so far off base. At best, it is about 9 months. But from 
Michael Baker’s letter it looks like he expected it to be longer than 
that, and apparently he is suggesting the possibility of a second request 
for extension. 

What do you have, Mr. Reddan ? 

Mr. Reppan. Have you or any of your representatives discussed 
with Michael Baker and the Government of Cambodia and ICA the 
possibility of a further extension beyond June 30, 1959? 

Mr. DoucHerty. We have only presented one request for extension 
of time, to my knowledge. That was presented by letter from us to 
USOM and perhaps a copy to Michael Baker Co. 

Mr. Harpy. The letter we had here a while ago, Mr. Dougherty, 
I suppose was the one with the attachments of the estimates? 

Mr. Dovucuerty. That was a different letter, Mr. Chairman. 

Mr. Harpy. It was a different letter ? 

Mr. Doucuerty. Yes, sir. 

Mr. Harpy. Did that not contain a request for an extension also? 

Mr. Doueuerty. I do not believe the letter which I refer to, which 
is dated late November 1957, is included with it. 

Mr. Harpy. What length of time did you request at that time? 

Mr. Dovucuerry. I think we requested 15 months. I would need 
to refer to the letter. 

Mr. Harpy. That would take you beyond June 30, 1959, because 
your original target date was October 1, 1958. 

Mr. Doueuerty. As to the cleaning up of the contract, it isn’t clear 
in my mind whether we asked for 12 or 15 months. But it would 
take it into 1960; yes. 

I believe what the eventuality was, was that the time was extended, 
with the suggestion that at a later date, language to the effect that 
we could more accurately determine when the final finish date would 
be and, therefore, we could come back and ask for a completion date 
at a later date than was extended because they didn’t extend it to 
the time we requested in the first place. 
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Mr. Reppan. This letter of January 7, to the Government of Cam- 
bodia—from Michael Baker, our exhibit 46—states : 


This letter suggested— 


referring to a letter which you apparently sent to ICA, USOM, under 
date of September 15, 1957— 


This letter suggested a contract extention to June 30, 1959, which we believe 
to be a reasonable date to be established as a target completion date. Be- 
tween now and June 30, 1959, more accurate information will be available re- 
garding the contractor’s actual performance record. A better evaluation could 
be made at that time in establishing a final target completion date. 

As I read that, Michael Baker is saying that in 1959 they will be in 
a better position to determine when you will get the job finished, and 
suggests or. at least implies that a further extension will be asked 
for at that time. Am I correct in my interpretation of that? 

Mr. Doveuerty. May I answer and then qualify it slightly ? 

Mr. Reppan. Yes. 

Mr. Doucuerty. You are correct in your deductions from the letter, 
yes, but I want to qualify it with the statement that the Michael Baker 
Co.’s plans and specifications have a great deal to do with when we 
finish. When there is additional concrete pipe added, as an example, 
or the fills are lifted, or more bridges are added, then therefore we have 
to ask for extended times. 

Mr. Reppan. Do you mean if Michael Baker does not get the plans 
and specifications to you promptly, you would have to ask for an 
extension; is that it? 

Mr. Dovucuerty. When the plans are to us, even, then they are 
changed, many times, or coviasl which causes more work. 

Mr. Reppan. Would that be because the plans were not properly 
prepared in the first instance, or because of some other factors ? 

Mr. Dovucuerry. I believe it would be because of a decision that 
there was a greater amount of rainfall than was anticipated in given 
areas, and the grade has lifted, or that there was a greater flow of 
water through given areas than was anticipated, and additional drain- 
age added. 

Mr. Reppan. Is it the engineer’s function to determine how much 
water is going to have to be handled by the drainage ? 

Mr. Douauerty. Yes,sir. We build to their specifications. 

Mr. Harpy. Do you have any questions ? 

Mr. Knox. Not of Mr. Dougherty. 

Mr. Harpy. Before we leave this point, Mr. Awalt is still here. I 
would like to ask you, Mr. Awalt—you need not bother coming up 
here—do you know of any significant occurrences between December 
5, 1957, when Mr. Baker made his longhand notation about there being 
no justification for an increase, and January 7, 1958, when Michael 
Baker Co. recommended an extension to the Government of Cam- 
bodia—do you know of anything significant that happened in that 
period to bring about such a change ? 

Mr. Awatr. Mr. Chairman, it wasn’t my impression from the state- 
ment by Mr. Baker that there should be no increase in fee. It meant 
that it would not be necessary to have an extension in the period for 
completion of the contract. 

I must say when I read that note I thought it was an increase in 
rate that he was talking about. I am not sure that that is the case. 
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But I don’t believe that it is the thought in his mind that it would 
not be necessary to have extension of the period of time. 

Mr. Harpy. In other words, it is your interpretation of that memo- 
randum and that comment that it referred to the fee and indicated 
a justification for him increasing the fee, rather than having reference 
to the extension of time # 

Mr. Awatr. That’s right, sir. 

Mr. Harpy. Thank you. 

Mr. Reppan. Mr. Dougherty, when you were on the stand the other 
day, you were asked w hether or not there had been an assignment of 
the letter of intent or the contract for the Cambodian highwa ay project 
from the Indiana corporation, A. L. Dougherty Overseas, Inc., to 
the Liberian corporation, Dougherty Overseas, Inc. I believe you said 
there had been; is that correct ? ; 

Mr. Dovucuerrry. I said there had been; yes. 

Mr. Reppan. I would like to show you an unsigned carbon copy 
of a document which has been given to us by your office, which pur- 
ports to be a form of assignment, and ask you whether or not that is 
from the files and records of A. L. Dougherty Overseas, Inc. ? 

(The document was handed to Mr. Dougherty. ) 

Mr. Dovueuerty. Yes, sir. 

Mr. Reppan. What is that document, sir? 

Mr. Dovucuerry. Do you want me to read it ? 

Mr. Reppan. Just briefly describe what it is to the committee. 

Mr. Dovenerry. It was a purported attempt for assignment from 
A. L. Dougherty Overseas to Dougherty Overseas, Inc. 

Mr. Reppan. Has that been executed ? 

Mr. Doveuerty. No; no further than it now appears. 

Mr. Reppan. It has never been signed by you as president of the 

A. L. Dougherty Overseas company ? 

Mr. Doveuprry. No, sir. 

Mr. Reppan. Has it not been executed by anyone in your behalf? 

Mr. Dovucuerry. I don’t believe so. 

Mr. Reppan. If it was, would you know it ? 

Mr. Dovenerrry. I think so. 

Mr. Reppan. When was this document prepared, and who pre- 
pared it ? 

Mr. Dovenrrry. It was prepared by Nevius, Jarvis & Pelz office, and 
sent to our office probably a year ago or thereabouts. 

Mr. Reppan. May we have this document introduced as exhibit 59, 
Mr. Chairman ? 

Mr. Harpy. Without objection, it is so ordered. 

(The document referred to was introduced into the record as ex- 
hibit 59, and follows :) 


EXHIBIT 59—UNEXECUTED DRAFT OF ASSIGNMENT OF CAMBODIAN HigHWway CoN- 
TRAcT From A. L. DouGHERTY OVERSEAS, INC., AN INDIANA CORPORATION, TO 
DOUGHERTY OVERSEAS, INC., A LIBERIAN CORPORATION 


Whereas A. L. Dougherty Overseas, Inc., a corporation organized and existing 
under and by virtue of the laws of the State of Indiana, did execute a letter of 
intent with the Government of Cambodia, dated July 6, 1956, a copy of which is 
attached hereto and marked Exhibit “1”; and 

Whereas said letter of intent was amended by subsequent letters signed by said 
parties on August 28, 1956, and September—, 1956; and 
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Whereas A. L. Dougherty Overseas, Inc., signed the aforementioned letter of 
intent as agent for a Liberian corporation to be formed to perform the construc- 
tion work in accordance with the aforementioned letter of intent in Cambodia ; 
and 

Whereas Dougherty Overseas, Inc., a corporation organized and existing under 
and by virtue of the laws of Liberia, was incorporated on September 12, 1956. 

Now, therefore, A. L. Dougherty Overseas, Inc., hereby assigns all of its right, 
title, and interest in and to said letter of intent, as so amended, and the definitive 
contract contemplated therein, as yet unexecuted, to Dougherty Overseas, Inc. 

Nothing contained in the within Assignment shall relieve or release A. L. 
Dougherty Overseas, Inc., from any obligation or liability whatsoever under the 
said letter of intent, as so amended, of the definitive contract contemplated 
therein. 

In witness whereof, A. L. Dougherty Overseas, Inc., has caused these presents 
to be executed this 13th day of September 1956 by its duly authorized officers. 

A. L. Dou@HERTY OVERSEAS, INC., 
, President. 
, Secretary. 


Mr. Harpy. Let the record show the presence of Mr. Meader and 
Mr. Blatnik, also. 

Is this assignment in effect, Mr. Dougherty ? 

Mr. Doucuerry. I am sorry to give the answer that I don’t know. 

The lawyer says that it isn’t. 

Mr. Reppan. It is not? 

Mr. Doucuerty. Yes, sir. 

Mr. Harpy. I think you testified that it was the other day? 

Mr. Doueuerty. I know I did. 

Mr. Harpy. I wanted to get that clear. 

Mr. Doueuerty. I know I did. 

(Whereupon, Robert B. Jarvis was duly sworn by Mr. Hardy.) 








Attest: By 








TESTIMONY OF ROBERT B. JARVIS, ATTORNEY FOR A. LEONARD 
DOUGHERTY 


Mr. Harpy. I would like to read to you portions of Mr. Dougherty’s 
previous testimony on this point. 

Mr. Jarvis. I have it right here. 

Mr. Harpy. You have it? 

Mr. Jarvis. Yes, sir. 

Mr. Harpy. In order that we can have it before us, and so that all of 
us can understand what we are talking about, I think it ought to be 
read into the record; the part of it where there is some question about 
the kind of advice that you gave Mr. Dougherty as your client. 

Mr. Jarvis. Or if I gave it. What page? 

Mr. Harpy. It begins, I believe, on page 254. You have it marked. 
You might pick out a different point of interest to you. 

Mr, Jarvis. I was referring to the assignment. 

Mr. Harpy. This has to do with the assignment. It was in a dis- 
cussion with Mr. Meader. 

Mr. Meader said : 


Just what was the purpose of setting up the Liberian corporation and trans- 
ferring all this equipment into the Liberian corporation before it was trans- 
ferred to the Cambodia Government? 

Mr. DouGHeErRTY. To end up in the 25 percent long-term capital gain tax. 

May I say one sentence? That isn’t as complicated as it sounds. What 
exists is a little assignment made A. L. Dougherty Overseas to Dougherty Over- 
seas, Inc., hoping that I can bring back the money, the 25 percent long-term capital 
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gain under such a method. I am advised by lawyers and accountants it is a 
legal thing to do and have the pamphlet. 


Then there is a discussion of the tax advantage and the pamphlet. 
Wecan jump on down a little bit. 

Mr. Meader inquired further about what assets Dougherty Overseas 
had, and Mr. Dougherty said : 


‘The book value of the machinery that was transferred to it. 

Mr. Meapver. In other words, it had no other capital? 

Mr. DoucHertTY. That’s right. 

Mr. Meaper. In other words, until it got the equipment and had this appre- 
ciation from the book value, the price at which it was transferred to the Liberian 
corporation, and then the price at which it was sold to the Cambodia Govern- 
ment, there were no other assets in the company? 

Mr. DougHeErTY. That’s right. 


Then the pertinent part that is involved. I will read the whole 
thing: 


Mr. Mraper. Now, was ICA aware of the fact that they were dealing with 
a Liberian corporation? 

Mr. DovueHerty. No, I don’t believe they are dealing with a Liberian corpora- 
tion in the negotiations. We stated that we would like to operate it under a 
Liberian corporation. 

Mr. Meaper. You told ICA that? 

Mr. DouGgHERTY. Yes, sir. 

Mr. MEADER. Orally or in writing? 

Mr. DoucHerTy. Orally. And I am quite certain that it was agreed to that 
we could operate under a Liberian corporation. 

Mr. MeAper. Who agreed to it? 

Mr. DougHeERrTY. The negotiations group—I don’t know, there were 6 to 8 men 
there. But there was a catch to it when we arrived at putting it under the 
Liberian corporation. They wanted to negotiate the fee down accordingly, and 
we didn’t have enough fee in it to start with so we stated it wasn’t necessary 
to that extent. The advice was it made no difference if we did or didn’t have 
permission of ICA. 

Mr. Meaper. You are meaning not advice from ICA? 

Mr. DouGHeErty. No, the lawyers’ advice as—— 

Mr. MeAper. Your lawyer’s advice? 

Mr. DovueHerty. Yes, that it made no difference whether we did or didn’t 
have permission of ICA. And then with the size fee that is in the contract, 
you will see that there is no room for negotiating it downward. 


That, I think, is the key point in here, but I had better read on 
down: 


Mr. Harpy. Is there a subcontract, then, from A. L. Dougherty Overseas, 
Inc., to Dougherty Overseas, Inc.? 

Mr. Dovuguerty. There is an assignment from A. L. Dougherty Overseas, 
Inc., to the Dougherty Overseas, Inc., just a short assignment. And then 
there is an agreement from Dougherty Overseas, Inc. 

Mr. Harpy. Do you have a copy of that with you, an assignment? 

Mr. DovueuHerty. I don’t have it with me now, but Mr. Woods asked me if 
I would get it from New York tomorrow. I will. 

Then there is a short agreement that A. L. Dougherty Overseas, Inc., will 
operate the business for Dougherty Overseas, Inc. 

Mr. Harpy. Who drew those up? 

Mr. DouGgHERTY. Nevius, Jarvis & Kellogg. 


Do you want to comment ? 
Mr. Jarvis. Yes. “Nevius, Jarvis & Kellogg” is Nevius, Jarvis & 
Pelz. 


Mr. Harpy. The stenographer apparently misunderstood Mr. 
Dougherty. 
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Mr. Jarvis. There is no short agreement that A. L. Dougherty 
Overseas had drawn with m (lity > me or any of my partners or 
any of my associates. And I know of the existence of no such 
agreement. } 

Mr. Harpy. Did you draw up this assignment that was submitted 
here a moment ago? 

Mr. Jarvis. Yes. One of my associates drew that up in October 
of 1957. 

Mr. Harpy. Is it your testimony that you did not advise Mr. 
Dougherty that he wasn’t required to have a letter from ICA to make 
this assignment? 

Mr. Jarvis. My testimony is that it would have to be approved by 
ICA. The contract says the Government, and there is another docu- 
ment that says ICA has all the responsibilities, rights, et cetera, et 
cetera, of the Cambodian Government. 

Mr. Reppan. That is what the contract says, But did you tell 
Mr. Dougherty that it would not be necessary ? 

Mr. Jarvis. I have no recollection or ever talking to him on the 
subject, as far as that is concerned. But if I were asked, I cane 
would tell him it had to be, because it is commensense if you loo 
at the documents. 

Mr. Harpy. There is another little bit of testimony on this point in 
the record. Did you find it when you went over the testimony ? 

Mr. Jarvis. No. I think you are referring to Mr. Kessler’s testi- 
mony of yesterday. He is referring to the same thing that I am refer- 
ring to. 

Mr. Harpy. Is there something else in this transcript that you would 
like to clear up ? 

Mr. Jarvis. I would like to clear up anything that you would like 
to have me clear up. 

Mr. Harpy. Haven’t you been through this testimony ? 

Mr. Jarvis. Yes, sir, I read it last night. 

Mr. Harpy. Then you have had an opportunity to see Mr. 
Dongherty’s testimony, and what he has attributed to his attorneys in 
the way of advice. 

Mr. Jarvis. I think that is the only one. There may be another one. 
If you could help me on it, I would appreciate it. If you have 
reference to this long-term capital gain—I happen to be a professional 
engineer and my activity is going out on construction jobs—from what 
I know of taxes, I don’t quite follow it. 

Mr. Harpy. I think we intend to get to that a little bit later. There 
are two or three things in connection with this present situation that I 
think we ought to clear up. 

Let me ask Mr. Dougherty now: At the present time where is the 
operation of the Liberian corporation in the United States? 

Mr. Dovenerry. In the United States? 

Mr. Harpy. Yes. 
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FURTHER TESTIMONY OF A. L. DOUGHERTY, PRESIDENT, A. L. 
DOUGHERTY OVERSEAS, INC.; ACCOMPANIED BY ROBERT B. 
JARVIS, ATTORNEY 


Mr. Dovecuerty. The corporation was formed through the office of 
Nevius, Jarvis & Pelz, 115 Broadway, by Prentice Hall, and that was 
the address used as the United States address. 

Mr. Harpy. Is that still used as the United States address? 

Mr. Doveuerry. I don’t know that there is a United States address 
used now. 

Mr. Harpy. Don’t you have to have a United States address for a 
foreign corporation operating in the United States? 

Mr. Doveuerty. Yes, sir. “Tf there has been an address used, I may 
have written it as that. But then it was my opinion, when we started 
the contract, that the 420 Lexington Avenue office would be operated 
for Dougherty Overseas, Inc. 

Mr. Harpy. As a matter of fact, didn’t you testify the other day— 
and I don’t have the testimony before me, but your memory is probably 
just as good—that the Lexington Avenue office was in fact an operation 
of the Liberian corporation? 

Mr. Dovucuerry. It was the intent that the Lexington Avenue office 
would be operated by A. L. Dougherty Overseas, Inc., for Dougherty 
Overseas. 

Mr. Harpy. Either you or Mr. Baumann—and I am not sure 
which—if my memory is right, testified that actually the employees 
of that office were employees of the Liberian corporation, and that all 
of the funds in the bank account of A. L. Dougherty Overseas, Inc., 
were actually the funds belonging to the Liberian corporation. Isn't 
that what was testified ? 

Mr. Dovenerry. I don’t remember testimony to that effect, but the 
employees are paid by A. L. Dougherty Overseas. 

Mr. Harpy. That was the point that was made in the testimony 
here Monday. But certainly the financial statement was drawn up to 
indicate that all of those employees were actually employees of the 
Liberian corporation, and that the money in that bank belonged to the 
Liberian corporation. Isn’t that correct? 

Mr. Dovcuerty. I don’t know how it would be construed through 
the statement that it belonged to the corporation ; no. 

Mr. Harpy. The balance sheet that was presented by your account- 
ant showed those funds on deposit in the name of A. L. Dougherty 
Overseas, Inc., in the balance sheet of the Liberian corporation, did it 
not ? 

Mr. Doucuerry. It showed portions of that being in that bank, and 
as I recall, it showed other portions of it being a loan to A. L. 
Dougherty Overseas, or A. L. Dougherty Co. But it does have funds, 
as you stated ; yes. 

Mr. Harpy. I think we are going to have to analyze that testimony. 
I hoped Mr. Jarvis had analyzed this from the standpoint of trying 
to catch up any of these things that are not clear. 

Mr. Jarvis. Page 71 has the business mentioned about the office of 
the Liberian corporation. 

Mr. Brownson. Mr. Chairman, while you are looking at that, might 
T ask a question ¢ 
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Mr. Harpy. Surely. 

Mr. Brownson. Mr. Dougherty, does the Liberian corporation have 
employees here in the United States on their payroll / 

Mr. Doveuerty. On the payroll, no, sir. 

Mr. Brownson. The Liberian corporation does not ? 

Mr. Dovueuerry. It does not. 

Mr. Harpy. Does it have employees in Cambodia on the payroll of 
the Liberian corporation ¢ 

Mr. Dovucuerty. No, sir. 

Mr. Meaper. There aren’t any employees on the payroll of the 
Liberian corporation ? 

Mr. Doucuerty. No, sir. 

Mr. Meaper. How about officers ¢ 

Mr. Dovucuertry. They are not on the payroll. 

Mr. Meaper. In other words, the Liberian corporation has no offi- 
cers or employees deriving their compensation from funds of the 
Liberian corporation directly, is that. correct ? 

Mr. Doveuertry. That is correct. 

Mr. Mraper. The officers and employees are officially employees of 
the Indiana corporation, but they perform duties with respect to the 
Cambodian a and the Indiana corporation receives funds from the 
Liberian corporation to defray compensation and other costs of the 
highway construction; is that correct ? 

Mr. Doucuerty. The officers of the Liberian corporation are my- 
self, as president; Ivan C. Dougherty as vice president, who is my 
brother; W. C. Thornton, vice president; secretary is W. J. Dough- 
erty, who is my brother; treasurer, A. L. Dougherty; and assistant 
secretary, John Gill. 

Mr. Brownson. Whois he? 

Mr. Doveuerry. He works in the New York office at the Roosevelt 
Hotel. 

Mr. Brownson. This corporation was not formed as an operating 
corporation in any sense of the word ? 

Mr. Dovenertry. Yes, it was formed to be an operating corporation. 

Mr. Brownson. How much operating can you do without any em- 
ployees ¢ 

Mr. Doucuerry. Do you want an example of it ? 

Mr. Brownson. Yes. 

Mr. Doveuerry. About 3 weks ago, or 4, Dougherty Overseas, 
Liberia, presented a bid to the Imperi ial Hi hway Authority of Ethio- 
pia, directed by Public Roads, which was the first bid that it has pre- 
sented for work. The people who did the preparation of the bid 

Mr. Brownson. Who did the preparation of the bid ¢ 

Mr. Dovucuerty. The people who did the preparation of the bid 
were from the Dougherty Co. or A. L. mongenty Sapiens 

Mr. Brownson. But they were not employees of A. L. Dougherty 
Overseas, were they, of the Liberian corporation ? 

Mr. Doucuertry. That is Dougherty Overseas. No, they were not 
employees of that. 

Mr. Brownson. In other words, the people of one corporation did 
the work of preparing the bid, but the bid was submitted in the name 
of the Liberian corporation ? 
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Mr. Doveuerty. The people of A. L. Dougherty, Inc., or A. L. 
Dougherty Co., individual ? 

Mr. Brownson. Are both of these companies rated by Dun & Brad- 
street and the other rating firm ? 


Mr. Dovueuerty. Idon’tthinkso. One of them is probably. 

Mr. Brownson. Which one? 

Mr. Doueuerty. A. L. Dougherty Overseas. 

Mr. Brownson. But the Liberian corporation is not, as far as you 
know, rated by any financial rating house ? 


Mr. Doveuerrry. I don’t believe so; I don’t think there is time to 
have been. 


Mr. Harpy. I want to ask you this, Mr. Dougherty. Mr. Baumann 
was testifying—I was making some inquiries as to the source of the 


information that he put on his balance sheet of the Liberian corpora- 
tion. Mr. Baumann said: 


We did incorporate in the financial statement the cash balance carried in the 


New York office, in the Chemical Corn Exchange Bank, all of the assets and 
liabilities in that office— 


and he was talking about the Lexington Avenue office. 
I said: 


And you were given to understand then that those two bank accounts were 
the only two accounts that the Liberian corporation had? 

Mr. BAUMAN. That is right. 

Mr. Harpy. And did you audit both of those accounts? 

Mr. BAUMANN. No, sir, I did not audit the one in the New York office. 

Mr. Harpy. Do you know whether the Chemical Corn Exchange Bank in New 
York actually had an account for the Liberian corporation? 


Mr. BAUMANN. I believe it is in the name of A. L. Dougherty Overseas, Inc., 
of Indiana. 


Mr. Harpy. Then it is not the Liberian corporation. 

Mr. BAUMANN. It is not in the name of the Liberian corporation but they tell 
me that is the Liberian corporation’s money. 

Mr. Reppan. Who tells you that? 

Mr. BauMANN. Mr. Dougherty, Mr. May, Mr. Jansen, all the personnel. 


Mr. Harpy. Did you include an accounting of that in drawing a balance sheet 
for the Liberian corporation? 


Mr. BAUMANN. Yes, I did. 

Mr. Mraper. What evidence did you have that the money in the Chemical 
Corn Exchange Bank account actually was the property of the Liberian corpo- 
ration? 

Mr. BAUMANN. I had no evidence, sir, and stated on the statement there was 
no opinion expressed on the statement because we had not made any audit of 
the New York office books. 

Mr. Meaper. But you incorporated it in the balance sheet or statement of the 
Liberian corporation on the basis of oral statements made to you by Mr. Dough- 
erty—and by whom else? 

Mr. BAUMANN. Well, I cannot name specific names, but I assume it was 


Mr. May and Mr. Jansen, the other two gentlemen in the office who would be 
most qualified to know. 


Then we get into the question of employees and then the question 
Mr. Brownson was just speaking of. 


Mr. BauMANN. Mr. Jansen is office manager, and Mr. May is the business 
manager. 


Mr. Meaner. Of what, now? 

Mr. BAUMANN. The New York office. 

Mr. Meapver. Of what? 

Mr. BAuMANN. The Cambodian job. 

Mr. Meaper. For the Liberian corporation? 
Mr. BauMANN. For the Liberian corporation. 
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Mr. Harpy. Who pays them? 

Mr. Baumann. They are paid out of the New York office, out of the A. L. 
Dougherty Overseas, Inc., account. 

Mr. Harpy. So they are paid from the account of the Indiana corporation? 

Mr. BAUMANN. That is right. 

Mr. Harpy. And yet you maintain they are employees of the Liberian corpo- 
ration, and asa C. P. A., is that good business? 

Mr. BauMANN. I think that they are better qualified to tell me who they work 
for than I am able to tell them. 

Now, Mr. Dougherty, you took no exception to any of the discus- 
sions so the committee assumed you agreed that testimony was accu- 
rate. Who do they work for? 

Mr. Dovcuerty. By payroll transcripts they work for A. L. 
Dougherty Overseas, Inc. 

Mr. Meaper. Were they paid out of this Chemical Corn Exchange 
Bank account which was in the name of A. L. Dougherty Overseas, 
Inc., of Indiana? The testimony and the balance sheet show that 
the ownership of that bank account was in Dougherty Overseas, Inc., 
a Liberian corporation. 

Mr. Dovucuerty. They are paid from that bank account, which is 
in the name of A. L. Dougherty Overseas. 

Mr. Meaper. So the testimony we have, and I believe you confirmed 
it, the account in the Chemical Corn Exchange Bank, although in 
the name of the Indiana corporation was the property of the Liberian 
corporation, is that correct ? 

Mr. Dovucuerty. Would you mind repeating that ? 

Mr. Meaper. The testimony the other day, and I think Mr. Hardy 
has just reread it, was that the bank account in the Chemical Corn 
Exchange Bank, although it was in the name of the Indiana cor- 
poration, was actually the property of the Liberian corporation ? 

Mr. Doveuerry. That is the way I recall the testimony. 

Mr. Meaper. Is that true? 

Mr. Doveuerry. The account, to the best of my knowledge, is all 
in the name of A. L. Dougherty Overseas, Inc., and payments there- 
from are made accordingly. 

Mr. Meaper. A. L. Dougherty Overseas, Inc., Indiana ? 

Mr. Doucuerty. Indiana corporation. 

Mr. Meaper. But the funds are actually owned or the property of 
Dougherty Overseas, Inc., the Liberian corporation, is that correct? 

Mr. Doveuerry. No. The funds are owned by A. L. Dougherty 
Overseas, Indiana corporation. 

Mr. Meaper. Then Mr. Baumann was in error when he included 
the Chemical Corn Exchange Bank account as one of the assets of 
the Liberian corporation, is that correct ? 

Mr. Dovucuerty. That gets into an accounting involvement that I 
am not—it is over my head. 

Mr. Meaper. Well, he testified and presented this very brief bal- 


ance sheet in which he listed the bank balance of the Chemical Corn 

Exchange Bank as an asset of the Liberian corporation and he testi- 

fied that he did so because you and your office associates had told him 

that the Liberian corporation was the owner of those funds even 

though they were carried in the name of the Indiana corporation. 
Mr. Dovuenerry. I expect I told the man that. 
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Mr. Mzaper. Then you now agree with his testimony that those 
funds in the Chemical Corn Exchange Bank, although in the name of 
the Indiana corporation, were the property of Dougherty Overseas, 
Inc., the Liberian corporation ? 

Mr. Doucuerry. Let me put it this way. Dougherty Overseas— 
pardon me—to clarify the two companies, it is A. L. Dougherty Over- 
seas, Inc., the Indiana corporation, and Dougherty Overseas, Inc., 
is the Liberian corporation—you merely drop the “A. L.” So, to 
answer your question, if Dougherty Overseas draws a check against 
the Chemical Corn Exchange Bank, it wouldn’t be honored from a 
standpoint of the account because it is in the nameof A. L. Dougherty 
Overseas, Inc. 

Mr. Meaper. I presume that would be so. Mr. Baumann’s testi- 
mony was that though the bank account was carried in the name of 
the Indiana corporation, the ownership of the account was under 
the Liberian corporation, and he testified that he had included it as 
an asset on the balance sheet of the Liberian corporation because you 
told him that bank account was the property of the Liberian cor- 
poration. 

Mr. Dovenerry. I wonder if Mr. Woods or Mr. Reddan has avail- 
able a copy of that statement ? 

Mr. Harpy. Excuse me, I did not hear that. 

Mr. Doveuerty. The balance sheet ? 

Mr. Reppan. It will be right down. 

Mr. Meaper. Can you tell now, Mr. Dougherty, which of the two 
corporations did own that bank account ? 

Mr. Dovenerry. The A. L. Dougherty Overseas, Inc., owned the 
bank account. 

Mr. Meaper. It was not the property of the Liberian corporation ? 

Mr. Doveuerty. Not as such; no. 

Mr. Meaper. Then the statement of the balance sheet prepared by 
Mr. Baumann, the accountant, was in error if it listed that bank ac- 
count as an asset of the Liberian corporation ? 

Mr. Dovenerry. Do you mind if I look at the statement before I 
answer that because I do not know how it is written. 

Mr. Harpy. Now, on this point, let’s get back to the question of 
source of funds and the testimony I read a little earlier. Mr. Meader 
was raising some questions with you, Mr. Dougherty, about the capi- 
talization of the Liberian organization. Mr. Meader said: 

What capital went into the Dougherty Overseas, Inc.? What assets did it 
have? 

Mr. DoveHerRtTy. Dougherty Overseas? 

Mr. MEApDER. Yes; the Liberian corporation, I mean. 

Mr. Doucuerty. The book value of the machinery that was transferred to it. 

Mr. MEApDER. In other words, it had no other capital? 

Mr. Dovueuerty. That’s right. 

Now, the whole question goes back to this: If that was the source 
of the capital of the Liberian corporation, one of the first deposits that 
was made to the account of A. L. Dougherty Overseas, in the Chemical 
Corn Exchange Bank, was a check for slightly over $90,000, which 
represented the second payment on that equipment. Now, the first 
check was for something under $900,000, which was also made out to 
the Indiana corporation, A. L. Dougherty Overseas, but was deposited 
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in the Albany bank to the credit of the Liberian corporation. From 
that account, checks were drawn and deposited in the Chemical Corn 
Exchange Bank to the credit of A. L. Dougherty Overseas, the Indi- 
ana corporation. So, your testimony here seems to be correct that all 
of the capital that went into the New York operation actually, whether 
it was Liberian or the Indiana corporation, came an - the sale of that 
equipment; is that not a fact? Who did it belong 

Mr. Doveuerry. W ell, it belonged to A. L. ar ke Overseas 
until such a time as the check was signed by me, I believe, and de- 
posited in the State Bank of Albany to Dougherty Overseas, and then 
it belonged to Dougherty Overseas. 

Mr. Harpy. How did you get the transfer of title ? 

Mr. Dovucuerry. To the money ? 

Mr. Harpy. To the machinery. The machinery is what the money 
represents. The machinery originally belonged to you individually 
or at least a good deal of it did ? 

Mr. DoucHerty. Yes. 

Mr. Harpy. Some of it went in A. L. Dougherty Co., sole proprietor- 
ship, and was transferred by you as a sole proprietor to A. L. Dough- 
erty Overseas, an Indiana corporation, and sold to the Government 
of Cambodia and billed to the United States Government by A. L. 
Dougherty Overseas, the Indiana corporation, and a check was drawn 
to that corpor ation. The eight-hundred-and-some-thousand-dollar 
check was deposited in the bank of Albany in the name of the Liberian 
corporation without ever clearing through the Dougherty Overseas 
books at all; is that not correct ? 

Mr. Dovucnerty. I do not know the method or treatment——— 

Mr. Harpy. We have the records that are in here to show it and the 
records will support that statement. Now, the second check of slightly 
over $90,000 was made out to A. L. Dougherty Overseas, Indiana cor- 
poration, exactly as the eight-hundred-and-some-thousand-dollar 
check was, and it was deposited to A. L. Dougherty Overseas account 
in the Chemical Corn Exchange Bank and the testimony that we had, 
I believe, both from you and Mr. Baumann, was to the effect that 
certainly both of those two receipts in pay ment for the used equipment 
belonged to the same company, it was the same ownership, but one of 
them was deposited to the account of one corporation and the other 
was deposited to the account of another corporation. I just think we 
ought to have some clarification of who owned it. 

Mr. Doucuerty. I believe the books will reflect which corporation 
that came to or individual it came from and then if it was deposited to 
a given account after I signed it over, that the transfers would have 
been made accordingly on the books and, therefore, it would become a 
Joan. 

Mr. Harpy. Of course, the testimony was that there were no books 
of the Liberian corporation and the books were not even constructed 
until, oh, quite some time after the operation had started. Asa matter 
of fact, Mr. Baumann testified that there were no books and the books 
were not even constructed until after our committee asked him for in- 
formation about the account. Then he constructed them from memo- 

randums that you gave him; do you not recall that testimony ? 

Mr. Doucnerty. I do not know when the entries were made into the 
books, but there were at least memorandums 

Mr. Harpy. Cancelled checks. 
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Mr. Dovenerty. Cancelled checks. When the physical work of 
wn. To machinery transfers, et cetera, on the books happened, I 
o not know. 

Mr. Knox. Mr. Dougherty, who are the officers of the Liberian cor- 
poration, known as the Dougherty Overseas, Inc. ? 

Mr. Mreaper. He gave those a minute ago. 

Mr. Knox. I want them now. 

Mr. Dovenerry. The president is A. L. Dougherty; vice president, 
Ivan C. Dougherty, my brother; vice president, W. C. Thornton ; sec- 
retary, W. J. Dougherty, my brother; treasurer, A. L. Dougherty; and 
assistant secretary, John Gill. 

Mr. Knox. John Gill? 

Mr. Doueuerty. G-i-]-l. 

Mr. Knox. Mr. Dougherty, you testified you were the sole owner 
of the used equipment which was sold to the Cambodian Government? 

Mr. Doucuerty. Yes, sir, I was the sole owner. 

Mr. Knox. And the Liberian corporation, the only assets that they 
had were the receipts from the sale of the equipment; is that correct? 

Mr. Doucuerty. That is correct. 

Mr. Knox. Will you please inform the committee as to what in- 
terest Ivan C. Dougherty has, W. C. Thornton, W. J. Dowgienty, 
A. L. Dougherty and John Gill in the Liberian corporation ? 

Mr. Doveuerty. I am the only stockholder in the corporation. 

Mr. Knox. Is it just window dressing then as far as the officers are 
concerned ? 

Mr. Dovcuerty. I believe that it is more than window dressing. I 
believe that it is a requirement. 

Mr. Knox. They have no actual investment in the corporation, they 
do not own one share of stock each or more ? 

Mr. Doucuerty. They have no shares of stock. 

Mr. Knox. Do they have any other interest, financial interest, in 
the corporation ? 

Mr. Dovenerty. No other financial interest, no. 

Mr. Knox. I did not hear? 

Mr. Dovenerty. No other financial interest. 

Mr. Knox. I believe your testimony in answer to the question by 
Mr. Brownson was that the Liberian corporation had just recently 
submitted a bid for a project in Ethiopia, is that right ? 

Mr. Doucuerty. That is right. 

Mr. Knox. And that to your knowledge the Liberian corporation 
did not havea rating in the Dun & Bradstreet report ? 

Mr. Dovenerty. To my knowledge they do not have. I would doubt 
seriously that they have; it has not been in existence long enough. 

Mr. Knox. To whom did you submit a bid for this Ethiopia project ? 

Mr. Dovueuerty. Imperial Highway Authority. 

Mr. Knox. And is that a United States authority ? 

Mr. Doucuerty. Beg pardon? 

Mr. Knox. Isthat a United States Government authority ? 

Mr. Doucuerty. No, sir. 

Mr. Knox. What country has jurisdiction over it ? 

Mr. DovucHerty. Over this? 

Mr. Knox. Yes. 

Mr. Dovucuerty. Ethiopia. 
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Mr. Knox. I am sorry. 

Mr. Doucuerty. May I explain? 

Mr. Knox. ICA is not a part of the contract for the Ethiopian 
Government ? 

Mr. Dovucuerty. No, sir, it is being operated by the Bureau of 
Public Roads, United States of America. 

Mr. Knox. Then the United States Government does have an in- 
terest in the contract which is about to be let and on which you have 
submitted a bid in Ethiopia? 

Mr. Dovucuerty. I do not believe the United States Government 
does have as such, Mr. Knox; as I understand it, World Bank funds 
and Ethiopian Government funds. 

Mr. Knox. Will you inform the committee as to what interest then 
the United States Bureau of Roads would have in this contract? 

Mr. Dovucuerty. It is my understanding that there exists a re- 
quirement by the World Bank that the Bureau of Public Roads par- 
ticipate in the engineering or contract—I do not know how it is 
written. 

Mr. Knox. Well, if the Bureau of Public Roads were going to be 
instrumental in the drafting of the contract or the engineering, we 
certainly would have some vested interest, would we not ? 

Mr. DoucHerty. When you say “we,” whom do you mean ? 

Mr. Knox. I mean the United States Government. 

Mr. Doucuerty. I am not acquainted with the procedure. I believe 
that the United States Government is refunded the expense of the 
persons from the Bureau of Public Roads. 

Mr. Knox. My interest in interrogating you on this point is purely 
to determine as to whether or not the United States Government was 
becoming involved in a contract and the bids which you have sub- 
mitted from a corporation that has no credit rating in Dun & Brad- 
street. 

Mr. Dovenerty. Say that again. I do not know what you mean 
and I do not know how to answer your question. 

Mr. Knox. My interest in interrogating you on this subject matter 
was to determine as to whether or not the United States Government 
is entering into a contract with a corporation that had no financial 
rating in Dun & Bradstreet report. 

Mr. Dovcuerty. The contract first required a bond and we quali- 
fied before the letting of the bid. 

Mr. Knox. This is not a cost-plus contract ? 

Mr. Dovcuerry. A portion of it is a fixed-fee contract and a por- 
tion of it is firm bid and no United States Government dollars were 
involved. 

Mr. Knox. Well, if the United States Government has no dollars 
involved, I do not think that I should become further concerned with 
the contract which you have bid on in the country of Ethiopia. 

Mr. Doucuerry. May I add that normally I would be required to 
sign either as an individual or as A. L. Dougherty Overseas as a 
guarantor. 

Mr. Knox. That is all I have, gentlemen. 

Mr. Harpy. I want to just clear up one point on this balance sheet 
and then Mr. Meader has some questions. 
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There is a consolidated balance sheet showing a consolidation of 
A. L. Dougherty Co. as sole proprietorship and A. L. Dougherty Over- 
seas, Inc., Indiana corporation. The second exhibit I have handed 
you is the balance sheet for the Liberian corporation. Will you 
examine the balance sheet for A. L. Dougherty Co. and for A. L, 
Dougherty Overseas, Inc., the Indiana corporation, and tell the com- 
mittee whether that shows the account in the Chemical Corn Exchange 
Bank as an asset of that corporation ? 

Mr. Doucuerry. You are speaking of the statement of A. L. 
Dougherty Overseas, Inc. ? 

Mr. Harpy. That is right. 

Mr. Doveuerty. No, sir, I do not believe it reflects that. 

Mr. Harpy. My recollection of the testimony from Mr. Baumann 
is that the funds in the Chemical Corn Exchange Bank in the account 
listed in A. L. Doughtery Overseas, Inc., were carried in a balance 
sheet of the Liberian corporation ? 

Mr. DoucHertry. You say it was your recollection that was his testi- 
mony ¢ 

Mr. Harpy. I ask you if that is reflected by the balance sheet before 
you of the Indiana corporation and the Liberian corporation, and I 
ask you if the balance sheet of the Liberian corporation does include 
the funds on deposit in the name of A. L. Dougherty, Inc., in the 
Chemical Corn Exchange Bank? 

Mr. Dovucuerty. The balance sheet of Dougherty Overseas, Inc., 
does not reflect that; no, sir. 

Mr. Harpy. What did you say ? 

Mr. Doucuerty. Does not reflect. 

Mr. Harpy. The Liberian corporation balance sheet does not reflect 
the balance in the Chemical Corn Exchange Bank ? 

Mr. Doucuerry. No, the A. L. Dougherty account in the Chemical 
Corn Exchange Bank. 

Mr. Harpy. Is shown in which balance sheet ? 

Mr. Dovucuerry. Is shown in the combined balance sheet, but does 
not reflect ownership, I do not believe, of the Dougherty Overseas, 
Ine. 

Mr. Harpy. I would like for you to point it out to me because my 
recollection of that contract and Mr. Baumann’s testimony 

Mr. Douenerry. The current cash 

Mr. Harpy. Current cash in A. L. Dougherty Overseas account was 
$828.54 ? 

Mr. Dovucuerry. That is right. 

Mr. Harpy. What was the actual amount of the balance in the 
Chemical Corn Exchange Bank in the account of A. L. Dougherty 
Overseas of that date? 

Mr. Dovuauerty. The cash reflected in Dougherty Overseas, Inc., 
is $206,300.64. 

Mr. Harpy. Do you know in what name that was actually on deposit 
and in what banks? 

Mr. Doveuerry. It is my opinion that other than the petty cash 
fund, that it was on deposit in the Chemical Corn Exchange Bank in 
the name of A. L. Dougherty Overseas, Inc. 

Mr. Harpy. But it is shown in the Liberian corporation’s balance 
sheet ? 
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Mr. DovenHerty. Yes, sir. 

Mr. Harpy. Thank you, sir. 

Mr. Meaper. Mr. Dougherty, it isn’t shown in both balance sheets, 
it is not duplicated ? 

Mr. Dovcuerry. No, sir. 

Mr. Harpy. The official balance sheet which was prepared for you 
by your accountant shows funds listed in A. L. Dougherty, Indiana 
corporation, as belonging to the Liberian corporation ? 

Mr. Dovcuerry. As listed in those balance sheets, yes, sir. 

Mr. Brownson. Mr. Dougherty, I may have missed it earlier, but it 
requires a very short answer—why did you set up Dougherty Over- 
seas, Inc. ? 

Mr. Dovenerry. For the purpose of the bidding and operating the 
contracts outside the continental limits of the United States. 

Mr. Brownson. What advantage was there to you in having a Li- 
berian corporation for that purpose ? 

Mr. Doucuerty. The advantage of splitting risks or tax savings 
or perhaps geographical. 

Mr. Brownson. This corporation you have testified was pretty 
well set up for you by Prentice Hall, was it not? 

Mr. Dovucuerty. That is right. 

Mr. Brownson. And they are primarily tax consultants and pub- 
lishers of tax services, are they not? 

Mr. Dovcuerry. And general, I believe. 

Mr. Brownson. So primarily there were certain tax advantages 
accrued to you by having the Liberian corporation ? 

Mr. Doucuerry. I did not understand the question. 

Mr. Brownson. So primarily there were certain tax advantages 
that accrued to you by operating the Liberian corporation ? 

Mr. Doucuerty. There should be; yes, sir, I would welcome them. 

Mr. Brownson. Perfectly proper to take the tax code and operate 
within it, it is all right. 

Mr. Jarvis. Mr. Brownson, there is an inference there that is not 
correct about Prentice Hall. Prentice Hall has a service which is 
available which is more or less of a mailing of expedited service and 
the charter of the Liberian corporation was what we might call the 
boiler plate part which was typed in our office. Then it was sent 
via Prentice Hall through their Liberian counsel. He added the 
parts that are necessary for Liberian law. Liberian law, as I am 
told, follows the Delaware law, corporatewise, very closely. I think 
it was set up by Mr. Dulles’ firm—I am not sure, but I think so— 
and in any event, the documents came back from Liberia as a cor- 
poration organized in Liberia. I do not want you to feel that Pren- 
tice Hall formed the corporation. 

Mr. Brownson. I did not mean to imply that because I know 
Prentice Hall would not be found guilty of practicing law. 

Mr. Jarvis. I was afraid you might be under a misapprehension. 

Mr. Brownson. They did handle the Liberian end and at the pres- 
ent time someone known to the company is receiving mail or otherwise 
fulfilling the Liberian resident obligations for this firm ? 


Mr. Jarvis. That is my understanding, the same as Panama or 


other foreign countries. 
Mr. Brownson. When this firm was set up, you transferred this 
equipment from Indiana firm to Liberian firm at book value ? 
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Mr. Doueuerty. Yes, sir. 

Mr. Brownson. So the profits that accrued from the sale of the 
equipment appeared on the Liberian firm’s books? 

Mr. Doucuerty. Yes, sir. 

Mr. Brownson. How much were those profits, do you remember? 

Mr. Dovcuerty. It was mentioned, I believe, Monday here, as four- 
hundred-and-some-thousand dollars. 

Mr. Brownson. Four-hundred-and-some-thousand. 

Mr. Harpy. I believe it will show up on the statement if you want 
to look at it. 

Mr. Brownson. $482,572.17. 

Mr. Dovucuerty. That is correct. 

Mr. Brownson. You transferred the operations in fulfilling your 
contract with Cambodia to the Liberian corporation ? 

Mr. Doucuerry. That was the intent; yes, sir. 

Mr. Brownson. And your management fee, your original profit 
on that transaction, the fee on which you bid, was what? 

Mr. Dovucuerty. $435,000 originally. 

Mr. Brownson. In other words, the profits from the sale of equip- 
ment came to more than the original fee that you had bid in your [CA 
bid? Both of them came under the Liberian corporation ? 

Mr. Doucuerty. Yes, the profits were not arrived at by book value 
method but part of the profits were considered the value of the 
machinery marketwise. 

Mr. Brownson. That is all I have at the present time. 

Mr. Mraper. Mr. Chairman, there are one or two other things I do 
not think are cleared up. Maybe I should ask Mr. Jarvis a question. 
Do I understand it was upon your advice that Mr. Dougherty de- 
cided to incorporate in Liberia? 

Mr. Jarvis. No, that is not correct. 

Mr. Meaper. Let me ask Mr. Dougherty. Upon whose advice was it 
you incorporated in Liberia, if anyone, or did you think it up your- 
self ? 

Mr. Doueuerty. Oh, I have had discussions with others but I be- 
lieve the decision was mine. 

Mr. Meaper. Is this the first time you have ever operated under 
a foreign corporation ? 

Mr. Dovucuerty. It is the first time I have operated under a foreign 
corporation. 

Mr. Meaper. As I understand it, as a corporation, you worked in 
Newfoundland, is that correct ? 

Mr. Doueuertry. And other work; yes, sir. 

Mr. Meaper. And other work. You did a job overseas with a do- 
mestic corporation, Indiana corporation ? 

Mr. Doueuerty. Yes, sir. 

Mr. Meaper. This is the first time that you ever did any work under 
a foreign corporation ? 

Mr. Doucuerrty. Oh, let me say, if we are now doing it that way; 
yes, sir. 

Mr. Meaper. Yes? 

Mr. Dovcuerty. That would be the answer. 

Mr. Meaper. Then upon whose advice did you decide to incorporate 
in Liberia, if anyone, other than your own initiative ? 
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Mr. Doucuerty. Probably from the established practice of the in- 
dustry. 

Mr. Meaper. You mean a great many other contractors have done 
business as a foreign corporation ? 

Mr. Doucuerry. I know of a few at least. 

Mr. Meaper. But you did not consult an attorney about the ad- 
vantages of doing business in that way ? 

Mr. Doueuerry. Yes, 1 have talked with attorneys about the ad- 
vantages or disadvantages. 

Mr. Jarvis. He has talked with us about the situation generally, 
but as far as advising setting it up or not, he made his mind up himself 
on that and asked us to draw the charter, which we did. 

Mr. Meaper. Now, did I understand you earlier, Mr. Jarvis, to 
say you were not a tax attorney? 

Mr. Jarvis. That is correct. My basic activity is construction law 
cases. 

Mr. Mraper. You are a lawyer? 

Mr. Jarvis. Yes, sir; I started out in life working for the city of 
Newark, N.J., as an engineer. Then the depression came and I went 
to law school and worked for $15 a week and got my law degree and 
became a lawyer and I have stuck to the engineering field because I 
graduated from Cornell as an engineer. 

Mr. Mraper. So you did not undertake to advise Dougherty on the 
tax advantages of doing business as a Liberian corporation ? 

Mr. Jarvis. No, sir. 

Mr. Meaper. Did anyone in your firm ? 

Mr. Jarvis. No, sir; the matter is one that is fairly well known. 
You do not have to be a tax attorney to know that if you operate as 
a Liberian or Panamanian corporation outside of the United States, 
then those funds are not subject to taxation by the United States be- 
cause they were not earned in the United States. If you operate in 
the United States, as I understand it, then the same as a Frenchman 
coming over here and opening up a shop, just because he is French, 
he is not protected. I mean that is a basic proposition. I am aware 
of that because it is so commonly known. 

Mr. Mraper. Now there was one other point that I seem to detect 
some disagreement on that is not clear to me. I understood Mr. 
Dougherty the other day to say that he had been advised, and I under- 
stood by his counsel, that it was not necessary to obtain the approval 
of the ICA to the transfer of his contract from the Indiana corpora- 
tion in the name of which it was awarded to the Liberian corporation. 

Mr. Jarvis. That was brought up before you came in, Mr, Con- 
gressman. I stated that I did not agree with that. 

Mr. Meaper. I was here when you said that. 

Mr. Jarvis. Excuse me. 

Mr. Meaprr. As a matter of fact, I think the record is just. a little 
bit confused. Maybe I should ask Mr. Dougherty to just state what 
the situation was with respect to the assignment, having in mind the 
clause which was read the other day that no assignments will be made 
without the approval of the ICA ? 

Mr. Doveuerry. Then the question is—I do not understand exacily. 

Mr. Meaper. As I recall it, and I think Mr. Hardy read the testi- 
mony over just a few minutes ago, you testified the other day that ICA 
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was unaware of the assignment from the Indiana corporation, assign- 
ment of contract from the Indiana corporation to the Liberian corpo- 
ration. Thatiscorrect, is it not ? 

Mr. Dovueuerty. Yes. 

Mr. Meaper. First of all, maybe you should clear this up. There 
really were two contracts, were there not, the contract for the acquisi- 
tion of equipment, road equipment by the Cambodian Government; 
and secondly, the performance of the construction of the road ? 

Mr. Doveuerry. There were two; yes. 

Mr. Meaper. There were two contracts. Now, were both contracts 
assigned from the Indiana corporation to the Liberian corporation ¢ 

Mr. Dovanerry. The first 

Mr. Meaprr. Let’s call them equipment contract and construction 
contract, to differentiate. 

Mr. Dovcuerty. They became the same thing. They started out 
as a letter of agreement, as I recall, and that was extended many, 
many times to become a letter of commitment and eventually a great 
deal of construction work was done under the letter of agreement 
and it would have been my intent to have transferred both of those 
actions. 

Mr. Meaper. To have transferred from the Indiana corporation 
to the Liberian corporation any agreements or arrangements that you 
had on the project for the Cambodian road for acquisition of equip- 
ment and construction. 

Mr. Doucuerty. Any portion of it that happened prior to the time 
of forming the Liberian corporation. 

Mr. Meaper. Do we have the assignment document here? 

Mr. Dovecuerty. Beg pardon, I said that wrong. My intent would 
have been to as quickly as possible transfer to the Liberian corpora- 
tion the entirety of the contract. 

Mr. Meaper. In other words, so that not only you would get the 
tax advantage with respect to the difference between the book value 
and the sales price of the equipment, but that also the fee on the con- 
struction work would have inured to the benefit of the Liberian 
corporation. 

Mr. Dovenerry. There would have been no tax advantage so far 
as I know on the sale of the machinery. I believe it would have been 
the same. 

Mr. Knox. Would you yield there? 

Mr. Mraper. I just want to clear what you mean. You mean you 
obtain no tax advantage by the fact that the difference between the 
book value of the equipment and the sales price, that profit of $482,- 
000 was in the name of the Liberian corporation ? 

Mr. Dovcuerry. The tax would have been the same amount, I 
believe 25 percent, as a long-term gain. As to the fee, I would have 
a. to gain the advantage of the same figure; yes, sir. 

Mr. Mraver. Well, regardless of whether there was a tax advan- 
tage or not, it was your intention to assign all of your rights, both 
as to the sale of equipment and construction into the Liberian cor- 
poration, is that correct? ! 

Mr. Dovenerty. You said, the question was—it was my intent to 
transfer all of the rights—yes, it was. 
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Mr. Meaper. Now, I believe you testified the other day that it was 
not necessary to obtain the consent of ICA of this assignment into 
the Liberian corporation, is that correct ? 

Mr. Doucuerry. I testified to that; yes, sir. I said I believed it 
was not. 

Mr. Meaper. Now, as I recall it, you said that you were advised 
by counsel that it was not necessary to obtain ICA’s consent to that 
assignment ? 

Mr. Dovucuerty. I was of the opinion that lawyers were present 
in the discussions but the decision may have been arrived at in my 
own Office. The discussions centered around the fact that the contract 
is under Cambodian law and not United States law and to have a 
working agreement that we have been calling an assignment, it was 
my opinion that perhaps it was not necessary to have the permission 
of ICA. However, I believe that we did have the permission of ICA, 
had we put it to use. 

Mr. Meaper. Well, I am not quite clear as to whether you were ad- 
vised by a lawyer that ICA’s approval was not required? I under- 
stood Mr. Jarvis to say that he had not given you such advice. My 
other question was going to be, if Mr. Jarvis did not give you that ad- 
vice, what lawyer did? 

Mr. Dovcuerty. Well, I will say that my testimony was wrong and 
that no lawyer gave me the advice. 

Mr. Meaper. That clears that up. 

Mr. Harpy. I would like to return for a moment to this equipment: 
business. Are there any more questions on the balance sheet ? 

I have before me a spread sheet which was presented by Mr. Bau- 
mann, purporting to be records he had made of the transfer of the 
used equipment, which was shipped to the Cambodian job. The 
equipment was transferred from A. L. Dougherty and Winkelman- 
Dougherty Joint Venture to Dougherty Overseas, Inc., the Liberian 
corporation, and the spread sheet is dated September 1, 1956. Is that 
a correct date on which the title passed from A. L. Dougherty Co. and 
Dougherty-Winkelman Co.—and I believe, although this does not so 
indicate, perhaps a few items from A. L. Dougherty Overseas, Inc., 
the Indiana corporation—is that the correct date on which title of 
that equipment passed to the Liberian corporation, Mr. Dougherty ? 

Mr. Dovueuerty. The intent and the books should show accord- 
ingly on the day after the Liberian corporation was formed the 
transfer to that corporation, Dougherty Overseas, Inc., the entirety. 

Mr. Harpy. The day after the ‘Liberian corporation was formed? 
I would like to fix the dates on these, if I can. 

Mr. Doveuertry. It was September 12, Mr. Chairman. 

Mr. Harpy. The thing that I am trying to do is establish the date 
that the Liberian corporation was formed, became an actual entity, 
and the date on which the equipment was vested in the Liberian 
corporation ? 

Mr. Dovenerrty. I think I can clarify this. 

Mr. Harpy. Maybe Mr. Jarvis can help you with this. 

Mr. Dovenertry. The day after the Liberian corporation was 
formed, I instructed the office—— 

Mr. Reppan. Excuse me, Mr. Dougherty, what was the date, Sep- 
tember 12, 1956? 
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Mr. Doucuerry. 1956. 

Mr. Harpy. That was the date the corporation was formed, the 
Liberian corporation ? 

Mr. Dovenerry. That is right. 

Mr. Harpy. Which would have been September 13, 1956? 

Mr. Dovuguerty. September 13. I advised the office to transfer 
the entirety of the equipment to the Dougherty Overseas Corp. It 
had been discussed prior to then. 

Mr. Harpy. The tabulation that you have before you is a tabulation 
taken by the General Accounting Office from the books of the several 
companies, I think ? 

Mr. Dovcuerry. I believe so, yes. 

Mr. Harpy. And so the date of that indicates that it was transferred 
on the books as of September 1, 1956, but it is your testimony that the 
transfer—as a matter of fact, the corporation had not been formed on 
that date; isn’t that right? 

Mr. Doucuerty. That is right. 

Mr. Harpy. But it is your testimony that actually the transfer took 
place the following day after the corporation was formed, which 
would have been September 13; is that correct ? 

Mr. Dovucuerry. On that day I sent a telegram to the office, having 
learned that the corporation had been formed, to make the transfers. 

Mr. Harpy. Allright. Now, then, I have before me an invoice with 
respect to the smaller of the two items that were invoiced—$90,448.77, 
representing a series of equipment items—dated October 25, 1956. At- 
tached to it is a letter of transmittal which certified that these invoices 
are correct and that payment has not been received; the certification 
is by A. L. Dougherty Canoga Inc., the Indiana corporation. It is 
supported by an earlier invoice under date of October 24, 1956, showing 
the A, L. Dougherty Co. as the supplier from whom A. L. Dougherty 
Overseas, Inc., procured the equipment. 

Now, the point is simple. According to these invoices, the Indiana 
corporation submitted to ICA invoices from A. L. Dougherty Co., the 
sole proprietorship for equipment which was owned by the Liberian 
corporation ; is that correct ? 

Mr. Douauerty. May I tell you what happened to the best of my 
ability ? 

Mr. Harpy. I want to see if that is not a factual statement, that the 
invoices are dated October 24, 1956, and that they are invoices from the 
A. L. Dougherty Co., showing sales to A. L. Dougherty Overseas, Inc., 
the Indiana corporation, and they cover the identical equipment which 
you have just testified was transferred to the Liberian corporation on 
September 13? 

Mr. Doveuerty. I would like to answer and then explain—— 

Mr. Harpy. All right, sir. 

Mr. Dovenerty. Why it appears that way, to the best of my ability. 

Mr. Harpy. Allright. 

Mr. Dovcuerry. My answer to your question is yes. And what 
happened, when the invoices went to the Longfellow Building for pay- 
ment, they were at first billed from Dougherty Overseas, Inc., and 
the accounting office said that it could not be paid because the invoice 
read from Dougherty Overseas, Inc., and the correspondence had been 
with A. L. Dougherty Co.; so, the invoices were changed at my direc- 
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tion to read A. L. Dougherty Co. instead of Dougherty Overseas, Inc. 
I owned both the Dougherty Overseas, Inc., and A. L. Dougherty Co., 
and could see no harm in the change. 

Mr. Harpy. These different corporations and the sole proprietorship 
were separate entities. Did you consider this and the possible effect 
taxwise ? 

Mr. Douauerry. I did not know that there would be any difference 
taxwise. 

Mr. Harpy. Now, as a matter of fact, if a profit had been made on 
this equipment by A. L. Dougherty Co., or the Indiana corporation, 
it would have had to be reported in the income tax return for the year 
1956, would it not? 

Mr. Dovucuerry. Yes, sir. 

a. Harpy. Have you reported that as income from any corpora- 
tion ? 

Mr. Doveuerty. Not unless there has been a statement filed, which 
I doubt. 

Mr. Harpy. What do you mean; a tax statement ? 

Mr. Doueuerty. Tax statement. 

Mr. Harpy. Have you filed any income tax return for the Liberian 
corporation ? 

Mr. Doveuerrry. No. 

Mr. Harpy. Well, then, have you reported the income from the sale 
of this equipment in any manner ? 

Mr. Doveuerty. I don’t believe it is necessary to report it. The 
time hasn’t arrived to report it yet. It is reflected in the books. 

Mr. Brownson. Mr. Chairman, when I was questioning Mr. 
Dougherty, he stated one of the reasons for forming this corporation 
of Dougherty Overseas, Inc., was for tax advantage. It would ap- 
pear that this was one of the contemplated advantages he was testify- 
ing about at that time. 

Mr. Harpy. The thing that bothers me is that if the profit had ac- 
crued to A. L. Dougherty Overseas, Inc., the Indiana corporation, I 
believe you would have had to report this income for tax purposes 

Mr. Dovucuerry. The report of the sale of the equipment ? 

Mr. Harpy. That is what I am talking about. 

Mr. Brownson. Possibly, he would have had to pay an Indiana 
gross income State tax, as a matter of fact. 

Mr. Doucuerty. I don’t know about that. We are all up to date. 
I just finished last year’s taxes; yes, sir. Next week I have to start on 
some more. 

Mr. Harpy. Mr. Dougherty, I do not believe we need to draw you a 
picture of the significance of this, what looks like to me, finagling. 

Mr. Dovueuerty. Let me explain that again, the advantage being, 
as I see it, that by putting the machinery into Dougherty Overseas, 
Inc., Liberia, insofar as taxes are concerned, you will still only pay 
the 25-percent, long-term-gain amount. And further, you should only 
pay the long-term-gain amount on the activities of the contract as 
long as it is performed outside the continental limits of the United 
States. 

Mr. Harpy. But you do have a question of time in which the income 
has to be reported, and a time in which the tax has to be paid, do you 
not, and the difference between the handling of the two? 
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Mr. Douauerty. The transfer of the equipment has been reported, 
but the taxes on the profit of the equipment have not been paid. 

Mr. Harpy. Well, if you had represented to ICA that this equip- 
ment was being sold to them by the Liberian corporation, they would 
not have paid you for it, would they ? 

Mr. DoueHerty. They did not when I took the invoices in. 

Mr. Harpy. Well, now, I had not understood that. You actually 
did take them an invoice from the Liberian corporation? 

Mr. Dovcuerty. Yes, sir; that was the testimony before. 

Mr. Harpy. I did not understand that. Did you personally take 
that invoice to ICA? 

Mr. Dovenerry. One of them I did. 

Mr. Harpy. The Liberian corporation invoice ? 

Mr. Dovcuerty. Yes, sir. 

Mr. Harpy. To whom did you take it? 

Mr. Dovcuerry. In the Longfellow Building, but I couldn’t recall 
the gentleman’s name. There were discussions about it, 2 or 3. 

Mr. Harpy. Can you give us the name of anyone who participated 
in that discussion ? 

Mr. Dovcuerrty. I believe I can give you the name of all the people 
by going over to the office. 

Mr. Harpy. I think I am going to ask you to do that and advise 
us. Thank you. 

Mr. Doveuerry. I am a little unclear on various people’s names 
there and capacities. 

Mr. Harpy. This is, I believe, an important point, that we ought 
to determine. 

That is all I have on this. 

Mr. Meaper. That is all I have. 

Mr. Reppan. How soon can you get that information ? 

Mr. Dovucuerty. Just to make a trip up to Longfellow. 

Mr. Reppan. Today? 

Mr. Dovucuerry. Yes, sir. 

Mr. Harpy. Mr. Dougherty, I believe we have one gentleman from 
the ICA audit section present. I wonder if he might have been 
one of them. Mr. Dewilde. Do you know Mr. Dewilde? 

(Mr. Dewilde stood up at this point.) 

Mr. Dovueuerty. I don’t know the gentleman. 

Mr. Harpy. That eliminates him. 

Mr. Harpy. I want to adjourn for lunch, and I would like to re- 
convene at 1:30. That is going to be right short time for you to 
go down and do a little checking on who these individuals are, but 
I would like to have them identified. Do you think you can manage 
some way? 

Mr. Doucuerry. I will just eat a small hamburger; I will make it. 

Mr. Harpy. Thank you. The committee stands adjourned to re- 
convene at 1: 30. 

(Whereupon, at 12:22 p. m., the hearing was recessed to reconvene 
at 1:30 p.m.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 
Let the record show the presence of Mr. Brownson and myself, con- 
stituting a quorum under the committee rules. 
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Mr. Dougherty, when we adjourned before lunch, you agreed to 
ascertain the names of the individuals in ICA to whom you submitted 
the original invoices on the used equipment, which were first pre- 
sented in the name of the Liberian corporation and subsequently 
changed to the Indiana corporation. Did you ascertain those names 
for us? 

Mr. Doueuerry. Yes, sir. The gentleman was Mr. Ralph Zorn. 

Mr. Harpy. He is the only individual with whom you specifically 
recall having discussed the matter? 

Mr. Dovucuerty. That’s right. There were 1 or 2 others in his 
office, but I don’t recall who the persons were. I believe Mr. Zorn 
said that he would try to find who they were. 

Mr. Harpy. Can you tell us how long it was between that presenta- 
tion of the invoice in the name of the Liberian corporation and the 
subsequent submission of the invoice in the name of the Indiana 
corporation? Was it the same date? 

Mr. Doucuerty. It was probably the next day. I wouldn’t be 
certain. 

Mr. Harpy. I presume, and I want you to confirm this, and if it is 
not correct, correct me, I would presume that it must have been neces- 
sary to change all the documents, including the transmittal letter 
and the voucher and the invoices; is that correct? 

Mr. Dovuauerty. I recall that it was necessary to change the name 
from Dougherty Overseas, Inc., to A. L. Dougherty Co. to conform 
to other paperwork, and I would be willing to state that whatever 
other changes were made, I made them; yes, sir. 

Mr. Harpy. The thing that I am talking about, Mr. Dougherty, is 
this invoice, which consisted of, first of all, a transmittal. 

Mr. Doveuerty. Yes. 

Mr. Harpy. That has to be signed by the contractor? 

Mr. Dovucuerty. Yes. 

Mr. Harpy. And that is supported by a voucher which sets forth 
the amount, and that voucher in turn is supported by an invoice from 
the supplier, and presumably they all must have bien in the name 
of the Liberian corporation, otherwise they wouldn’t have conformed. 
What I was trying to establish is whether the whole set of documents 
had to be remade? 

Mr. Doucuerrty. I expect so; yes, sir. 

Mr. Harpy. That is all that I have. 

Mr. Dovueuerty. Mr. Chairman, what happened, when it was 
pointed out to me that those documents did not compare to the paper- 
work that allowed the purchase to be made, then I changed whatever 
was necessary, or had them changed, I think at a public stenographer 
in Washington, and presented probably the next day. 

Mr. Harpy. You must have had some invoice forms with you then. 

Mr. Doucuerty. No, I didn’t have invoice forms with me. I had 
to send and get invoice forms. 

Mr. Harpy. You had to wait for them to come in? 

Mr. Dovucuerty. Yes, sir. If the inference is that I sold something 
that didn’t belong to me, then my testimony is that I didn’t. The 
paperwork may 

Mr. Harpy. The question that is involved is, Who it did belong to? 
As you pointed out this morning, being sole owner of the corporations 
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involved, obviously you had the right to commit any one of the corpo- 
rations. But the question as to “which corporation was selling, it 
seems to me, does take on some importance because of the fact ‘that 
you had transferred title to the equipment over to the Liberian cor- 
poration on September 12. 

Mr. Doveuertry. The 13th. 

Mr. Harpy. September 13, I believe it was. 

Presumably the Liberian corporation had to transfer it somehow 
or other. In these documents the Liberian corporation does not 
appear. 

Mr. Doveuerty. That’s right. 

Mr. Harpy. I mean in the ones on which settlement was made. 

Mr. Dovanerty. That’s right. 

Mr. Harpy. Do you have any questions on this particular aspect? 

Mr. Brownson. Not on this particular aspect. I have some gen- 
eral questions. 

Mr. Harpy. I have one other one which we ought to clear up while 
we are on this phase. 

In the letter of authority to procure, dated September 14, 1956, 
there is a paragraph which reads: 

No procurement fee is admissible for this transaction. Also, the above- 
stated selling price includes processing for export. 

The voucher supporting the invoice has a space on it which calls for 
information as to agents’ commissions, and the instruction reads as 
follows: 

Where the amount shown in block 2 includes a commission paid or to be paid 
to an agent or supplier, the actual amount of such commission in dollars and 
cents must be entered into block 21. Write “none” in block 21 if no commissions 
are involved. 

The column in your invoice with respect to commissions is blank. 
It does not even have the word “none” written in there. 

Do you have any explanation as to why, in the light of the require- 
ment in the letter of authority to procure that no commissions be paid, 
commissions were in fact paid but the voucher fails to show it? 

Mr. Dovenerry. Other than that I didn’t even notice what the 
voucher said about writing the word “none.” 

Mr. Harpy. You couldn’t have written the word “none” in there 
because that wouldn’t have been correct ; would it ? 

Mr. Dovueuerry. I would write the word “none” in there now. I 
wouldn’t hesitate to write the word “none” in that. 

Mr. Harpy. Didn’t you pay commissions on that? 

Mr. Dovcuerry. Not on the sale of this equipment to the Govern- 
ment. 

Mr. Harpy. The books of the Liberation corporation show commis- 
sions in the amount of 10 percent as having been paid, and give the 
names of the individuals and the companies to whom they were paid. 

Mr. Dovucuerry. It wasn’t paid for the sale of the equipment to the 
Government or Government cost. 

Mr. Harpy. What was it paid for? 

Mr. Dovucnerry. It was paid for a contract that I had in connection 
with the machinery, sale, among other machines. 

Mr. Reppan. I didn’t hear that. 
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Mr. Dovcuerry. Wherever it was sold, nateiipetenteny: If I sold 
it at one price, I had to pay a commission. If it was sold at a differ- 
ent price—I mean if it was sold to a different person, by a different 
person, excuse me, then the commission was a different amount, and a 
separate contract all together. Different prices to be agreed upon on 
machines. 

Mr. Harpy. Would that apply to the fee you paid to Mr. Axelrod, 
also ¢ 

Mr. Dovcuerry. The fee paid to Mr. Axelrod had nothing to do, 
as I see it, with the cost to the Government. 

Mr. Brownson. The next logical question at that point is, in deter- 
mining the price that you got for equipment, you certainly took into 
account your expense, didn’t you 4 

Mr. Doucuerty. Probably. 

Mr. Brownson. In other words, they did have an effect on the 
ultimate price you paid for the equipment because they represented 
a part of your expense ? 

Mr. Dovucuerry. Not so far as the Government is concerned. 

Mr. Brownson. But in setting a price as a businessman, you figure 
the worth of the thing and you also figure what your selling expense 
and other expenses are going to be in connection with it, and there- 
upon you arrive at a price, don’t you 4 

Mr. Dovenertry. Yes; but not in terms of this contractor-Govern- 
ment transaction. 

Mr. Brownson. In other words, you would have gotten the same 
price whether you had to pay a commission or not ? 

Mr. Dovauenrty. I beg your pardon ? 

Mr. Brownson. You would have asked the same price for the equip- 
ment whether you had to pay a commission or not ? 

Mr. Doucuertry. Yes, sir, I had already asked it. 

Mr. Brownson. Did you know you were going to pay the commis- 
sion when you asked the price ? 

Mr. Doucuerry. I knew I was going to pay 7.5 percent if I sold it 
within a period of time. 

Mr. Harpy. Asa matter of fact, you paid 10 percent. 

Mr. Dovucuerry. Altogether I paid 10 percent for equipment com- 
mission and financing and so forth. 

Mr. Brownson. Did you figure the 7.5 percent in your selling price ? 

Mr. Dovuceuerrry. I didn’t figure into the selling price anything 
except what I was willing to sell the machinery for. I was obligated 
otherwise to pay the 7.5 percent and did pay it accordingly. 

Mr. Brownson. In other words, you priced your equipment on the 
basis of what in your conclusion the market would bring for that kind 
of equipment, rather than on the basis of your cost and the cost of 
doing business; is that right? 

Mr. Doucuerrty. Market value of the equipment; yes, sir. 

Mr. Brownson. Which is perfectly legitimate and another way of 
arriving at the same figure. 

Mr. Harpy. I have one other question on this, and then we will 
go to the rolleall. 

When you negotiated a price with ICA, did you realize that you 
wound up with a price to ICA which was higher than the price which 
you had offered to sell that same equipment on the open market? 
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Mr. Doveuerrty. No, sir, I don’t believe that is the case. 

Mr. Harpy. I think the record will show that, because you, I be- 
lieve, had given your agents authority to sell this equipment at 60 
percent, if my memory serves me correctly, of this price, and agreed to 
pay them 7.5 or 12, was it 

{r. DoucHerty. Twelve-and-a-half. 

Mr. Harpy. Twelve-and-a-half percent. And did you have a fur- 
ther provision that they should try to get more than that for it, but 
had given them authority to commit that equipment for 60 percent of 
list price, and you actually negotiated your sale with the ICA on the 
2 bases, one at 65 percent, and the other at 70 percent. Is that not 
correct ? 

Mr. Doveuerty. My answer would be that the contract, as I think 
it was written, set a minimum of 60 percent. 

Mr. Harpy. I believe it is probably correct. But you did authorize 
your agents to sell that equipment and to commit the sale of it at 60 
percent. 

Mr. Dovucuerry. At a minimum of 60 percent. 

Mr. Harpy. That’s right. 

Mr. Doucuertry. But the actual price would have been a negotiated 
price, depending upon the rebuilding or refurbishing, which is gener- 
ally 85 percent of replacement cost. 

Mr. Harpy. I don’t remember if that was in the contract. 

Mr. Doucuerty. That is not all in the contract, Mr. Chairman. 

Mr. Brownson. I would like to leave one question with him to work 
over while we are over there. 

Yesterday the Bureau of Public Roads gave us exhibit D, which I 
understand is not completely accurate as far as the prices of A. L. 
Dougherty & Co. were concerned, but which indicated the Bureau of 
Public Roads could have purchased essentially this same equipment 
in new form, in new condition, for something in excess of a million 
dollars less than ICA paid to Mr. Dougherty. While we are gone I 
would like to have him work out the answer as to whether that is true 
or not. 

Mr. Harpy. I think that we ought to have that answer somewhere. 
I think maybe you would want to comment on that, Mr. Dougherty. 
Weare going to have to take a recess. 

Mr. Dovueuerry. I have the answer if you would care to have me 
read it. 

Mr. Brownson. If he wants access to that document, I am sure the 
staff will be glad to let you look at it. 

Mr. Harpy. We will be back as quickly as we can. We will stand 
in recess. 

(A recess was taken.) 

Mr. Harpy. The committee will come to order. 

Mr. Brownson. When we recessed I had asked Mr. Dougherty for 
his comments on the tabulation on page 7 of exhibit D, submitted by 
the Bureau of Public Roads, entitled “September 15, 1956, review total 
estimated equipment—cost remains unchanged.” 

Under footnote B, the last line on page 7, the remark is made— 


The tabulation shows that the Bureau could have purchased the equipment 
for $1,104,269 below the costs as shown by A. L. Dougherty. 
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From the testimony yesterday I gather that that was the purchase 
of new equipment rather than used equipment. That is the part that 
I would like to have you comment on, as well as any comments on the 
costs that appear in the other six pages of this report. 

Mr. DovucHerty. We would like an opportunity to examine the 
size and capacity of the rubber-tired earthmovers referred to in testi- 
mony here by the Bureau of Public Roads. 

If we are allowed to do so before the committee, we would like to 
know when the bidding notifications, et cetera, started, in connection 
with delivery which was claimed to be within 2 weeks. Everyone in 
the industry is acquainted with the clumsy Government procedure 
which invariably results in weeks and months of time actually from 
the time of the commencement of procurement, and then results in a 
mixed group of machinery, causing excessive costs or down time, and 
down time is added to by the slowness of obtaining spare parts. 

Mr. Brownson. What do you mean by “a mixed group of ma- 
clinery,” sir? 

Mr. Doucuerty. Under government procurement, where purchases 
are taken from the low bidder of a specific item or equal, I believe you 
will find that it is the general rule that the project ends up with two, 
or three, or four different kinds of equipment that perform the same 
function. Therefore, it is necessary to carry spare parts to cover all 
of those various things and efficient operation becomes impossible. 

Mr. Brownson. I don’t see that as compared to this list. To quote 
the item the gentleman mentioned, just discussed, in the hearing 
yesterday, “18 twenty-cubic-yard Euclid pneumatic-tired earth-mov- 
ing scrapers ;” if the Government procured those they would all be the 
same, wouldn’t they ¢ 

Mr. Dovcuerty. May I finish one sentence and then I will have a 
comment to make ¢ 

Mr. Brownson. Surely. 

Mr. Doucuerry. To complete that: We believe this furthers the 
Government into private business which can better be handled by 
business people. 

As to the testimony of the Bureau of Public Roads, concerning the 
Euclid scrapers, as mentioned in the first of that reading, we want to 
examine the documentation that they took that from, because we be- 
lieve they are talking about 77-FDT Euclids for the scraper and 
engine that is somewhat smaller than we provided, and to my knowl- 
edge there is no comparison in size or price. None of the parts from 
one machine will fit the other. In fact, I think the only thing alike 
about them would be the smoke coming out of the exhaust, because 
they are completely different machines. 

Mr. Brownson. We have seven pages of machines here. That might 
be true with that particular machine. But I wonder if we go a little 
further down and find this D6 Caterpillar hydraulic ’dozer, which 
there was a quantity of 10. The amount, roughed off and subject to 
correction, which you figured on those was $197,000, and the Bureau 
of Public Roads indicated that they could have bought new ones in 
November 1956 for $150,400. 

Mr. Dovucuertry. The Bureau of Public Roads, unless there still 
exists the priority of Atomic Energy, could not have bought the ma- 
chine from Caterpillar factory at any price. I say that for the reason 
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that we had bids from Caterpillar export and all other Caterpillar 
suppliers we could receive bids from. 

Further, we believe we fulfilled our obligation when we passed 
along purchase orders to the low bidders that had presented bids to us. 

Mr. Reppan. Did you pass along the low bidders other than the 
Caterpillar bidders? 

Mr. Doucuerry. I beg your pardon? 

Mr. Reppan. Did you pass it to low bidders if they were not Cater- 
pillar bidders? 

Mr. Doveuerty. Would you mind asking some more of that ques- 
tion? I believe I know what you want to talk about. 

Mr. Reppan. If you know, then go ahead. 

Mr. Harpy. What I think he is saying is that if you got a bid on 
that capacity tractor from somebody other than Caterpillar. 

Mr. Reppan. That is right. 

Mr. Dovcuerry. I don’t know that we had bids on this particular 
item from other than Caterpillar. But 

Mr. Harpy. I think the question that is involved is when you get 
into Government procurement frequently you get into the “or equal” 
business. I think there might be a question as to whether, in starting 
out from scratch in buying initial eqiupment, it was necessary to con- 
fine consideration of the Office of Supply to Caterpillar, if you had a 
bulldozer of the same capacity and the same general specifications 
which might be furnished, for instance, by International. 

Mr. D6ovucuerty. In answer to your question, Mr. Chairman, we 
had bids from International. As I recall the purchase order, it asked 
for D-6 or equal. 

Mr. Harpy. I was not thinking about International exclusively. 
I was just thinking of it as another maker. 

Mr. Doveuerrry. I understand. We had bids from Allis-Chalmers 
also. 

Mr. Brownson. Mr. Chairman, I do not know that some of this is 
exactly relevant or not, because the Bureau of Public Roads’ study 
was primarily estimated to give a study of the values available through 
purchasing at that time. 

I do not believe in the Government getting into business that other 
people can do. I would be perfectly happy to have the private persons 
make these purchases. We are trying to determine values. 

You heard the testimony yesterday. The testimony was that these 
bids were finally decided primarily on the basis of the fee. In other 
words, Dougherty & Co. was given this bid because their bid was 
$435,000 compared to other fees of $750,000, $850,000, $700,000, 
$737,390, $1,000,000, $1,180,000, $1,840,000, and $1,250,000. So the 
question, it seems to me, that we are really getting around to comes 
down to this: If you bid the lowest fee and, since the fee was the 
sole consideration, thereby got the contract, did you attempt to increase 
the overall amount of that fee through the profit on the sale of your 
equipment so that your fee would come up closer to those of your 
competitors in the field in your overall net profit on the operation ? 

Mr. Dovucuerry. I will have to answer that question in parts. 

Mr. Brownson. That is all right. 

Mr. Doveurrty. First, I will finish answering the question in regard 
to the sixes. 
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Mr. Harpy. Get Mr. Brownson’s and comeback to that, because I 
will pursue that a little bit deeper. 

Mr. Doueuerty. The procurement of the equipment commenced by 
the next day after we were advised that we would be selected to pur- 
chase the first advance shipment of equipment, having been published 
by the Bureau of Public Roads and circulated worldwide, we prepared 
work and requested proposals on a worldwide basis from wherever 
the supplier might be and in that paperwork set out the amounts of 
machinery that would come within the dollars—in our judgment that 
would come within the amount of dollars that were available. And 
in the same request for bids, and included under a separate column, 
asked for what we then thought would be the machinery required for 
the entirety of the project, for the reason that we thought we could 
establish savings in price by asking for quantity, as well as to establish 
the availability. 

At that time, more than verbal conversation, nothing had been 
mentioned about the sale of our equipment to the Government. 

Mr. Brownson. In other words, you are saying that at the time 
you bid, or made this offer, which I cannot quite get myself to call a 
competitive bid because of the way the ICA handled it, and not be- 
cause of anything that you did, $435,000 for your fee, you did not at 
that time have in mind the sale of your own equipment to the Cam- 
bodian Government ? 

Mr. Doucuerry. No, sir. 

Mr. Brownson. And you would have been perfectly happy to have 
taken this job on the basis of a fee which was somewhat less than half 
of the average of all the people that bid if you hadn’t been able to sell 
the equipment at all ¢ 

Mr. Doueuerry. Yes, sir. I had no idea of selling the equipment to 
the Government at the time. 

Then at a later date, when there was imposed in the contraet a pri- 
ority for the Kompong Som end, we suggested additional equipment, 
and at first offered to rent it to the Government. 

Mr. Brownson. And the whole thing just turned out, as it stands 
right now, that you made more money off the sale of the equipment 
than you did off your fee ¢ 

Mr. Dovcuerry. I can’t agree with that. I think we would have 
made the same amount of money, wherever we sold the machinery. 

Mr. Brownson. But you were havi ing trouble selling it ? 

Mr. Dovueuerry. You might call it trouble selling that size ma- 
chinery. But if you don't sell it, we were also bidding work constantly 
along the time, and as I recall the first proposal that we made, it was 
subjec t to acceptance within 10 or 30 days for the reason that we were 
bidding. Had we been successful bidders, the machinery would have 
gone on the project that we bid on, one or two of them being Illinois 
toll roads. 

Mr. Brownson. How did your overall profits that you figured up 
to now that you made on this Cambodian road compare with your 
experiences on sections | and 2 of the Indiana toll road ? 

Mr. Doucuerty. I will take the.sections 1 and 2 of the Indiana toll 
road quickly. 

Mr. Brownson. In other words, more money would have been made 
building roads in Indiana than in Cambodia at the present time? 
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Mr. Doveuerty. Indiana or other places, if your project turns out 
right. We have some that turn out the other way, too. 

fr. Brownson. In other words, to button this up, I want to get 
two things clear. At the time you bid $435,000 for your fee, you did 
not anticipate selling your equipment at a profit to the Cambodian 
Government ? 

Mr. Doveuertry. We had no idea it would be possible; no, sir. 

Mr. Brownson. So your $435,000 fee represented a clear and legiti- 
mate bid and what you expected to get out of this operation as your 
profit in management fee ? 

Mr. Doucuerty. Yes, sir; that is right. 

Mr. Brownson. And the sale of the equipment, when it did develop, 
was sold on the basis that you have already testified, on the basis of 
a percentage of what you regarded as fair marketing price? 

Mr. Dovenerry. That’s right. 

Mr. Brownson. I hope, Mr. Chairman, that Mr. Dougherty will be 
given an opportunity to check with the Bureau of Public Roads. I 
can understand, and I am sure the committee can, that anything as 
complicated as a piece of this large equipment has many variations, 
and I am sure that we want to be sure that the Bureau of Public 
Roads’ prices are predicated on the same type of equipment as Mr. 
Dougherty was furnishing. 

Mr. Harpy. I do not know that I would go quite that far. But in 
order to make a comparison of price, you probably would have to do 
that. You might run into a pretty wide difference of opinion as to 
whether a particular piece of equipment with the “XYZ” attach- 
ments is necessary, or whether one with just the “X” and “Y” might 
be just as effective on this kind of a job. 

Mr. Brownson. The only way I can see it now, as an afterthought, 
is to take what he did furnish. Pick the items out of the Bureau of 
Public Roads’ list that were identical and use those for the purpose of 
comparison. 

Mr. Harpy. One of the things that bothers me about this kind of 
a comparison is the question that we*were purstfing a mofrient ‘ago on 
the choice of suppliers, and the choice of kinds of equipment, and 
the question of whether the low bid was accepted. 

Can you tell the committee, Mr. Dougherty, the extent to which you 
did not accept the lowest bid for equipment that supposedly was com- 
parable ? 

Mr. Dovcuerty. Yes, sir. We had bids from the International 
Harvester Co. for TD-24 tractors, and TD-18 tractors. The TD-24 
tractors were cheaper in price on the bids than the D-8 Caterpiflar 
tractors. May I explain? 

Mr. Harpy. Go ahead. 

Mr. Dovcuertry. We came to Washington and asked for a dispensa- 
tion letter or whatever you could call it, to award to the low bidder 
of the Caterpillar equipment, and gave our reasons as being that we 
thought there would be a savings to the Government to have Cater- 
pillar equipment which had more known value after it was used, and 
we think performs a great deal more of the time in the field. There 
may have been other reasons we gave in the letter. I don’t recall. 

We were given the letter that we think permitted us to award to 
the low bidders in turn as Caterpillar suppliers. 
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Mr. Harpy. I wonder if we have a copy of that ? 

Mr. Dovucuerty. I believe Mr. Woods has a copy. 

Mr. Harpy. If we haven’t, I would like very much to have a copy of 
it. I will check with Mr. Woods when he gets back. Let me ask Mr. 
Kkeddan: Are you aware of the existence of any letter of authority 
from ICA to Mr. Dougherty to purchase Caterpillar equipment, even 
though it was higher than competitive equipment ? 

Mr. Reppan. F here is a letter, not along that line, but a letter au- 


thorizing Mr. Dougherty to standardize his equipment with Cater- 
pillar. 

Mr. Harpy. Standardize? I don’t know what that means. To 
standardize presumably would imply that some equipment, Caterpil- 


lar equipment, of comparable units of the same types of units, had 
already been procured. Is that the import of the letter? May we 
find that letter and see what it did mean? I think while you are 
looking for that I want to read a comment of the GAO on this point. 
Their memorandum says: 


Our review covered 92 different types of equipment and suppliers. Of this 
total we found the 35 types were purchased from other than the lowest bidder. 
The contractors of record did not contain written justification for these latter 
purchases. During our review we learned that the contractor prefers Caterpil- 
lar and Euclid earth-moving equipment and International trucks. Our review 
indicated that the preferred brands were purchased by the contractor to the 
exclusion of all other manufacturers’ brands. This is contrary to the contract 
requirement that the order be placed at the lowest possible competitive prices. 

The contract requirements, as set forth in a letter contract dated 
July 6, 1956, item 7, reads as follows: 


Your firm shall, consistent with the time limitations herein, make every effort 
to purchase the equipment at the lowest possible competitive prices and place 
orders on the basis of bids received on a worldwide basis from at least three 
qualified suppliers selected on a worldwide basis. 

My question is this: I would like to know if you were not going to 
purchase anything except Caterpillar and Euclid earth-moving equip- 
ment, why did you even solicit bids from the others? 

Mr. Dovueuerty. May I explain my answer? 

Mr. Harpy. Yes, sir; anyway that you would like to. 

Mr. Dovcuerry. In the first place, I disagree with GAO that there 
are 35 cases where we did not award to the low bidder if the material, 
supplies, or equipment was available. We had a barrage of so many 
people after the announcement by Small Business Administration 
which was circulated worldwide, as I understand it, in the New York 
office, that it was necessary to rent a suite, parlor and bedrooms, with 
additional rooms down the hall, and provided each company or per- 
son who asked for bidding documents with bidding documents. 

We received no less than two bushel baskets full of bids. The bid- 
ders that we did solicit would have been Caterpillar suppliers and 
Fuclid suppliers and Northwest or Bucyrus-Erie shovel suppliers. 
In answer to a part of that remark, International trucks were the 
low bidders. Had there been 1 or 2 other firms low bidders, I would 
have been in perfect agreement with having awarded to them. 

We awarded to International trucks because they were low bid- 
ders, and because they are good trucks. We did not award to bidders 
other than Caterpillar on tractors for the reason that we do not feel 
they are equal to the other machines. We believe we are prepared to 
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defend that statement, there being more Caterpillar tractors pur- 
chase by the contractors with their own money, and exclusive of 
Government sales, than of all the others totaled together, worldwide. 

Mr. Harpy. I expect if you were a Government “purchasing agent, 
you would have difficulty making that statement against Allis- 
Chalmers ? 

Mr. Dovucuerry. I know cases where they would show they were 
better. 

Mr. Harpy. In this case you were representing the Government! 

Mr. Dovcuerry. We set out our reasons and believed we were per- 
mitted. One reason, too, Mr. Chairman, was to keep tractor motors, 
asphalt-plant motors, crushing-plant motors, and as nearly every- 
thing, the same as was possible, so that we would have an inter- 
changeability of parts. 

Mr. Harpy. Most anybody can recognize the desirability of inter- 
changeability of parts, but I ‘don’t know whether that would have been 
controlling in this kind of a situation. I think you would have had 
to consider price differential and also the question as to whether in- 
terchangeability might have still been accomplished if you had used 
other than a single ‘brand, other than the ¢ ‘aterpillar tractors. 

Mr. Dovucuerry. It is possible to an extent in some machines. Let 
me state that I own no Caterpillar stock or Euclid Motors stock, 
and no General Motors stock, I am sorry to say. 

Mr. Harpy. We will take a 5-minute recess. 

(A. short recess was taken.) 

Mr. Harpy. Let the committee come to order. 

Mr. Reporter, let the record show that there is no other member of 
the committee here but me, and as a consequence, no quorum is present. 

However, the committee will be in order for the purpose of receiving 
into the record certain documents. Have you any documents that you 
want to submit ? 

Mr. Reppan. I think in lieu of documents, I could in 2 or 3 words 
from Mr. Dougherty 

Mr. Harpy. The record will indicate that a quorum is not present 
and as a consequence, if a point of order is made against this portion 
of the record, presumably it would be invalidated. However, if no 
point arises, I presume that the record will stand. 

Mr. Reppan. I would like to ask you if you could tell us where the 
original of this assignment is, exhibit 59 ? 

Mr. Doucuerty. 420 Lexington Avenue, New York. 

Mr. Reppan. It is in your office? 

Mr. Doucuerty. Yes, sir. 

Mr. Reppan. It is not signed; is that right? 

Mr. Dovenerry. I beg your pardon? 

Mr. Reppan. It is not signed, however ? 

Mr. Doucuerty. Not signed, no. 

Could I take a little time to explain some of the —— 

Mr. Harpy. Mr. Dougherty, I am going to suggest that you may 
want to send in a written statement for consideration of the committee 
im-connection with some points that I had hoped there would be an 
opportunity for you to discuss. I do want to give you a chance to 
diséuss any other points that you had noted during the course of the 
hearing, but because of the absence of another member of the com- 
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mittee, I hesitate to pursue that procedure. I suggest that you con- 
sider the advisability of preparing in writing a comment that you 
might have liked to present orally, and the committee can convene 
and consider the statement with a view toward putting it in the record. 

Mr. Doucuertry. Would that then become a part of the 

Mr. Harpy. That would become a part of the record unless a com- 
mittee member should decide that it is extraneous matter which 
shouldn’t become a part of the record. It would be a matter that the 
committee would have to decide. Normally I would say it would be 
almost automatic. But it would take committee action to include it. 

Mr. DoucHerry. I have several items that I—or we are in dis- 
agreement with. 

Mr. Harpy. I felt sure that you did. Mr. Brownson had indicated 
that he would probably be back here by now. I have just learned that 
there is another rollcall coming up on the floor shortly. I am assuming 
that he will go by there first, in which case we would probably be 
stymiedagain. Itis just one of these unfortunate days. 

I would suggest that these points that you had in mind—and as a 
matter of fact, it will probably give you an opportunity to give a 
little more consideration to them—you might prepare a written state- 
ment and submit it to the committee for inclusion at the proper place 
in the record. 

Mr. Jarvis. Mr. Dougherty, the night before last, up until about 
4 o’clock in the morning, I understand, wrote something up, and then 
before I came down he wrote something up, and he has it here. That 

vas the first day. 

Mr. Harpy. Would you like to leave that now ? 

Mr. Jarvis. I would, because it is in his own words, and I think it 
expresses himself a lot better than some edited thing could do. 

Mr. Harpy. Do you have it with you? 

Mr. Dovenerty. Yes, sir. 

Mr. Harpy. May I see it please? 

Mr. Doveuerry. Yes, sir [handing]. 

Mr. Jarvis. It attempts to answer some of the testimony that was 
adduced. 

Mr. Dovcuerry. There are general notes on the side. 

Mr. Harpy. I think probably the best thing to do is accept this 
for the record, contingent upon a reading of it by members of the 
committee. They would of course have a right to decline to admit it. 
However, I think there is no likelihood of that. 

Mr. Jarvis. There is nothing scurrilous. I read it and I think it is 
a perfectly proper statement. 

Mr. Harpy. That is what I would expect. 

Mr. Jarvis. I really think so. 

Mr. Harpy. With that reservation, I would suggest that we just 
accept this for the record now. 

Do you have a copy ? 

Mr. Dovucnerty. Yes, sir. This is another part. It is about the 
same thing. 

Mr. Harpy. We will treat both of those as part of the record. 

Those observations, Mr. Dougherty, cover testimony up to when? 

Mr. Dovenerry. Up to last night. 
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Mr. Harpy. You probably have some additional ones that you would 
like to attach with respect to today’s testimony. 

Mr. Doucuerty. Probably. 

Mr. Harpy. Do you have anything further? 

Mr. Reppan. I have one question to ask Mr. Dougherty. 

Mr. Dougherty, after you received the contract to procure the equip- 
ment and machinery for this Cambodia road job, was any suggestion 
made to you by anyone at ICA that you utilize the services of the 
Axelrod Co. of New York? 

Mr. Doucuerty. A. F. Axelrod. No, Mr. Woods has asked me the 
same question, and Mr. Thornton says that in Washington—and when 
we were in the office of Mr. Bonner and Mr. Hockenberry and Mr. 
Flesher—that someone had mentioned to him that Axelrod had ex- 
pected the contract, and I don’t know what the language was, but had 
they bid or would they be presented an opportnity to bid. And, of 
course, they were offered an opportunity to bid and did present several 
bids. I don’t know about the conversation any more than that. 

Mr. Reppan. Did Mr. Thornton make any representations to you 
that he had been requested by anyone at ICA to have the Dougherty 
Co. utilize the services of the Axelrod Co. ? 

Mr. Dovucuerty. No, Mr. Thornton didn’t. 

Mr. Reppan. I would like to show you a letter here and ask you to 
just read the paragraph that I have marked. 

Mr. Doucnerry. What was the question ? 

Mr. Reppan. My purpose in handing you that is to see whether or 
not that marked paragraph could refresh your recollection in any way 
as to what Mr. Thornton may have told you, or what anyone else in 
your organization or ICA may have told you or said to you with respect 
to the Dougherty Co. cooperating with the Axelrod Co. or utilizing 
Axelrod services ? 

Mr. Dovucuerty. No, sir. This letter, I believe, is the Aero-Sea 
Shipping Corp. 

Mr. Reppan. That’s right. To Michael Baker. It refers to a con- 
ference which they allegedly dad with Mr. Thornton of your office. 

Mr. Dovucuerry. I don’t know about that. 

Axelrod claimed that he did expect to have a contract to purchase 
and ship the original advance machinery. But as to us saying to one 
shipping company, telling a competitor that the contract would be 
canceled if they didn’t handle it in a manner up to our standards, I 
will guarantee them they are right on that. 

Mr. Reppan. What is that? 

Mr. Dovauerty. They say that, “If Dougherty finds the handling 
not up to their standards, the contract may be canceled.” They are 
just right on that: 

Mr. Reppan. In that connection, I would like to show you a letter 
from you to the Michael Baker Co. under date of August 1, 1956, and 
I call your attention to page 2, the second paragraph that I have 
marked, and ask you if you would just read that part in brackets in 
the middle of the paragraph [handing]. Will you read that out loud? 

Mr. Dovcenerty (reading) : 

In the light of subsequent developments, this would appear to have been an 
error in judgment since it is our understanding that certain vendors chose to 


interpret the third party as being A. F. Axelrod Co., an attitude in which they 
were undoubtedly encouraged. 
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Mr. Reppan. What do you mean by that sentence? 
Mr. Dovenerry. I will have to read enough of it to tell what it is 
about first. 
Mr. Reppan. All right. 
Mr. Doucuerty. This continues: 
I should like to impress upon you, however, as I stated yesterday afternoon, that 


insofar as the A. F. Axelrod Co. is concerned they are just another vendor and 
will receive exactly the same consideration as the others, no more, no less. 


Mr. Reppan. Was there any suggestion that somebody had urged 
you to give special consideration to Axelrod ? 

Mr. Doveuerry. I think what is being referred to here, at the time 
we started the procurement of—excuse me, whatever you were talking 
about, about the waiver of quorum, I have no objection—during the 
procurement of the original machinery, we had calls from manufac- 
turers or dealers who asked us were we buying the machinery or was 
A. F. Axelrod buying the machinery, and asked them why would 
they ask such a question. 

They explained, 2 or 3 of them did at least, that Axelrod Co. had 
made contact with them and stated that they would be the suppliers 
of the machinery. Apparently they were a little confused 2 to 
bid with at that time, because we had asked for bids. I don’t know 
when or how long before the Axelrod Co. asked. I do know that 
those inquiries came to our office. 

I think that is what he is talking about here. This isn’t my letter, 
I don’t think. This is Thornton’s signature—Robert Leary’s signa- 
ture. 

Mr. Reppan. He signed the letter for you? 

Mr. Dovucuerry. Yes, he is project manager at Cambodia. 

Mr. Reppan. I will show you a letter addressed to you, Mr. Dough- 
erty, dated August 16, 1956, from ICA. Did you receive the original 
of that letter / 

Mr. Dovcuerry. I am sure we did, yes, sir. 

Mr. Harpy. We will include that in the record as exhibit 60. 

(The document referred to was introduced into the record asexhibit 
60 and follows:) 


ExHisit 60—LETTER FRoM MARVIN C. McFrEaters, ACTING CHIEF, PROCUREMENT 
ANALYSIS BRANCH, FINANCIAL AND PROCUREMENT DIVISION, INTERNATIONAL 
COOPERATION ADMINISTRATION, TO A. L. DouGHERTY, AUGUST 16, 1956 


AvuGUST 16, 1956. 
Mr. A. L. DouGHERTY, 


President, A. L. Dougherty Overseas, Inc. 
Chicago, Ill. 


Dear Mr. DouGHerty: Your letter of August 15 requested authority to pur- 
chase Caterpillar equipment for use on the Cambodia highway construction 
project in several cases where the Caterpittar bid-is not the lowest cost bid 
received, 

In view of the justification presented and the collateral benefits you outline, 
we interpose no objection to the purchase of Caterpillar equipment for the 
three categories requested. We understand your general policy of procuring on 
an absolute low-bid basis and appreciate your procuring equipment for the 
highway project on this basis to the maximum extent feasible. 

We suggest that each of the factors you outline be documented to the fullest 
extent possible so that both your firm and ICA will be in a position to fully jus- 
tify the award should the occasion arise. 

Very truly yours, 
Marvin C. McFEATERS, 
Acting Chief, Procurement Analysis Branch, 
Financial and Procurement Methods Division. 
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Mr. Reppan. You have just handed to the committee a copy of a 
letter dated August 11, addressed to ICA, over your signature. Ex- 
hibit 60 is ICA’s reply to your letter of August 11, asking for waivers, 

Mr. Harpy. That bothers me a little. 

Mr. DoucHerty. May I see that, and the file? It has some notes. 
What I want to find is still another letter. 

Mr. Harpy. There must be, because the ICA letter of August 16 
refers to your letter of August 15. If you can, locate the letter to 
which the ICA letter of August 16 is in reply. 

Mr. Doveuerry. As I remember what transpired, after the bid 

tabulations were made up, then we asked that we be allowed to pur- 

chase caterpillar equipment or caterpillar tractors and motor graders, 
and award to the lowest bidders in turn, because of the low bidders, 
we had to take all that one could provide and then move to the next 
one, you see, and with the tabulation of the bids came to Washington 
and asked for this permission. Then we wrote a letter setting out 
our reasons why, and received this letter which is from either “ICA 
or the Accounting Office, as well as the one that you now have. So 
that I believe there is another letter which we don’t have here which 
sets out our reasons for wishing to do this. 

Mr. Harpy. Before we adjourn, you have one question to ask Mr, 
Awalt? 

Mr. Reppan. Yes, sir. 

Mr. Awalt, I would like to ask you if you will advise the commit- 
tee what the fee was for the firm of Michael Baker in connection 
with their engineering contract on this Cambodian road 4 

Mr. Awatr. The fee on the initial contract was $50,000. That was 
subsequently extended for another period of 16 months and the fee 
during that period was $40,000. 

Mr. Reppan. So that the total fee on this is $90,000 ? 

Mr. Awatr. That is right. 

Mr. Reppan, To date? 

Mr. Awatr. That is right. 

Mr. Reppan. Do you have an application for any continuation of 
the contract or increase in that fee / 

Mr. Awatr. There was a letter addressed to ICA by Mr. John, our 
exec utive vice president, suggesting the possibility of extension. 

Mr. Reppan. Was any ine reased fee mentioned at that time? 

Mr. Awarr. No; I think not, But it would be anticipated that the 
same rate of fee would follow the period of extension. 

Mr. Reppan. Do you know offhand what that rate of fee is? 

Mr. Awatr. I think between $2,500 and $3,000 a month. 

Mr. Harpy. Thank you, Mr. Awalt. 

Now, returning to Mr. Dougherty. When the committee has had a 
chance to look over these statements, which you submitted a moment 
ago, I feel sure we are going to be stimulated to some more questions, 

Mr. Doueuerry. I am afraid of that. 

Mr. Harpy. We will probably need to have you come back in con- 
nection with those. I believe that perhaps would conform to your 
thinking anyway, because I understand that you want to make some 
check with the Bureau of Public Roads in connection with their 
exhibit D. 
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Mr. Dovcuerty. I need to ask a question about that, too, when you 
have finished. 


Mr. Harpy. Do you have anything further? 

Mr. Reppan. May we have Mr. Dougherty’s letter of August 11, 
1956, to ICA, admitted as exhibit 61—A, and the letter of August 15 
introduced as exhibit 61—B ? 

Mr. Harpy. It will be so ordered. 


(The documents referred to were introduced into the record as 
exhibits 61A and 61B and follow:) 


Exuisit 61A—LetTTerR From A. L. DouGHertTy, PRESIDENT, A. L. DouGHERTY 


OVERSEAS, INC., TO THE INTERNATIONAL COOPERATION ADMINISTRATION, AUGUST 
11, 1956 
AvueustT 11, 1956. 
INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C. 


GENTLEMEN: We have solicited bids under our Cambodian highway construc- 
tion letter agreement and received a maze of time-consuming bids and proposals. 

We are ready to make recommendations and proceed immediately with the 
procurement and shipment of the desired equipment. 

In all known cases, our recommendations are consistently with the low bidder, 
of course considering specifications, uniformity of equipment, and delivery. With 
these conditions in mind, we recommend the Caterpillar line of equipment, where 
applicable, and point out that other manufacturers of similar equipment may con- 
tend equality for their products at lower prices, although their products do not 
conform to specifications as written. 

Three or more competitive bids have been received and evaluated for each item 
of Caterpillar equipment recommended, and our recommendations will include 
placement of orders on the basis of these bids, consistent with low price and 
availability. 

Your approval of these recommendations is requested, and we must ask for 
consideration at your earliest convenience, because arrival of this equipment in 
Cambodia in time to take advantage of the nonmonsoon season is imperative. 

Very truly yours, 
A. L. DouGHERTY OVERSEAS, INC., 
A. L. Doveuerty, President. 


Exuipit 61B—LetTrer From A. L. DouGHERTY, PRESIDENT, A. L. DOUGHERTY 
OVERSEAS, INC., TO THE INTERNATIONAL COOPERATION ADMINISTRATION, AUGUST 
15, 1956 

AvaustT 15, 1956. 

INTERNATIONAL COOPERATION ADMINISTRATION, 

Washington, D. C. 


(Attention: Mr. Hockenberry.) 


DeaR Sir: This is in reference to our conversations this date regarding the 
procurement of tractors for the highway construction in Cambodia. As we ex- 
plained to you, our experience in earth moving, rock excavating and clearing, 
has resulted in our standardizing our tractors to the Caterpillar line. Our 
standardization on Caterpillar tractors is the result of our experience in their 
use and in the observation of uses of other types of tractors. We are able to 
accomplish our work cheaper with this equipment. 

As you know, we are not alone in this. Among construction contractors 
these are the most popular tractors and are, as a direct result, the tractors in 
shortest supply, however, we have been able to obtain our initial requirement 
of D-S8 Caterpillar tractors by having authorized Caterpillar distributors to 
give us their remaining available allotments for this period. 

These tractors are not the cheapest tractors on the market in terms of initial 
purchase cost, however, we request your authority to purchase Caterpillar trac- 
tors for the following reasons: 

1. This will provide interchangeability of engine parts with other Caterpillar 
engines purchased for this work. 

2. Caterpillar spare parts and service are available on a worldwide basis and 
will be available to us in Cambodia. 


















484 FOREIGN-AID CONSTRUCTION PROJECTS 






3. Our experience has shown that these tractors will give us a substantial 
added percentage of working time and will be less costly in maintenance. 

4. The value of these machines at the end of our 2-year use, at which time 
we turn them over to the Cambodia Government, will be much greater than 
the other type tractors in this field. The added value which will be remaining 
in the tractors at this time alone will exceed the difference in new cost of this 
equipment. 

We hereby request your authority for the purchase of this Caterpillar equip- 
ment for the construction of the highway in Cambodia. This is the equipment 
with which we will be willing to undertake this construction program in the 
firm belief of its successful timely completion. 

Very truly yours, 
A. L. DouGHERTY OVERSEAS, INC., 
A. L. DouGHeErty, President. 


ExHisit 61C—LetTer From Marvin C. McF Eaters, ACTING CHIEF, PROCUREMENT 
ANALYSIS BRANCH, FINANCIAL AND PROCUREMENT METHODS DIVISION, INTERNA- 
TIONAL COOPERATION ADMINISTRATION, TO A. L. DouGHERTY, AUGUST 16, 1956 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington D. C., August 16, 1956. 
Mr. A. L. DouGHERTY, 
President, A. L. Dougherty Overseas, Inc., 
Chicago, Ill. 

Deak Mr. DovucHerty: Your letter of August 15 requested authority to pur- 
chase Caterpillar equipment for use on the Cambodia highway construction 
project in several cases where the Caterpillar bid is not the lowest cost bid 
received. 

In view of the justification presented and the collateral benefits you outline, 
we interpose no objection to the purchase of Caterpillar equipment for the three 
categories requested. We understand your general policy of procuring on an 
absolute low-bid basis and appreciate your procuring equipment for the highway 
project on this basis to the maximum extent feasible. 

We suggest that each of the factors you outline be documented to the fullest 
extent possible so that both your firm and ICA will be in a position to fully 
justify the award should the occasion arise. 

Very truly yours, 
Marvin C. McFEATERS, 
Acting Chief, Procurement Analysis Branch, Financial and Procurement 
Methods Division. 


Mr. Harpy. Let the subcommittee stand adjourned, subject to the 
of the Chair. 

(Thereupon, at 4:14 p. m., the subcommittee was adjourned, to be 
reconvened at the call of the Chair.) 











FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


TUESDAY, APRIL 22, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant. to adjournment, at 2:30 p. m. in 
the hearing room, George Washington Inn, Representative Porter 
Hardy, Jr. (chairman of the subcommittee), presiding. 

Present: Representatives Hardy (chairman), Henry S. Reuss, Eliz- 
abeth Kee, and George Meader. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Meader and myself, consti- 
tuting a quorum under the committee rules. 

This is a continuation of a series of hearings which the committee 
began sometime ago concerning contract procedures of ICA, and per- 
taining specifically, at this time, to certain construction projects in 
the southeast Asia area. 

We have previously considered highway construction projects in 
Vietnam and Cambodia. Today we will focus attention on the 
Northeast Highway in Thailand. 

Mr. Reddan, our witness today is Mr. Fitzsimons. 

Mr. Fitzsimons, will you come forward, please, sir. 


(Whereupon, Mr. Louis Neal Fitzsimons was duly sworn as a wit- 
ness by Mr. Hardy.) 


TESTIMONY OF LOUIS NEAL FITZSIMONS, ENGINEER, FEDERAL 
CIVIL DEFENSE ADMINISTRATION 


Mr. Harpy. Have a seat, Mr. Fitzsimons. 

Mr. Reddan, will you proceed ? 

Mr. Reppan. Will you please give the reporter your full name and 
address ? 

Mr. Frrzstmons. Louis—L-o-u-i-s, Neal—N-e-a-l, Fitzsimons— 
F -i-t-z-s-i-m-o-n-s, Route 7, Box 180, Battle Creek, Mich. 

Mr. Reppan. And where are you employed at the present time ? 

Mr. Frrzstmons. At Federal Civil Defense Administration, Engi- 
neering Research and Development. 

Mr. Reppan. In what capacity, sir? 
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Mr. Frrzstmons. As an engineer. 
Mr. Harpy. Are youa graduate engineer, Mr. Fitzsimons / 
Mr. Firzstmons. Yes, sir; presently : a GS-13 

Mr. Harpy. Give us a little bit of your engineering background. 

Mr. Frrzstmons. Well, sir, originally I went to Cornell University 
and went into the Army ‘from there at the end of World War II; and 
then shortly after leaving the Army the first time, I went to a school 
in California, Pasadena City College, where I studied geology for a 
while. After that, I returned to Cornell where I received my bache- 
lor’s degree in civil engineering and entered graduate school. Un- 
fortunately the Korean war broke out and I w as recalled to duty 
again. Upon release the second time, late in 1952, I went to Lehigh 
Ui niversity as a teaching assistant and graduate caheet: ; and financial 
circumstances being such as they were, I left my teaching and went to 
my construction work with C ‘lorps of Engineers in French Morocco. 

Mr. Harpy. After you finished your for ‘mal education, did you have 
some extensive experience in engineering work ? 

Mr. Frrzstmons. Yes, sir. My second return to active duty was 
with the Corps of Engineers and I worked on construction of canton- 
ments and troop inst: allations in Germany, and also I worked as an 
engineer technical intelligence officer, determining bridge load capaci- 
ties and analyzing various structures from the engineering aspects. 

Mr. Meaper. How long did you stay with the Corps of Engineers, 
Mr. Fitzsimons? 

Mr. Firzsrmmons. Well, this was a 2-year tour; and then my next 
experience other than in school was in North Africa where I was chief 
of the soils section, on the Nouasseur Air Force Base. Then I was 
made chief of concrete on the Boulhaut Air Force Base. Then I went 
back as assistant chief of—I think it was the foundation, Soils and 
Geology Branch, I can’t remember, of the Mediterranean Division. 

Mr. Harpy. Let the record show the presence of Mrs. Kee. Weare 
awfully glad she could be here. 

Mr. Meapver. Could you furnish dates you served in the Corps of 
Engineers ? 

Mr. Frrzstmons. As civilian or officer, sir? 

Mr. Meaper. You were an officer ? 

Mr. Firzstmons. Yes, sir. I left graduate school, Cornell, in De- 
cember 1950 as an officer in the corps and I left the service, after the 
prescribed 2 years, in December 1952. Then I finished a short, spe- 
cial project at the E ngineering Strategic Intelligence Division over 
here in Maryland at the Army Map Service, for about a month or so: 
then I went to Lehigh as a teaching assistant; this continued on into 
the summer, when I accepted the position as chief of soils in the 
Mediterranean division of the corps as a civilian. 

Mr. Meapver. How long did you stay with them that time? 
Mr. Frrzstmons. Two years, sir. 

Mr. Mraper. Two years more? 

Mr. Frrzstmons. Yes, sir. 

Mr. Mraper. So you left the Corps of Engineers what year? 
Mr. Firzsrmons. Oh, that would be in—well, 1955 I believe. 
May L use this, please [indicating | ? 

Mr. Harpy. Sure. 
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Mr. Frrzsimons. Yes; July of 1955. Then I went to work for 
Kellogg Co., Battle Creek, Mich., in their engineering department 
until I went to work with S.& P. That was 

Mr. Meaper. “S. & P.” means Sverdrup & Parcel ? 

Mr. Frrzstmons. Sverdrup & Parcel; yes, sir. That was in April 
of 1956. 

Mr. Meaper. How long did you work with Sverdrup & Parcel? 

Mr. Frrzsrmons. Relatively short time, sir. I think it was April 
to the first part of August. August 4, I believe. 

Mr. Reppan. Now, at the time you made application with Sver- 
drup & Parcel, were you employed by Kellogg at that time? 

Mr. Frrzstmons. Yes, sir. 

Mr. Reppan. In addition to that, did you have a business of your 
own ? 

Mr. Frrzsimons. Yes, sir. It was sort of a combination, hobby and 
business. It is like a fellow who whittles, he likes to whittle and also 
likes to sell some of his work. Well, I have a rather deep interest in 
soils and concrete so I had just a private side business, working, for 
example, with the local Ready-mix Co. When they had a problem 
with concrete work, they would call me up. Or somebody would have 
a soils problem and call me up. 

Mr. Harpy. A consultant proposition ? 

Mr. Frrzstmons. Not in the usual sense of the word. More of soil 
and aggregate testing work. 

Mr. Reppan. Do you still have that organization ? 

Mr. Frrzsimons. Yes, sir. 

Mr. Reppan. Now you went with Sverdrup & Parcel in what ca- 
pacity, sir? 

Mr. Firzsrmons. I believe the official title was soils engineer. My 
Sverdrup & Parcel application says “applying for soils or materials 
engineer,” and I cannot remember what the final title was but it was 
the same difference. 

Mr. Reppan. When did you arrive in Thailand, approximately ? 

Mr. Firzsmwons. Well, it was in—wait a minute, it was about——— 

Mr. Reppan. The book you are referring to there is what 

Mr. Frrzstmons. Well, from my Moroccan experience, I decided 
on any future construction work that it would be best I have a per- 
sonal construction diary of things I observed and things I did. 

This was a construction diary I kept during the period I was em- 
ployed with Sverdrup & Parcel in Thailand. 

Mr. Reppan. All right, sir. 

Mr. Firzsrmons. My first entry is on a Monday, the 23d of April. 
As I recollect, I arrived the preceding Saturday. I am not certain, it 
could have been Sunday but-——— 

Mr. Reppan. Now when you arrived, did you meet a representative 
of Sverdrup & Parcel there ? 

Mr. Firzstmons. Yes, sir. He met me at the airport. I cannot 
remember the gentleman’s name. I am sorry, his name escapes me. 

Mr. Reppan. Did you subsequently meet Mr. McGavock ? 

Mr. Frrzsrmons. Yes, sir: I did, at the Bangkok office. 

Mr. Reppan. Before reporting out to the job, did you ask Mr. Me- 
Gavock to let you see the specifications ? 
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Mr. Frrzstmons. Yes, sir, it is normal procedure, as far as I was 
concerned, to have a briefing you might say. I asked him if I could 
see the general plans and specifications. He showed me some plans 
and, as I remember, he said he didn’t have any specifications as such, 
but he did have this book which is published by the American Asso- 
ciation of State Highway Officials, which is a general guide to con- 
struction practices, “something of that nature. I do not remember 
the specific title. He said, we are using these as specifications. 

Mr. Reppan. Is that a textbook, do you know? Or is that a 
recognized specification ? 

Mr. Frrzstwons. Well—no, sir, this particular—it is sort of half- 
way between a book and a pamphlet actually, and it is usually in a 
paperbound edition. It is a book in which it is stated in the preface 
I was surprised to learn that was the situation because in this book 
which we use to teach students at the university, it says that this book 
is intended for teaching purposes, for acquainting foreign engineers 
with American practices, and things of that nature. And in there, 
there are references to general specifications for different types of 
work, but it in itself is definitely not a specification. 

Mr. Reppan. Did that pamphlet set forth any specific specifi- 
cations for this Northeast Highway ? 

Mr. Frrzsmmons. Oh, no. It was sort of a guide manual to 
what American construction practices are in general in various parts 
of the country. 

For example, a given portion of it might say that you could have 
this type of aggregate or that type of aggregate, depending on the 
type of situation. It did not specify any particular material. 

fr. Reppan. Sort of a do-it-yourself handbook telling you how 
to build everything from farm-to-market roads to a superhighw ay? 
Is that it? 

Mr. Frrzstmons. It could be called that, sir. 

Mr. Reppan. Did they have any particular parts designated for 
use on this Northeast Highway? 

Mr. Frrzstmons. To the best of my knowledge; no. 

Mr. Reppan. Did you question Mr. McGavock about that? 

Mr. Frrzstmons. We, for example—I cannot remember the spe- 
cific table of contents, but it would start out, for example, on drain- 
age and discuss American practice in drainage in general. Then it 
would say “soil,” and give the Bureau of Public Roads system of 
classification in general terms and describe it. It would cover aggre- 
gates, and so forth. And under aggregates, you might have, say, 
five classes, A, B, C, D, and E. It would say sometimes with MC —1, 
you would use such-and-such an aggregate. 

Mr. Harpy. Did you inquire as to whether there had been any 
analysis to determine the nature of the soil up and down this 
highway ? 

Mr. Frirzstwons. Not at this time, sir. I was just sort of being 
oriented and— 

Mr. Harpy. I see. 

I want to establish as definitely as I can whether at this time there 
was any set of specifications for use in connection with that highway 
construction. 
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Mr. Frrzsimons. To the best of my knowledge, also to my great sur- 
prise, there were none. 

Mr. Harpy. Did you express that surprise to anyone? 

Mr. Frrzstuons. Well, sir, when you first enter a job, you show a cer- 
tain amount of deference to your boss. So I certainly did not say 
“My gosh,” to him. 

Mr. Harpy. Did you subsequently learn definitely that there was 
not any specific set of specification for that road construction ? 

Mr. Frrzstmons. To the date that I left, I knew of none. And this 
topic came up on several occasions. When it did come up, there was 
either a bifurcation in the conversation or a 

Mr. Harpy. To the best of your knowledge, there was not, at the 
time you left, a set of specifications applied to that road ? 

Mr. Fivzstmons. To the best of my knowledge; no, sir. 

Mr. Harpy. Whose responsibility was it to prepare the specifica~ 
tions? Do youknow that? 

Mr. Frrzstmons. In all the experience I ever had, the engineer pre- 
pares plans, specifications, and possibly contracts depending on the 
legal aspects, whether they have their own lawyers. 

Mr. Harpy. You w ere employed by the engineers; weren’t you ? 

Mr. Frrzstmons. Yes, sir. 

Mr. Meapver. This was April to August of what year, 19—— 

Mr. Frrastmons. 1956 I think. 

Mr. Meaper. 1956? 

Mr. Frrzstmons. Yes, sir. 

Mr. Meaper. And at what stage was the construction of this North- 

east Highway at that time? 

Mr. Frrzstmons. At that time they had no asphalt or concrete laid. 
I do not. recollect any at any rate. They had fill and subbase laid 
up to—maybe several miles, I cannot remember the specific stations; 
and they had excavation proceeding—excuse me one moment. 

Well, technically on station 27 plus 60, they were placing fill, if this 
means anything to you, and that would mean 27 000 feet from zero. 

Mr. Harpy. Along the road ? 

Mr. Firzstmons. As I recollect, 27,000 feet, that would be about 5 
miles or so. 

Mr. Meaper. In other words, to answer my question, when you 
arrived, the road was already in the process of construction 2 

Mr. Frrzstmons. Oh, yes, sir; that is correct. 

Mr. Mraper. And still there were no specifications during all the 
time that you served there; is that correct ? 

Mr. Firzstmons. To the best of my knowledge; that is correct, sir. 

Mr. Meaper. Well, as an engineer, can you build a road without 
having specifications ? 

Mr. Fir zsrmons. Well, yes, sir, you can build one, and I would be 
very happy if I were a contractor to do that because it is very nice 

Mr. Mraprr. You mean you would like to be a contractor and ‘be 
able to build any road you want to without having any specifications 
to help you in your operations ? 

Mr. Firzsrmons. Yes, sir; this isa pretty nice situation. 

Mr. Reppan. Mr. Chairman, in order to avoid confusion, I think 
the record should show that everything in connection with this road is 
measured in metric system. 
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Mr. Frrzstmons. Excuse me. “Station 27-60,’ I had forgotten 
which it was. 

Mr. Reppan. In the absence of these specifications, how could you 
tell whether or not the contractor was building the road properly? I 
mean if you did not know what specifications he was to follow, how 
could you perform your engineering duties? 

Mr. Frrzstmons. Well, when you say how could I perform my en- 
gineering duties, do you mean how could the company? How could 
engineers ? 

Mr. Reppan. How could engineers function ? 

Mr. Frrzstuons. Well, naturally it is quite difficult. It is like tell- 
ing a policeman to go out and keep law and order and not tell him any 
rules to go by. 

Mr. Reppan. Do not tell him what the law is? 

Mr. Frrzstmons. Yes, sir; that is right. This is a gross analogy. 

Mr. Meaper. In any of your previous experience in engineering 
projects, had you ever seen a project where construction was under- 
taken without: any specifications? 

Mr. Frrzstmons. To the best of my knowledge. Again, even on the 
Moroccan bases where there were problems involved, there were defi- 
nitely very definitive specifications. And on all work I have ever 
known about, there were specifications before the bids were even let, 
although on occasion you would let a bid on a general specification 
possibly and then define them in a little more detail later. 

Mr. Meaper. But you have not within your engineering experience 
ever run across a case like this where a project was under construction 
and there were still no specifications ? 

Mr. Frrzstmons. No, sir; I never heard of such a situation. 

Mr. Reppan. When you arrived on the job, Mr. Fitzsimons, did you 
take note of any engineering practices or construction practices which 
appeared to you to be not according to the best practices ? 

Mr. Frrzstmons. Yes, sir; this is what I have in my journal. 

Mr. Reppan. And would you please tell the committee what you 
found in this respect ? 

Mr. Frrzstmons. Well, I cannot understand—when you first go on 
the job, you do not know the background, so obviously you cannot 
criticize. On the other hand, you can make observations. 

Mr. Reppan. Yes, sir. 

Mr. Frrzstmons. So these were not in the way of criticisms, they 
were just impressions. 

On the particular day, the 23d of April, I have noted in my dairy 
that a 10-foot fill was being placed at this station 27 Plus 60, and 
these are some notes: “Construction procedures poor,” and then I 
define these specific irregularities, the sprinkling for the water—in 
other words, soil is a material which you can work with and even 
though it looks weak, if you propery process it, it is a very good 
material and can be made relatively stable. One of the rules for 
making soil stable is to have a uniform moisture content. It is just 
like when you make a cake, you have to have ev verything mixed up 
uniformly; otherwise, you have a lumpy cake. It is the same with 
soils. 

The way they were doing it, instead of having a fine spraybar 
sprinkler system, they had two trucks with just nozzles. The truck 
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would drive over the area at a relatively high speed and just splotch 
water here and there, and that was it. That was one of the obser- 
vations I made. 

Mr. Reppan. Did they disk or harrow the roadway before sprin- 
kling it or not? 

Mr. Firzstmons. That was my second observation. I felt some- 
times if they are very hard up for equipment, did not have spraybars 
made or they were broken or something, they could do that. Then 
they would take similar to the agricultural disks and harrows, they 
would run it through the soil and in that way tend to try to make the 
moisture more uniform. But I did not see that either. 

Mr. Reppan. You say they were not doing it? 

Mr. Frrzstmons. They were not, sir. And there is a third method 
of doing it known as windrowing it, where you have a motor grader 
which would take the material and push it in a windrow, long | trian- 
gular pile one way, and then push it in the other way. But they 
were not doing it that way. 

Then do you wish me to continue with this? 

Mr. Reppan. Yes, sir, please. 

Mr. Frrzstmons. The next note, “There is no apparent selection 
of soil borrow.” Now, soils are quite different as woods are quite 
different. Oak is different from beech. Well, CL soil is different 
from an SC soil, for example. So in the borrow pit, to get a uni- 
formly high-quality product, you take the best material “from the 
borrow pit and you uniformly remove the topsoil so it will not be 
mixed in with the subsoil. Again I observed they were just taking it 
out in a very crude manner. 

Another thing which they did, which is highly unusual, and that 
is the speed of the sheepsfoot roller was 10 miles an hour, I mean this 
was estimated. It was many times more than usual. And I am sure 
you gentlemen can visualize a sheepsfoot roller ; it is supposed to slowly 
roll over the material and compact it. If you go over it at 10 miles 
an hour, it tends to churn it up. As they did this, they would make 
a very sharp turn; and when they made the turn, the sheepsfoot 
would tear up the soil. It was almost a pointless procedure. 

Then I noted also that no apparent plan of movement of construc- 
tion equipment was followed. The reason I noted that was, normally, 
when you are building, for example, a two-lane road, you plan it so 
that you are building up the fill, you would put the soil on one side 
and you would spray it and harrow it and roll it, and then on the other 
side you would have your other construction traffic. 

Now, if you try and do the whole road at the same time, then here 
you have the sheepsfoot coming around in one direction, the water 
trucks coming back over it, and other truck traffic, and so you have a 
very irregular compaction effort. Your final product is very 
irregular. 

One of the primary principles in soil work is to have uniform 
compaction. This was at the end of my oo ‘rvations on the fill. 

The quarry was another proposition. I do not know if you want 
to go into that. 

Mr. Harpy, Yes, I think we ought to talk about the quarry. I 
stopped and looked at that myself. 
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Mr. Frrzsruons. This is the quarry, about station 25 plus zero-zero. 
Among the notes I have—this is only the first day naturally—well. 
First of all, I did not see any—— 

Mr. Harpy. That was all still your first day of observations? 

Mr. Frrzsrmons. Yes, sir. 

Mr. Meaper. The quarry, too? 

Mr. Pee Ne. Yes, sir, this is all on the 23d. 

Mr. Harpy. I do not think we are going to have time enough to 
cover the whole book. , 

Mr. Frrzstmons. Well, actually, later I was sent “up country” so it 
is strictly technical details. Just when I made this first round was 
when I made most of my comments or observations. 

Mr. Harpy. Was that where they had a quarry but decided to buy 
stones from somewhere else ? 

Mr. Frrzstmons. Well, there was an incident discussed similar to 
what you mentioned and whether this was the particular quarry or 
not, I ‘do not know. Actually there are several borrow pits and quar- 
ries and possibly this is the one; I do not know for sure, sir. 

In any case, at the quarry, I noticed there was no inspection from 
the engineering firm and this may or may not be serious, depending on 
whether there was no inspection just at that time or no inspection at 
all. 

Subsequently, I had been told—I was told that there was never any 
inspection. 

Mr. Reppan. Who told you that, sir? 

Mr. Frrzstmons. Well, I do not want to quote a particular person, 
because I do not know. It could have been a gentleman by the name 
of Mr. McCall or a gentleman by the name of Mr. Thomasoni or— 
again, it is 2 years. 

Mr. Reppan. Were they employed by Sverdrup & Parcel? 

Mr. Frrzstmons. Yes, sir, they were S. & P. people. 

Another problem which seemed not to be the best practice—the 
contractor di d not strip the overburden above the quarry; therefore, 
you have the thick jungle soil over limestone—it was a limestone 
quarry; when they blasted, a lot of overburden and forest debris 
would come down into the material and then they would just scoop it 
up and put it through the crusher. This could be justified under 
particular circumstances, but, again, it was not laudatory practice by 
any means. 

Mr. Harpy. That could have a tendency to weaken the fill ? 

Mr. Frrzstmons. Pardon me? 

are Harpy. It could have a tendency to weaken the fill; is that 
right 


Mr. Frrzstmons. In this case, sir, we were not discussing about 


fill; we were discussing about base course aggregate. 
Mr. Harpy. I see. 


Mr. Frrzstmons. But it is a nonuniform product you are produc- 
ing if you allow that. 

Oh, here is something, the other thing which was of perhaps some 
importance. I noted in the crushing operations the machinery and, 
more specifically, the belt immediately after the secondary jaw crusher 
was very badly torn. If you have a torn belt like that and you run 
it for a period of time, it is very hard on your equipment. I felt 
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that was not very good practice. Again, if taken care of right away, 
it certainly is minor. We can expect those things. 

The other two points I noted were what we « ‘all segregation in the 
stockpiles was very bad. That means when they dump it, you norm- 
ally try to keep the particles mixed so that the large and the small are 
not separated. When you do have them separated and you take it out 
in your dump trucks and throw it on your road, you have a pocket, 
of coarse particles and then fine, in themselves not particularly stable. 
When you have them uniformly mixed together, you have a uniform 
base. The stockpiles were segregated. 

Finally, the asphalt rock was coated with what we call minus-200 
material ; ‘that is, dust. This is very bad if they used it without fur- 
ther processing because then the asphalt has a difficult time in stick- 
ing to the aggregate because of these fine dust particles. So this is 
a relatively poor practice. 

Mr. Harpy. Is there anything else on that first day ‘ 

Mr. Frrzstmons. I am sorry, sir, that about covers it. 

Mr. Harpy. Did you have occasion to again take a look at the rock 
quarry and determine whether or not those same practices were still 
going on? 

Mr. Firzstmons. Well, I hope you understand this was not my 
specific responsibility. 

Mr. Harpy. I understand that. 

Mr. Firzstmons. Just trying-—— 

Mr. Harpy. They were observations you made. 

Mr. Frrzsmmons. Yes, sir. 

Well, each time I passed by there—when you are an engineer, you 
drive by a place, you look for certain things. I always kept my eye 
on these certain things and in the four months I was there, I never 
noted any particular improvement at all. 

Mr. Harpy. And so, from your observation, the conditions that 
you describe as existing the day you first arrived generally continued ? 

Mr. Frrzsimons. From my observations, yes, sir. I never saw any 
definite improvement. 

Mr. Meaper. Just to clear the record, are you referring only to the 
quarry operation you criticized or to the packing of the 

Mr. Frrzstmons. Well, the earth work as.well, sir. 

Mr. Meaper. Then your statement is that the conditions you found 
defective the first day, so far as you can tell, continued all the time 
you were there? Both with respect to quarry and the other operations 
you have criticized ? 

Mr. Frrzstmons. I never noted any change in basic construction 
practices. 

Mr. Meaper. Did you report these deficiencies to anyone? 

Mr. Firzstmons. Oh, yes, sir. 

Mr. Meaper. To whom did you report them? 

Mr. Firzstwons. Well, initially I discussed them with Mr. McCall, 
who was my assigned supervisor initially. 

Mr. Meaper. What was his responsibility ? 

Mr. Frrzstmons. I believe his official title was chief of materials, or 
something of that nature, which would include soils, asphalt and 
concrete. 


Mr. Meaper. And what, if anything, did he do about it ? 
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Mr. Frrzstmons. Well, the best I can remember, he said “You ain’t 
seen nothing yet,” or words to that effect. 

Mr. Mraver. Did you report these deficiencies to anyone besides Mr. 
McCall? 

Mr. Frrzstmons. Well, I definitely reported them the day I resigned 
to Mr. McGavock in person, and prior to that time I had had discus- 
sions on specific aspects of it with Mr. MeGavock and I think Mr. 
Fisher, who was in charge of the base camp at Muak Lek as I re- 
member. 

Mr, Meaper. What if anything did Mr. McGavock do with respect 
to these deficiencies when you called them to his attention ¢ 

Mr. Frrzstmons. I do not know what he did, sir, because I never 
noticed any change. To the best of my knowledge, he did nothing 
which changed the practices. 

Now, he might have asked the contractor to change it or something, 
but I never saw the results. 

Mr. Meaper. Did he make any comments to you when you reported 
these deficiencies to him ? 

Mr. Frrzstmons. You mean during the intermediate reports or my 
final report ? 

Mr. Meaper. Well, first let’s take the intermediate reports. 

Mr. Frrzstuons. Oh, there were some generalized discussions on the 
problems that the contractor had as I remember and— 

Mr. Meaper. No, I am asking for what Mr. MeGavock said, if any- 
thing, if you recall. 

Mr. Frrzstmons. Well, I certainly could not quote him on any 
specific point, but as I remember, most of the discussions were just 
general, saying well, we have problems over here in Thailand; the con- 
tractor has lots of problems because we cannot have the best of every- 
thing, and that sort of thing; the contractor is doing the best he can. 
That was the line of discussion. 

Mr. Meraprr. In other words, he did not seem to be very much 
impressed by these deficiencies or feel that there was any obligation 
on his part to see that they were corrected by the company? 

Mr. Frirzstmons. Well, sir, I would not know whether he felt 
obligation or not. 

Mr, Mraper. I mean from what he said to you. 

Mr. Frrzstmons. Well, he did not seem to be overconcerned about 
them. 

Mr. Harpy. Did you keep any record of any of these discussions, 
either with Mr. McCall or with Mr. McGavock? 

Mr. Frrzsmwons. Well, I noted them down in my diary as such. 

Mr. Harpy. Let’s find out when they took place if you have them 
there conveniently. 

Mr. Frrzstmons. Well, it would take some time, sir, to go through 
this book to find them. 

Mr. Harpy. Let’s not go into that now, but, Mr. Reddan, I want 
you to go through that diary with Mr. Fitzsimons and find the ref- 
erences, such references as he has, to specific times when they oc- 
curred and take the pertinent excerpts from the diary, and include 
them in the record. 

Mr. Reppan. All right, sir 
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Mr. Harpy. That is all right, Mr. Fitzsimons, do not bother to look 
for them now. 

Go ahead. 

Mr. Reppan. Do you have an entry on April 24? 

Mr. Frrzstmons. Yes, sir. 

Mr. Reppan. Is there any specific reference on that date to defi- 
ciencies ¢ 

Mr. Firzstmons. Sir, I am afraid so. The first entry says, again 
station 27 plus 60: 


Construction procedures continue to be questionable and the borrow pit for 
select fill has no supervision. Soils appeared to vary from residual clay, from 
limestone to residual silty clay. 


These are technical observations. 
The different horizons are being haphazardly stripped— 


which is what I was referring to earlier. I wanted to take a closer 
look at it. 

Then on the same day, I noted a bulldozer was being used on the 
asphalt tunnel feed and no rock cover was being put around the 
stockpiles, and the cleats were dropping clay. 

What that means is that again when you manufacture asphalt, you 
build up stockpile of different sizes and then this material is dropped 
through chutes to a conveyor belt into the mixing plant. If you use 
a bulldozer, the bulldozer itself might either crush the rock; or if 
it does not do that and there is no distributed rock around and it is 
muddy there, then the cleats of the bulldozer pick up these mud balls, 
or what have you, and drop them in the stockpiles. This, as you can 
intuitively see, is not good practice. 

Then there was another note I had—that there is no bunker between 
the 34-inch size and 3-inch size, and this is not particularly good, 
because it means that the sizes will be mixed in the middle and, there- 
fore, when they open up their tunnel feeds, you might not have good 
control over your product. These were all the entries of importance 
that day. 

Mr. Reppan. How about the next day, the 25th ? 

Mr. Firzstmons. I will delete the observations which are strictly 
technical descriptions. This was a visit to the subbase open-face cut, 
and this particular material was being taken out of a side of a hill 
to be put as a subbase directly on the subgrade, which is the native 
earth; over that you put the base, then your blacktop. The entry 
there which I have is, “Supervision seems nil.” I made some notes 
as to how I think they should improve the operation. 

Mr. Reppan. When you say, “Supervision seems nil,” who do you 
mean should be supervising ? 

Mr. Firzstmons. Well, in this case, if my memory serves me cor- 
rectly, even the contractor was not supervising his own men, and, 
obviously, even though workers try to do the best they can, sometimes 
they do not understand the reasons for doing things, so they might 
tend to bea little bit haphazard. 

As I recollect, there was neither contractor supervision nor—defi- 
nitely not S. & P. supervision. 


24760—58—pt. 1——-83 
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Then I note, on the visit to bridge No. 1, they were pouring concrete. 
T said that— 


it is a typical contractor-type pour; basically satisfactory, but not commendable. 


What I mean by that, as a contractor, they pour concrete, and they 
do it with the minimum trouble to themselves. Sometimes it just 
does not give the best product. Asa matter of fact, quite often. 

Then again, we went to the asphalt plant and noticed that there was 
poor stockpiling procedures. There is possibility of excessive waste 
from the screens because of this. Again, there was no gravel cover 
around the stockpiles to stop the mud from being in there. 

There were rbalice. and there were only two sizes of crushed rock 
available. Normally, for high-quality work, you might break it down 
to three or more. 

Mr. Harpy. Commenting on the pouring of the concrete, that is 
about what you normally expect of a contractor, is it not? That he 
would pour it to conform to whatever specifications he has? He does 
not ordinarily, exceed those specifications. 

Mr. Frrzstmons. Yes, sir; that is correct. In other words, there 
was not any flagrant violations of concrete work there, for sure. It 
was just, you know, a sloppy pour. 

Mr. Harpy. If he did not have any specifications to work on, it 
would be hard to know what might conform to the characterization 
of “sloppy.” 

Mr. Firzstmons. Well, let’s put it this way, sir; for example, if you 
were building a driveway in your home, and it was a relatively small 
job and you were not going to invest in any expensive supervision, you 
would expect the contractor to come there, and with a ready-mix truck, 
perhaps, and open up the chute and just finish it off. When you are 
talking about a bridge structure on a relatively major road, then 
you should exercise, I daresay, more care than that type of procedure. 

Mr. Harpy. Well, were the foundations properly fixed before the 
concre*e was poured ? 

Mr. Frrzstmons. This I would not know, sir. I just saw it being— 
they were making a pile cap, as the foundations were piles, and I had 
no way of knowing whether these foundations were adequate or not. 

Mr. Harpy. You do not know what sort of pile requirements there 
were ¢ 

Mr. Frrzstmons. No, sir. 

Mr. Harpy. Or whether or not the contractor conformed to what 
was necessary ¢ 

Mr. Frrzstmons. No, sir. 

Mr. Harpy. Do you know whether there had been any specific in- 
structions with respect to the piles that should be in place? 

Mr. Frrzstmons. On that particular bridge, sir, I do not remember 
any specific discussions on the piles. There was a bridge up in Si- 
kiew—I think it was S-i-k-i-e-w—and there was some discussion be- 
cause they had driven piles there and I think the piles had little load- 
carrying capacity, but that was the only pile discussion. 

Mr. Reppan. How about the bridge backfill. Did you observe any- 
thine with respect to that ? 

Mr. Frrzstwons. Oh, yes. I think it was on bridge No. 1; I cer- 
tainly would not swear to it, but, after the bridge itself was finished, 
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then it was necessary to bring the roadway up to the bridge. This 
would be termed the bridge backfill. 

Normally, you would have certain specifications. As you move the 
dirt into this area, you would compact it as best you could with either 
hand tampers, which is preferable, but you might use larger sheeps- 
foot rollers and the like. 

I remember very distinctly that this backfill was put in in what I 
felt was quite a haphazard manner. Subsequently—and, unfortu- 
nately, it would take me a time to find it here—we went and investi- 
gated, “we” being Mr. McCall and myself. We found that the back- 
fill had obviously started to slough off and that there were fissures up 
near the roadway which were so deep that I could put my hand, maybe 
up to my wrist, maybe up to my elbow, but I cannot remember. But 
there were very distinct fissures in the earth backfill. This was on 
both sides of the road and, also, on both sides of the bridge. 

Mr. Reppan. What would that do? To what extent would that 
weaken the roadway ¢ 

Mr. Frrzsimons. Well, the things that it could do are as follows: 
If the backfill had sloughed off and that removed the lateral support 
of the roadway itself so that when, say, a wheel load came by the edge 
of the road, it tended to push out and, instead of pushing toward firm 
earth, it would push against this void, the roadway would slough off. 

A bad manifestation of that work would be, if it tended to slough 
off, the river could saturate the toe and actually cause a minor land- 
slide. 

Mr. Harpy. You say you and Mr. McCall inspected that bridge? 

Mr. Frrzstmons. Yes, sir. 

Mr. Harpy. What did you do about it? 

Mr. Frrzstmons. As usual, I believe McCall told me they (McCall 
and McGavock) had already discussed it—now, again, please, I do 
not remember specifically, but it was brought to either Mr. Mc- 
Gavock’s or Mr. Fisher’s attention. I think they even inspected it. 
I ~e they could not have missed it if they were driving along the 
road, 

Mr. Harpy. Do you kriow whether or not it was required that it 
be corrected ? 

Mr. Frrzstuons. The only correction I ever saw, sir, was, I believ 
a week or more later when somebody had taken a shovel and patte 
closed the cracks. 

Mr. Harpy. What should have been done with it? 

Mr. Frrzstmons. Well, this is a little difficult to say, specifically. 
Of course, what should have been done was, initially, the construction 
should have been controlled more carefully. But, possibly, you could 
have taken it out and recompacted some of it, and do things of that 
nature. 

Mr. Harpy. Well, now, do you know whose responsibility it was to 
have caught that before it had reached the stage it was when you 
saw it? 

Mr. Firzstmons. Well, normally, sir, the representative of the 
project engineer ; the inspector, in other words. 

Mr. Reppan. Did you have your picture taken with your arm in 
one of those holes that you have just been describing ? 
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Mr. Frrzsmmons. Yes, sir. By this time, we were a little disap- 
pointed with the operations of our company and we felt that if any- 
thing ever did happen, they might question what we said. So Mac 
and I decided we would take some pictures to defend our statements. 

Mr. Reppan. Do you have those pictures with you, sir? 

Mr. Frrzstmons. I am sorry, I do not. Mr. McCall took them, 
it was his camera, and I never saw them developed finally. 

Mr. Harpy. Where is Mr. McCall now? Do you know? 

Mr. Frrzstmons. The last that I know, sir, he was visiting the 
Waterways Experiment Station in Vicksburg, Miss. 

Mr. Harpy. He is not with Sverdrup & Parcel ? 

Mr. Frrzstmons. No, sir; he left as soon as his contract was over 
as far as I know. 

Mr. Harpy. That was sometime after you left? 

Mr. Frrzstmons. Yes, sir; he went there earlier and stayed later. 
He felt that with the—well, excuse me, I do not want to say the way 
he felt. 

Mr. Reppan. Now, did you observe anything in connection with 
the preparation of the subbase that could be termed an improper 
practice or procedure ? 

Mr. Frrzstmons. The subbase ? 

Mr. Reppan. With respect to boulders left in the base. 

Mr. Frrzstmons. When the fill had been finished, this was the 
so-called subbase; now in this subbase, they had a rather heterogene- 
ous material, and I believe it was rather silty clay, sizes all the way 
up to boulders as large as a man’s head if not larger. On many 
occasions as we drove through to Saraburi down to Bangkok, we 
would observe that the fill around these boulders would settle, show- 
ing them up as very rigid promontories. This was very bad practice 
because after the road is built, these particular points have great 
resistance and the surrounding areas less resistance. So, therefore, 
as the wheel loads pass over them, they will tend to remain high and 
there will be cracks formed around them which will then lead to 
water seeping into the subbase and causing local failure. 

Mr. Reppan. Causing breakup of the surface of the road? 

Mr. Frrzstmons. Yes, sir; at that time I made a modest bet that 
the road would break up if they did not take the boulders out. 

Mr. Reppan. Do you know whether or not they did take the 
boulders out? 

Mr. Frrzstmons. I do not know whether the did or not, sir. I 
never saw them taking them out. 

Mr. Harpy. Do you know anything about the argument over bal- 
ance construction, whether or not it was proper engineering to pro- 
vide balance construction or whether they actually had to haul a lot 
of additional fill because of the boulders? 

Mr. Frrzstmons. This is in terms of the cut-and-fill balance ? 

Mr. Harpy. That is right. 

Mr. Frrzstmons. The only fact that I remember that relates to that 
is that they started to locate another subbase pit further up the road 
and we investigated it, and I think I made a comment to the effect 
that if they scalped out the large material, it might be satisfactory. 
That sort of thing. But I do not recollect any specific discussions 
on balancing out the fill. 
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Actually it would depend on the section of the road. At this time 
they were in relatively flat country, going into the hilly country. It 
would have been difficult to balance cut and fill, since it was a major 
fill project, in this area. So as I recollect it, they would scoop out 
the fill from beside the road and deposit it. 

Mr. Harpy. Do you recall after you got into the more hilly country 
and you would reach a level stretch, whether the road was built up 
considerably above the surrounding grade? 

Mr. Frrzstmons. Well, of course I do not remember any particu- 
larly high fills above the rice paddies—— 

Mr. Harpy. I am not talking about in the rice paddies. I am talk- 
ing about when you got up into the high country, after you began 
getting into the hills; you did not have any rice paddies up there. 

Mr. Frrzstmons. Well, of course, off and on there were rice pad- 
dies, but I do not recollect any high fills being proposed on the road, 
particularly high fills. 

Mr. Harpy. Go ahead. 

Mr. Reppan. Could you tell the committee what effect these vari- 
ous construction practices you have been relating would have on the 
life expectancy of that road ? 

Mr. Frrzstmons. Well, if I may make an analogy, it is like the 
effect smoking might have on an individual, or some other habit. 
It certainly does not help, and most of these are such that I would 
bet a reasonable sum of money that the road would not—if it were 
subjected to heavy traffic, it would not sustain it without high main- 
tenance cost. 

Mr. Reppan. Was there any one particular thing that you attribute 
this condition to? That is, these deficiencies? Is there any one parti- 
cular thing? 

Mr. Frrzstmons. Well, there are so many minor deficiencies that 

Mr. Reppan. Would you say that they could have been corrected by 
proper engineering supervision ? 

Mr. Frrzstmons. I felt that using the staff available, we could have 
corrected them with no problem at all. 

Mr. Reppan. Well, then, could you tell the committee why it 
was 

Mr. Firzstwons. This is my opinion. 

Mr. Reppan. Yes. Could you tell why they were not corrected ? 

Mr. Firzstmons. Well, for example, in my case I had no authority 
to correct anything. 

Mr. Reppan. I am sorry, sir, I did not hear you. 

Mr. Firzstmons. I said we had no authority to tell the contractor to 
correct them as such, and as I 

Mr. Harpy. Mr. McGavock had authority ; did he not? 

Mr. Firzstwons. Under such contract, the project engineer—this 
is one of his main obligations. 

Mr. Harpy. And I gather that you did not consider Mr. McGavock 
took too kindly to the suggestions you made for improvements ? 

Mr. Frrzstmons. Well, I do not know that he took to them kindly 
or not, sir. 

Mr. Harpy. In any event, he did not do anything about them? 

Mr. Frrzstmons. To the best of my knowledge, he did not do any- 
thing which resulted in them being changed. 
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Mr. Harpy. That is the thing. 

Mr. Reppan. Did you feel that the staff which the engineering firm 
had out there was competent to correct these abuses or these defici- 
encies ? 

Mr. Frrzstmons. Well, I personally felt that had the staff which 
they had been used to their fullest capabilities, this job could have 
been something that we would be proud of. They had a great many 
gentlemen there of good background, good experience, and earnest 
workers. But they became—again, I do not want to speak for them. 

Mr. Reppan. Is there anything you can tell the committee, either 
from your conversations or your observations, as to the relationship 
between Mr. McGavock, who represented Sverdrup & Parcel, and 
Mr. Kopp, who represented the construction firm of Raymond Con- 
struction Co. ? 

Mr. Frrzstmons. As far as I know, in my presence they were always 
amiable. They seemed to get along together quite well. I believe Mr. 
McGavock had very, very great respect for Mr. Kopp’s ability to build 
the road. 

Mr. Reppan. Did he appear to rely more upon Kopp than he did 
on his own staff ? 

Mr. Frrzsrmons. As far as I recollect, this would even be an under- 
statement, he would take Mr. Kopp’s word over his staff on every 
discussion we had that I recollect. 

Mr. Harpy. Do you recall some specific ones? Subject matter? 

Mr. Firzstmons. Well, for example, we were discussing these 
boulders one day in the road in the subbase, and it was Mr. Kopp’s 
opinion that—well, again, I do not want to quote him, but it seemed 
to be his opinion that they would have little effect overall on the 
road. 

Mr. Harpy. Were you present when the discussion took place? 

Mr. Frrzstmons. I was participating in it, sir. 

Mr. Harpy. Then your recollection of his expression was that they 
would not adversely affect the road ? 

Mr. Frirzstmons. Right. Or they would be of such minor sig- 
nificance, that is what he seemed to be saying. 

Mr. Harpy. And you disagreed with him? 

Mr. Frrzstmons. Yes, sir; and still do. 

Mr. Harpy. We are going to have to adjourn for a rollcall. 

( Discussion off the record.) 

Mr. Reppan. Mr. Fitzsimons, did there then come a time when you 
resigned ? 

r. Frrzstmons. Yes, sir. 

Mr. Reppan. And would you tell the committee about the circum- 
stances of your resignation, please ? 

Mr. Frrzstmons. Well, I felt that the operations of the company 
with which I was associated were such that they did not meet what 
felt was good engineering standards, and I did not want to be asso- 
ciated with them any more. Consequently, I drew up some notes and 
went down to the Bangkok office and went to Mr. McGavock with 
them, and told him I would like to resign. He asked me why. I went 
over some of the notes, and then he asked me if I wanted more money. 
I said this was not the reason I was resigning. He said, “Well, in that 
case, the secretary will type out a resignation for you to sign and we 
will get you off as soon as possible.” 
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Mr. Reppan. In other words, he offered you more money to stay 
there ; is that right ? 

Mr. Frrzstmons. There is that implication. He did not offer it; 
he said, “Is that what you want?” or words to that effect. 

I certainly would not say had I said “yes” he would have given me 
a raise, but he missed the point of why I was resigning by implying 
that that was the reason. 

Mr. Reppan. Now, at the time you resigned, did you have a job 
awaiting you anywhere else ? 

Mr. Firzstmons. Unfortunately, no. 

Mr. Harpy. We are going to have to quit until after this roll- 
call. I will try to be back in just a few minutes. 

(Whereupon, a short recess was taken. ) 

Mr. Harpy. The committee will come to order. 

Have a seat, please, Mr. Fitzsimons. 

Let the record show the presence of Mr. Reuss and myself, consti- 
tuting a quorum under the committee rules. 

Mr. Reppan. Just before we stopped, I asked you whether or not 
at the time that you resigned from Sverdrup & Parcel, you had pend- 
ing a job any place else? 

r. Frrzstmons. Yes, sir, and my answer was “No;” not specifically. 
I, of course, had some hopes. 

Mr. Reppan. I show you a letter dated August 4, 1956, on Sverdrup 
& Parcel stationery, and ask you whether or not that is your letter of 
resignation ? 

Mr. Firzstmons. Yes, sir, to the best of my knowledge, it is. 

Mr. Harpy. Had you prepared a letter on your initiative before 
you saw Mr. McGavock ? 

Mr. Firzstmons. Yes, sir, what I had done—if you visited the area, 
you know the camp site is relatively primitive and there weren’t any 
typewriters and things available to me, so I made notes on a piece of 
paper and brought them in with me when I went to resign. 

{r. Harpy. Did you submit them with your letter of resignation ? 

Mr. Firzstmons. Not as such. I gave them to Mr. McGavock, and 
I assumed that they would constitute my resignation. In other words, 
in effect I wrote, “I hereby resign for the following reasons,” and I 
put them down on this paper. Unfortunately, when I handed it over 
to him, I never saw it again. 

Mr. Harpy. Did you keep a copy of it ? 

Mr. Frrzstmons. No, sir, I did not, not of this particular note or 
memorandum. 

Mr. Harpy. Well, if that constitutes a resignation, did Mr. Mc- 
Gavock tell you why he wanted you to sign the simple, one-sentence 
resignation ¢ 

r. Frrzstmons. Well, yes, sir. Again, appreciate the circum- 
stances; obviously there’s a moderate amount of tenseness in the air; 
and after I had told him and gone over the notes, which I had, 
I gave them to him. He looked at them and as I mentioned earlier, 
he asked about whether I wanted more money or something of that 
nature, and he said, “Well, my secretary will take care of the letter 
of resignation.” 

She typed it out immediately. I believe this is the one here. I 
looked at it and it seemed quite innocuous, even though now that I 
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think back on it you can interpret that particular sentence any way 
ou wish. 
’ Again I must admit I was a bit nervous so I just signed it and left. 

Mr. Harpy. Did you keep a copy of that ? 

Mr. Frrzstmons. I can’t remember what happened to that, sir. I 
did have a copy. 

Mr. Harpy. You did haveacopy? 

Mr. Frrzsrmwons. Yes, sir. Mr. McGavock gave me a copy of it 
and during my packing or what have you, I misplaced it. 

Mr. Reppan. Now, did you subsequently write to General Sverdrup? 

Mr. Frrzstmons. Yes, sir, I did. 

Mr. Reppan. I show you a typewritten copy of a letter, together 
with a carbon copy of a letter, and ask you if you can identify both 
of those documents ? 

Mr. Frrzstmons. Well, the top document appears to be quite similar, 
if not an actual copy of a letter I wrote to the general. 

Mr. Reppan. What is the date of that letter, sir? 

Mr. Frrzstwons. August 16, 1956. 

Mr. Reppan. Would you read that letter, please? 

Mr. Firzstmons. Yes, sir. 

Mr. Reppan. You wrote this to the general after you returned to 
the United States; is that right, sir? 

Mr. Firzstmons. Yes, sir. Well, as I was coming back on the 
plane, one has time to meditate, and I debated whether to stick my 
neck out or not and write a letter; and at that time I made some notes 
and on the stationery available on the plane I wrote a letter which, 
perhaps due to the situation, was a little bit cutting, and so later I 
reconsidered and when I went back to the States I kept this and I 
felt that even though I knew it was, you might say, impugning the 
company’s escutcheon, and would bring a certain amount of resent- 
ment, I felt that the general might not have been aware of the situa- 
tion and, therefore, although I truthfully thought it might bring about 
arather terse reply, I wroteit. Isaid: 


DEAR GENERAL SverpDRUP: About 4 months ago I was very pleased to become 
associated with your engineering firm for, as an ex-officer of the Corps of 
Engineers, I remembered how well several of my seniors spoke of your reputation 
and stature as an engineer. 

Ten days ago I resigned from your Thailand office, because I was ashamed 
to be associated with an organization of such low professional standards. The 
engineering services being rendered the Thai Government by your firm are at 
best mediocre, but more usually, an insult to American civil-engineering traditions. 

Please do not believe that this is an impulsive and careless statement of 
opinion. Quite to the contrary. I had to consider the situation for a long 
time before I decided, that in order to maintain my self-respect as a civil engi- 
neer, I must suffer a financial loss of over $1,000 and have the blemish of a 
broken contract on my record. It would have been far easier to rationalize 
and accept your fairly generous salary month after month, but I am sure you 
will agree that high ideals are far more valuable than money. 

With the hope that you have been unaware of the situation I have cited and 
that you will ascertain for yourself that it is extant, I remain, 

Most respectfully yours, 


NEAL FITzsIMons. 
Mr. Reppan. Did you get a reply to that letter ? 
Mr. Firzstmons. Yes, sir. 


Mr. Reppan. Is there a copy of that reply attached to the letter in 
front of you? 
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Mr. Firzstmons. Yes, sir; there is. 
Mr. Reppan. What is the date of the reply ? 
Mr. Firzstmons. August 29, sir. 


Mr. Harpy. Suppose you read that letter into the record, will you? 
Mr. Firzstmons. Yes, sir. It says: 


Dear Mr. Firzstmons: Needless to say, I was very unhappy to receive your 
letter of the 16th of August, telling me of your opinion of our organization in 
Thailand. Inasmuch as I spent considerable time going over the job in March 
myself, I am fairly well acquainted with the operations over there and also 
have a great many unsolicited letters of satisfaction from various engineers 
who have inspected the job. This being the case, I was more surprised than 
dismayed by your letter. 

What you may not know is that we are continually being informed by the 
ICA that we are building a higher type road than they ever intended—what 
you might call a stateside road. 

During the war, I built hundreds of miles of roads as temporary as possible, 
trying at all times to gage how long we would need them so that I would not 
needlessly have to throw away, not money, but human effort. 

In Thailand we are faced with building a road for the type of traffic that 
they now have and will have in the foreseeable future. This means taking into 
account the economy of the country because the number of cars and trucks 
are very closely tied to the economy of any nation. This, in itself, will, to a 
large extent, govern the type of road you want to build and expense you feel 
you are justified to go to in accomplishing it. 

I don’t know how much foreign work you have done. We have done a great 
deal of it and I in particular have pretty well covered the world, seeing what work 
is being done in every part of the globe. 

I rather feel it is necessary to have a pretty good background before you ex- 
press too definite an opinion. Also, it is a pretty good idea to find out what 
your client wants and is willing to pay. 

American civil engineering tradition, which you mentioned, is a rather flexible 
term, and I have never found anyone who could write a treatise on it. Some- 
times it means building something with nothing; sometimes it means producing 
a monument; and then again it is someplace in between the two. 

I have headed up this organization for nearly 30 years and believe me, if 
you knew anything of the plans that come out of here, you would know that 
quality is more than important to us; it is essential. 

You will find work all over the world on which opinion as to its quality is 
divided, such as the airfields in North Africa which I inspected. Rarely have 
I found any engineer who is so willing to state his unqualified judgment on the 
work of other engineers, and thus setting himself up as the overall expert. 
Maybe that requires a certain amount of courage and then again it may be 
merely a certain lack of knowledge and understanding. 

Yours very truly, 
L. J. SVERDRUP. 

Mr. Reppan. Did you pay your own transportation back to the 
States? 

Mr. Frrzstmons. Yes, sir. 

Mr. Harpy. Now, Mr. Fitzsimons, I do want to ask that you con- 
fer with Mr. Reddan on specifics from your diary. 

Mr. Frrzstmmons. Yes, sir. 

Mr. Harpy. And I think by doing that we will save a considerable 
amount of time. 

Mr. Frrzstmons. Yes, sir. 

Mr. Harpy. Thank you very much, Mr, Fitzsimons. You will be 
excused. 

Now, Mr. Leo, will you come up? 


(Whereupon, Mr. Stephen F’. Leo was duly sworn as a witness 
by Mr. Hardy.) 
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TESTIMONY OF STEPHEN F. LEO, VICE PRESIDENT, SVERDRUP & 
PARCEL, INC. 


Mr. Reppan. Will you please give the reporter your full name and 
address, sir ? 


Mr. Leo. My name is Stephen F. Leo. My address is—do you want 
my business address ? 

Mr. Reppan. Your home address. 

Mr. Leo. 401 Prices Lane, Alexandria, Va. 

Mr. Reppan. And your present occupation, sir ? 

Mr. Lxo. I am vice president of Sverdrup & Parcel, Inc. 

Mr. Reppan. Are you stationed here in Washington ? 

Mr. Leo. I am, sir. 

Mr. Reppan. How long have you held that position ? 

Mr. Leo. Since 1951 I’ve been a vice president of Sverdrup & Parcel. 
I have been in the Washington office since 1954. 

Mr. Reppan. Mr. Leo, I would like to hand you some documents 
and ask you if you can identify them for the committee as being 
part of the Sverdrup & Parcel files. 

If you can identify it for the record as you go along by giving the 
date and to whom it is directed, there will be no mistakes as to what 
you are referring to. 

Mr. Leo. This is Mr. Fitzsimons’ letter addressed to General Sver- 
drup, bearing the date of August 16, 1956, and attached to it is a copy 
of General Sverdrup’s reply, dated August 29, 1956. 

Mr. Reppan. By the way, Mr. Leo, do you know where the original 
letter is that Mr. Fitzsimons wrote to General Sverdrup? 

Mr. Leo. I do not, but it is customary, I assume from the fact this 
is a copy, Mr. Fitzsimons’ letter was in longhand, and it is a practice to 
transcribe those on the typewriter for speed and easy reading. 

Mr. Reppan. I see,sir. All right. 

Mr. Leo. I would assume in complete answer that that letter is prob- 
ably available somewhere in the files. 

Mr. Reppan. I see. 

Mr. Leo. This isa letter from G. Wood Smith to John H. McGavock, 
dated August 15, 1956. 

Mr. Reppan. I believe some of those carry a letter number, do they 
not, at the top? It might be easier to refer to that. 

Mr. Leo. Letter No. 174. I might caution you that these numbers 
run from both ends of the line. 

This is an unnumbered letter addressed to Mr. Prentiss A. Webb, 
signed by E. L. Glaube, dated August 21, 1956. 

A letter from G. Wood Smith addressed to Mr. E. R. Grant which 
bears the No. 491. Attached to it are some clippings. 

This is a memorandum to Fred Harrison, who is an assistant to 
General Sverdrup, bearing the date of March 19, 1956. 

Mr. Reppan. Who was that from ? 

Mr. Leo. From the general to Mr. Harrison. 

A letter from Mr. McGavock to Mr. G. Wood Smith, bearing letter 
No. 450, dated December 28, 1956; and apparently attached to it is 
a letter signed by H. T. Larsen, addressed to Mr. McGavock, and bear- 
ing the date of December 27, 1956. Also attached is a letter dated 
October 19, 1956, which was apparently signed by “T. C. Elliott, Act- 
ing Public Works and Industry Officer.” 
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Some of these I have not myself seen before. 

Letter No. 739 from Mr. McGavock to G. Wood Smith, dated Sep- 
tember 14, 1957. 

Letter No. 604 from Mr. McGavock to G. Wood Smith, bearing the 
date May 24, 1957. Attached to it are copies of correspondence from 
McGavock to Mr. T. R. Hill, bearing the date May 24, 1957. Also 
attached is a set of cost estimates under date of May 15, 1957, on the 
Northeast Highway project. 

Letter No. 395, Mr. McGavock to G. Wood Smith, bearing the date 
of October 26, 1956. 

Letter No. 576 from Mr. McGavock to G. Wood Smith under date 
of April 30, 1957. 

Letter No. 562 from Mr. McGavock to G. Wood Smith, bearing the 
date of April 22, 1957, attached to which is a copy, apparently, of cost 
estimates for completion of the Saraburi-Korat Highway, bearing the 
date April 26, 1957. 

Copy of letter No. 568, Mr. McGavock to General Sverdrup, bear- 
ing the date April 24, 1957. 

Letter No. 715 from Mr. McGavock to Mr. G. Wood Smith, bearing 
the date August 22, 1957, attached to which is a form of project agree- 
ment bearing the symbol 93-31-089. 

Mr. Harpy. Do you know where that attachment came from? Have 
you ever seen it before yourself ? 

Mr. Leo. I never did; no, sir. 

Mr. Harpy. You have no personal information as to how it came 
in to Mr. McGavock’s hands ? 

Mr. Leo. I do not, sir. | 

Mr. Harpy. Will you read that into the record ? | 

Mr. Leo. As I made that statement, I note on the buck slip what 
purports to be my initials, although they are infinitely more legible if 
than I have ever seen them. i 

Mr. Harpy. I did not know that kind of thing happened in private 
business. 

I wonder if you would read that letter into the record ? 

Mr. Leo (reading) : ih 


Ce re ee 


Dear Woop: This is in further reference to our letter No. 690 dated August 8, 
1957. Please find atttached a copy of the project agreement between the ICA 
and the Government of Thailand for the engineering of the Bangkok-Sariburi 
Road. We probably should not have this document; however, it should be of 
some value to both you and Mr. Leo and hence, I am sending it along. 

You will note that the dollars allocated are 650,000, and the baht are the 
equivalent of 139,900 at the exchange rate of 20 to 1. As I understand these 
“ProAg’s,” this is the funding for this calendar year. 

I hope this document is of some value, even though it will be necessary that 
we not disclose that we have it in our possession. 

Yours very truly, 


ERE STS 





Joun H. McGavock, Project Manager. j 

Mr. Harpy. You need not read the document, but does it raise in | 

your mind eee ofethics? 
Mr. Leo. On the face of it, in view of the concluding sentence of 


that paragraph, “it will be necessary that we not disclose that we have 
it in our possession,” it would. I have no recollection whatever of 
having seen it. 

Mr. Harpy. You have before you a document which, according to 
the letter that you read, is an official ICA document which sets forth 
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the funding for this particular project, and it is submitted prior to 
the time that your compensation for the work performed on that proj- 
ect was established. 

Does it now raise in your mind any question of ethics? 

Mr. Lxo. Sir, to the best of my knowledge, we are not engaged in 
the engineering or construction of this road. I agree as to the ques- 
tion of the propriety of having this in our possession. However, 
when you raise the question of ethics, sir, as far as I know 

Mr. Harpy. I raise the question as to whether it raises any ques- 
tion of ethics in your mind. 

Mr. Lxo. Well, it obviously does, sir. 

Mr. Harpy. That’s fine. That’s all we need at the moment. 

Mr. Reppan. Mr. Leo, that “ProAg” which you have just referred 
to there—— 

Mr. Leo. This is the first time I have heard that term, Mr. Reddan. 

Mr. Reppan. Yes. Well, the document you have there before you 
relates to a proposed project between Bangkok and Saraburi; does 
it not ? 

Mr. Leo. Again, my expertness on this is not of the highest order. 
It is my recollection that the Bangkok-Saraburi Road, which is ap- 
parently the subject of this document, is the section of the road lying 
between Bangkok and Saraburi. In other words, it would be the 
connecting link between Bangkok and the Northeast Highway proj- 
ect. This is about the extent of my knowledge of the Bangkok-Sara- 
buri project. 

As far as I know, in terms of design, this project has not come 
of age. 

Mr. Harpy. Well, now, are you familiar with what action your 
firm has taken since receipt of that letter ? 

Mr. Leo. Yes, sir. 

Mr. Harpy. In connection with the performance of work on that 
project ? 

Mr. Leo. I am, indeed, sir. 

Mr. Harpy. Is there pending a proposal from your firm to per- 
form engineering work on that project ? 

Mr. Leo. I believe that we have submitted a proposal. I believe 
that a determination has not yet been made. I would say under that 
definition of terms, that answer would be affirmative. 

Mr. Harpy. Did you participate in the preparation of that pro- 
posal ? 

Mr. Leo. No, sir; I did not. 

Mr. Harpy. So, then, you are not familiar with the amount which 
was proposed—I suppose there is a fee—to be bid by Sverdrup & 
Parcel for its services in connection with that project? You are not 
familiar with the amount ? 

Mr. Leo. I have seen this proposal. I did not participate in the 
preparation of it. I was supplied a copy for our office record here. 
Ihave such a copy. 

Mr. Harpy. Then you do not have personal knowledge as to 
whether there is a close relationship between the figure proposed in 
Sverdrup & Parcel’s proposal and the amount set forth in that mem- 
orandum ? 


Mr. Leo. I do not have such knowledge. 











FOREIGN-AID CONSTRUCTION PROJECTS 507 


Mr. Harpy. I think that we should at this point put those two 
figures in because I believe they come very close together. 

Mr. Lro. I can say only this: In terms of what little knowledge 
I do have, sir, in this connection, and that is that it would be my as- 
sumption that there would have been a fairly close working relation- 
ship between the ICA people producing estimates in the field on a 
project where we were present, or where we were available, and our 
people. This has been the case in the past, where horseback esti- 
mates, for example, have not been sufficient. 

I have not had an opportunity to examine this ProAg—this is the 
first time it has been before me—if this does contain the information 
that you certainly indicate that it contains, and if it is reflected here, of 
this I had no prior knowledge. 

Mr. Harpy. Well, I am a little disturbed by this general picture 
that we receive here from a standpoint of whoever did participate in 
the preparation of it. I wonder if you would be good enough to com- 
pare the figures? 

Mr. Leo. Where I have been provided— 

It has been estimated that a total of $1,711,000 will be required to complete all 
preliminary design and construction enginering. 

Mr. Harpy. Now, will you tell the committee what was your com- 
pany’s proposal ? 

Mr. Leo. Where the X mark has been supplied, the figure reads 
$1,644,000 even. 

Mr. Harpy. Will you take suflicient time, please, sir. to examine 
those two documents and give us your expert opinion as to whether 
they relate to the same performance or the same requirements? In 
other words, I want to be sure they are comparable figures; that we 
are not talking about two different things. 

Mr. Leo. It would be my offhand estimate here, sir, that the figure 
which I read, the second figure, does not reflect what our proposal 
was in gross. That may be the figure that is closest to the other 
figure, but 1 do not believe it represents our total figure. 

Mr. Harpy. Can you tell us what your gross figure is ? 

Mr. Leo. I am trying to find it. 

Mr. Harpy. Yes, indeed. Well, take your time. 

Mr. Lxo. I regret I shall have to fall back. That is the figure. I 
thought that figure did not include our fee. It does. 

Mr. Harpy. Isee. Thank you, Mr. Leo. 

Now, a moment ago you mentioned the fact that in this type of 
project it is necessary for ICA people to work closely with your peo- 
ple, and that is understandable; but have ICA people from time to 
time given your representatives their thinking about how a proposal 
should be priced ? 

Mr. Leo. No, sir; I would not say that they have. I would say 
that on our first adventure into work in Thailand for the ICA, we 
felt that the figure by inspection was not realistic in terms of the con- 
struction costs at that time. On that occasion we suggested that the 
figure did not make sense and suggested that a reconnaissance be made 
by a constructor and an engineer to determine what a realistic cost 
would be. Tothat extent there has been such discussion. 

If you are asking me whether we habitually are in possession of pieces 
of paper of this sort, I would say negative. 
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Mr. Harpy. Well, I am glad to get that. I was wondering if there 
might be documents of that kind or, for that matter, verbal indica- 
tions from ICA personnel as to what they propose to request in the 
way of funds to meet a project which was expected to be open for 
proposal. 

Mr. Leo. I can speak only from my own knowledge on that sub- 
ject, and I would never inquire as to the dollars available so that I 
could tailor my thinking to that, nor has anyone there ever suggested 
it to me. 

Mr. Harpy. Whois Mr. Tom Hill? 

Mr. Leo. Mr. Tom Hill? 

Mr. Harpy. Do you know him? 

Mr. Leo. Yes, sir; he is presently the general manager for us, for 
Sverdrup & Parcel International, that is, in connection with the prose- 
cution of design of the Yan Hee Dam in Thailand, which is not an 
ICA-funded operation. 

Mr. Harpy. Do you know whether he operates on any ICA-funded 
operation, or whether he did in 1957 operate on ICA projects? 

Mr. Leo. During the time he was in our employ. 

Mr. Harpy. Do you know whether he was employed by ICA in 
April of 1957 ? 

Mr. Leo. Sir, I have no intention of being evasive, but I am no- 
toriously weak in chronology as to months or years. 

Mr. Harpy. Do you know whether he was employed by ICA since 
your company has been working on the Thai project ? 

Mr. Leo. Yes, sir; I believe he was in Thailand at the time that 
we were working on the project. 

Mr. Harpy. Well, now in line with the question I raised a moment 
ago, I want to pursue it a little further about the extent to which ICA 
advised your representatives of what their thinking was on price, on 
fee. You have identified a letter dated April 24 from Mr. McGavock 
to General Sverdrup—April 24, 1957, in which Mr. McGavock re- 
ferred to a conversation with Mr. Tom Hill. 

I do not know whether you are personally familiar with this or 
not. I note that a copy of it went to Mr. G. Wood Smith. But the 
letter contains this excerpt: 


In the 1957 budget— 
and he refers to a conversation with Mr. Hill— 


they have programed funds for the complete engineering and the construction 
of the Wang Noi-Sari Buri section, which is the northern 41 kilometers of the 
project. They intend that Raymond’s Northeast Highway contract be amended 
for this additional work. 


It goes on: 


Mr. Hill tells me that their 1958 program will include construction for Don 
Muang Airport to Wang Noi, which is the center 41 kilometers of the project for 
which they contemplate amending Raymond’s contract. 


I'll skip and read another paragraph: 


Mr. Hill also tells me they are contemplating extending the Northeast Highway 
from Korat to the Laos border and that while they may encourage the Highway 
Department to do certain short sections of this route by force account, that again 
they expect Raymond and ourselves to be employed for the overall supervision 
and most of the construction of this work. 


Ss wa 


ie | 
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Now, there is no reference to the amount in these sections that I just 
read, but it leaves me with the impression that Mr. McGavock and 
Mr. Hill were working out some pretty complete arrangements for 
Sverdrup & Parcel to keep on with these various and sundry projects, 
which I am not attempting to criticize, but I am trying to understand 
further whether Mr. Hill in these discussions also suggested the 
amount which ICA was prepared to budget for the purpose of paying 
engineering consultants. 

Mr. Lxo. It would be my assumption, sir, and I repeat I am not 
familiar with this document here, the “ProAg” which we discussed 
earlier, it would certainly be my assumption that even with knowl- 
edge as to availability of funds, or even in the case of the letter that 
you are now reading from, merely the fact that there was consider- 
ation being given to a program would not in any way insure or guar- 
antee that we would be selected. 

Mr. Harpy. Well, considering this was April 24, 1957, and he is 
discussing a 1958 program, I believe that actually this discussion took 
place between Mr. Hill and Mr. McGavock before it was submitted to 
Congress for the funds to be appropriated. Even so, at least there 
was an advance consultation by your folks with ICA before they told 
us about it. 

Mr. Leo. I assume it was in the fairly early stages. 

Mr. Reppan. All right, will you identify the rest of the docu- 
ments, please, Mr. Leo? 

Mr. Leo. Letter No. 782, from Mr. McGavock to G. Wood Smith, 
bearing the date of October 19, 1957. 

Mr. Reppan. Mr. Leo, could you identify the handwriting on that 
letter in pencil? There are some penciled notations there. 

Mr. Leo. I can identify the initials as apparently belonging to 
G. Wood Smith, and I assume it is his handwriting. 

Mr. Reppan. I see. 

Mr. Leo. I am not making any effort to read these letters for con- 
tent, obviously. 

Mr. Reppan. No. 


Mr. Leo. Letter No. 311 from Mr. McGavock to G. Wood Smith, 
bearing the date of August 6, 1956, and attached to it a letter from 
Mr. Fitzsimons to Mr. McGavock, dated August 4, 1956. 

Letter No. 787 from Mr. McGavock to Mr. G. Wood Smith, dated 
October 25, 1957. 

Mr. Harpy. With several attachments. 

Mr. Leo. Attached to it certain—— 

Mr. Harpy. Thermofax copies. 

Mr. Leo. Right, sir. 

Mr. Harpy. Thank you. Thank you very much, Mr. Leo. 

Mr. Leo, you heard Mr. Fitzsimons’ testimony earlier in connec- 
tion with his resignation. I want to ask you whether you were 
aware of the conditions under which Mr. Fitzsimons resigned and 
the fact that he submitted a considerable memorandum with his res- 
ignation, to have it substituted for by a one-sentence letter of resig- 


nation. Are you familiar with that, or were you familiar with that 
previously ? 


Mr. Leo. I was not. 
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Mr. Harpy. The reason I ask you is that when we were in Thailand, 
we held some hearings and we took testimony which was almost iden- 
tical to this from Mr. McGav ock, as I recall it, with respect to others 
who had been separated from the employ ment of your organization, 
and I was just a little disturbed when I saw this one this morning 
virtually identical to a situation which took place with regard to an- 
other engineer. 

Now, I wonder if there is any possibility of finding that original 
memorandum ? 

Mr. Lzo. Mr. Chairman, I think I can say it was intimated to me 
earlier in conversations with the staff of this committee that there 
might be a situation or situations in which personnel had left em- 
ployment on the project and had submitted letters of resignation which 
subsequently vanished, and the employees instead signed other letters. 

This was a general idea that I got more by intuition than by any- 
thing explicit. 

Mr. Harpy. I will not say itisanidea. I will tell you that we have 
testimony to that effect, and I think testimony from Mr. McGavock, 
and in any event we have a transcript with sworn testimony to support 


Mr. Leo. Yes, sir. I was unclear, in Mr. Fitzsimons’ testimony— 
his voice fell and I was unclear as to whether he said that he sub- 
mitted a memorandum which began with a statement, “I resign for 
the following reasons,” or whether he said that he had submitted a 
memorandum which more or less implied that these were the reasons 
for his resignation. I did not catch his testimony on that point. But 
to return to what I was mentioning a moment ago, as a result of these 
conversations I did raise with our St. Louis office the question as to 
whether there were other copies of resignations than those which had 
been made available to this office and to the committee; and I believe, 
although I am presently without records because I think that I have 
submitted everything that I could lay my hands on that could be 
found in St. Louis, without an opportunity to inventory or scan it in 
detail, but I think there is somewhere in some of the material turned 
over to the committee, a communication from McGavock in which he 
specifically says he knows of no other such letters, or a cable from 
McGavock to that effect. 

I believe you will find that in the material I have made available. 
I am sure you will appreciate that I could not go back of that. I 
raised the question. I got a negative response. 

Mr. Harpy. Of course I can understand that and if the letters were 
actually submitted to McGavock and McGavock substituted, had some 
innocuous resignation substituted for them, if he did not want those 
to appear in the file, presumably they would have been destroyed at 
the time. 

Mr. Lxo. But I believe, sir, that the inquiry of Mr. McGavock was 
to ask him whether he had knowledge of them, and I think his denial 
was extremely explicit on that score. 

Mr. Harpy. Well, we will check our record to ascertain the source of 
the testimony. 

Mr. Leo. Yes, sir. 

Mr. Harpy. I am sure it was Mr. McGavock, if my memory serves 
me correctly. He did testify and I know we do have testimony on 
others with the same pattern. 
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Mr. Leo. As I recall his response, which I think was cabled, it was 
so explicit as to close, virtually, every door on that subject; and I am 
virtually certain that material is available to your staff. 

Mr. Harpy. Thank you. 

Mr. Reppan. Mr. Leo, one of these letters you have identified was 
from Mr. McGavock to G. Wood Smith, under a date of August 6, 
1956, in which he submitted Fitzsimons’ letter of resignation, that 
Mr. Fitzsimons identified here today, and the letter reads: 

Dear Woop: Mr. Neal Fitzsimons resigned effective August 4, and his written 
resignation together with his S. & P. identity card are attached. 

He gave me no particular reasons for his resignation and neither Art Fisher 
nor Webster, with whom he has recently been working, knew of any real reason 
for his leaving. 

Now, my question is, do you know whether or not McGavock at any 
time advised Sverdrup & Parcel or any of its officers or employees of 
his conversation with Mr. Fitzsimons, that Mr. Fitzsimons has re- 
ferred to here today, when Mr. Fitzsimons stated that he stated in 
detail why he was resigning ? 

Mr. Leo. So far as I know, we have no such information from 
Mr. McGavock. I suggest you have Mr. Fisher’s diary and an exam- 
ination of that as to the dates in question that might shed some light 
as to whether Mr. Fisher had any knowledge of it or not. 

Mr. Reppan. But to the best of your knowledge, McGavock has 
never told Sverdrup & Parcel any more than is contained in this letter 
of August 6, 1956; is that right? 

Mr. Leo. I would like to invite your attention to the cablegram, if 
you can locate that. That is more explicit. 

Mr. Harpy. I think that you recognize that there is direct conflict 
between this and the sworn testimony given earlier in the day by 
Mr. Fitzsimons? 

Mr. Leo. I would be extremely interested, sir, in knowing whether 
that was Mr. McGavock’s testimony in Bangkok. 

Mr. Harpy. Well, that we will be able to ascertain. 

A moment ago you identified for the record a letter, No. 787, 
dated October 25, 1957, from Mr. McGavock to Mr. G. Wood Smith 
to which was attached certain thermofax copies of correspondence. 
In each case, the original letters from which those thermofax copies 
were made were addressed to Ambassador Bishop. 

Do you have any knowledge as to how they came into the pos- 
session of Mr. McGavock ? 

Mr. Leo. I have no personal knowledge, obviously, of that, sir. It 
would be my assumption that they were provided by the Embassy staff, 
but I have no personal direct knowledge. This is not unusual. I say 
that without having knowledge of the content of the letters. If 
kind words are said about a project or an organization operating 
overseas, frequently copies of such correspondence are made available. 

Mr. Harpy. I don’t know whether that criterion is met in each 
of these letters. 

Mr. Leo. I see, sir. 

Mr. Harpy. But there is not anything unkind in the letters. 

Mr. Leo. I am sorry to be overresponsive, but the answer is “No,” 
I donot have personel kavwinden 


24700—58—pt. 1——34 








512 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Harpy. Well, I am a little disturbed on these two points; one, 
that these documents were made available to Mr. McGavock, and two, 
that subsequently they came to the office of Sverdrup & Parcel here, 

Mr. Leo. I beg your pardon, sir. I do not believe those came to 
the office of Sverdrup & Parcel here. 

Mr. Harpy. Well, let us see. Who did they go to? 

Mr. Leo. Mr. G. Wood Smith, Sverdrup & Parcel Engineering Co., 
1134 Locust Street, St. Louis, Mo. 

Mr. Harpy. But I was not thinking of Washington particularly. I 
was thinking in the United States. 

Mr. Leo. ek sir; I thought you were addressing yourself to my 
statement that I had not seen them. 

Mr. Harpy. No; I was thinking about the United States offices of 
Sverdrup & Parcel. 

Mr. Leo. Yes, sir. 

Mr. Harpy. I did not mean any personal connotation, Mr. Leo. 
It seems rather unusual that documents of this kind would be de- 
livered to the representative of a private concern in Thailand. We 
would like to know how they got there and we intend to find out if 
we can. 

Now, I do not know whether it would be helpful to ask Mr. 
McGavock who provided him with these specific documents. But, 
to find thermofax copies of letters from Members of Congress ad- 
dressed to the Ambassador to a foreign country, in such a situation 
as this, even if they are innocuous, seems to me just a little bit difficult 
to comprehend; to find an official document of ICA in the hands of 
a bidder is more incomprehensible. I want to try to find out how 
they got there. I do not know whether you can be helpful or not. 

Mr. Leo. You can be assured, Mr. Chairman, this will be the first 
order of business so far as 1am concerned. I have not seen the letters 
that were addressed to the Ambassador; I have no idea as to their 
contents. 

Mr. Harpy. For the most part they are very personal. 

Mr. Leo. So far as the “ProAg” is concerned, I am not sufficiently 
indoctrinated, myself, in the internal workings of the ICA to know 
the significance or lack of significance or the degree to which they 
should be closely held. I think the statement, obviously, in the letter 
of transmittal indicating that we should not have them in our pos- 
session is sufficient to indicate perhaps we should not have them in 
our possession. I do not know where they came from, but I will 
make it the first order of business on both counts to find out. 

Mr. Harpy. I will appreciate it if you will do that; if you will 
advise us what information you can develop as to the source of these 
documents and how they got into the hands of Mr. McGavock. 

Mr. Leo. Yes, sir. I would also like to suggest, if I may, at this 
point, sir, that much of the information developed here by Mr. Fitz- 
simons today was of a technical nature to which I am not competent 
to address myself, and if I had the technical competence I would not 
have the factual knowledge of the incidents. 
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I would like to know if it would be possible for us to obtain a copy 
of the testimony which is adverse to adie & Parcel, other than 
what I have given here today, which I recall, so that I may in turn 
have our people prepare to respond to it. I think it is a fact that, all 
a professional engineer has, fundamentally, to sell, besides his knowl- 
edge, is his reputation. If it can be maintained, I should like to 
maintain it. 

Mr. Harpy. You can be assured, Mr. Leo, as far as the committee is 
concerned, we do not propose to be able to pass on these technical 
matters, either. 

Now, I believe that we have held no hearings that have involved 
Sverdrup & Parcel when you have not had people present. 

Mr. Leo. Yes, sir. 

Mr. Harpy. We held none in Thailand that I can recall, where any 
matter came up involving your company that Mr. McGavock did not 
attend; and I feel reasonably sure that he reported quite fully to your 
company on what took place at those hearings, did he not ? 

Mr. Leo. Well, General Sverdrup is presently out there, so I assume 
that any gaps have probably been filled in by this time; yes, sir. 

Mr. Harpy. Well, I would have thought so. On the specific item 
that we raised a moment ago, my recollection is that the testimony on 
that occurred in Thailand and if so, Mr. McGavock, if he did not par- 
ticipate in it, was present because I am sure—— 

Mr. Leo. I am referring, sir, to the specific statements that station 
27, station 27 plus, and so forth, which may be developed—if the com- 
mittee is interested in having that answered in detail, the only way we 
could do it is to have the dates and places. 

Mr. Harpy. I do not think the committee will undertake to evaluate 
these technical matters. It is more a mateter of trying to understand 
what did go on in a general sort of way and trying to understand what 
safeguards were taken to provide a proper job. We are not going to 
pass on the engineering aspects of it. Wecan’t. 

I want to express our appreciation to you. As far as the com- 
mittee is concerned, you can certainly get a copy of this testimon 
today, if you want it. In fact, you can get it from the reporters. 
do not know whether you sat through it all, so I do not know whether 
there is anything in there = would like to refresh yourself on. With 

2 


respect to the previous hearings that have been held, I think you 
attended all of them. 


Mr. Leo. That is correct, sir. 

( Discussion off the record.) 

Mr. Harpy. Thank you very much, Mr. Leo. You have been very 
helpful and if you do develop any information as to the source of these 
documents that we referred to earlier, I wish you would advise the 
subcommittee. 

Mr. Leo. Very well, sir. 

Mr. Reppan. Mr. Chairman, may we include in the record at this 
point a representative selection of letters from the Sverdrup & Parcel 
files which relate to the activities of Mr. Thomas Hill. 

Mr. Harpy. Without objection. 
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(The correspondence referred to follows :) 


[Letter No. 7] 


SveRDRUP & PARCEL ENGINEERING Co., 
St. Lowis, Mo., August 15, 1955. 
Mr. G. Woop Smi1TH, 
Vice President, Sverdrup & Parcel Engineering Co., 
St. Louis, Mo. 

DrAar Mr. Smitu: The entire ICA Organization here has been very busy pre- 
paring their recommendations for the 1955-56 ICA program in Thailand. They 
are particularly concerned as a 1954-55 program did not succeed in placing the 
contemplated work, and they have a substantial amount of carryover funds. 
They are further concerned as they do not feel value is received from funds 
turned over to and expended directly by the Thai Ways Department. 

Mr. Hill is leaving Bangkok, August 22, for temporary duty in Washington, 
D. C., and expects to be gone about 6 weeks. Mr. Hill has stated that while in 
Washington, he expects to consummate an extension of both our and the Ray- 
mond contracts for the construction of the Northeast Highway to kilometer 164 
in Korat. Mr. Hill has stated that he prefers these contract extensions be on a 
bilateral basis with the ICA; however, I do not see at the moment how the Thai 
Ways Department can be denied technical review. 

Mr. Kopp and I have prepared for Mr. Hill an estimate based on our previous 
project report, in the amount of $8,357,000 for this extension to kilometer 164. 
Mr. Hill has indicated that he would like for these extended contracts to be “open 
end.” and he contemplates completion to kilometer 164 by the early spring of 1957. 

Yours very truly, 
SverpRuP & PARCEL ENGINEERING Co., 
JOHN H. McGavock, Project Manager. 


[Letter No. 8] 


SveRDRUP & PARCEL ENGINEERING COoO., 
St. Louis, Mo., August 15, 1955. 
Mr. G. Woop SMITH, 
Vice President, Sverdrug & Parcel Engineering Co., 
St Louis, Mo. 
Drar Mr. SmituH: Mr. Tom Hill of ICA has told me confidentially, the 1955-56 
ICA program for Thailand includes: 


Northeast Highway_-_-_-_- ih it, sc a a ts 2 a eye oa ola ae $8, 357, 000 
ICE 2 9, 197, 000 
Other roea work.......... Sail gs ich diate lags en ces tonne inti east acta acai 12, 000, 000 
RT» I I kg ce wc ire energie rednencigns re Se eae atte land 10, 000, 000 
een Ge VOI” II oe re ie ok ere miandareeol 1, 500, 000 
en een Rs oe ices whan ote deeledistudeeionsncem 2, 200, 000 


Mr. Hill has indicated his intention while in Washington of arranging engi- 
neering and construction contracts for the above-mentioned airfield work, and I 
believe he feels our company should be given first consideration for the engineer- 
ing. There are 8 of these airfields located at Takli, Kokathiem, Pitsanuldoke, 
Pracnuab, Ubon, Udorn, and Chiengmai. These are to be basic and primary 
training fields. The total ICA estimate for these fields is approximately $27 
million, but this year’s program contemplates only repair and extension of land- 
ing strips and provision of warmup aprons. 

The item “Other road work” is a fund which heretofore has been turned over 
to the Thai Ways Department. This year one-half the entire fund ($6 million) 
is earmarked for culvert and small bridge replacement construction. Mr. Hill 
feels that standard bridge plans would, in most instances, suffice for placing this 
work with local contractors, but I understand he is desirous of our providing 
construction inspection service to insure quality workmanship. I believe Mr. Hill 
desires to use our organization for this job. I personally doubt that local con- 
tractors can do this job and believe Raymond will end up with the work. 

The “Military construction” mentioned above is primarily for troop and police 
facilities including some 35 or 40 border police stations consisting of barracks, 
water supply, etc. The extent of engineering services required to be furnished to 
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the Thai military is at present indeterminate, hence Mr. Hill’s desire that our 
contract be “open end” to permit local amendment and administration. (Refer 
letter No. 7.) 

Mr. Hill believes that the $1,500,000 set aside for naval base design at Sattahib 
will probably not be expended but that, if it is, it will be administered by the 
Navy Bureau of Yards and Docks. In this connection, Admiral Jelley was out 
here a few weeks ago. 

The “Aviation fuel system” contemplates a tank farm and pumping station 
on the island of Klong Toy near Bangkok, an 8-inch pipeline to Don Muang 
Airport about 10 miles north of Bangkok and then a 6-inch pipeline to Korat 
some 165 miles further northeast. I do not know the total estimated cost of this 
project or whether the work will be directly under ICA or handled by Navy but 
it is a natural for us as it parallels the Northeast Highway. 

Mr. Hill is leaving here for Washington on August 22 and should prove a 
friend in helping us obtain such of this work as may be of interest. 

Yours very truly, 
SverpDRUP & PARCEL ENGINEERING Co., 
JoHN H. McGavock, Project Manager. 


[Letter No. 10] 


SVERDRUP & PARCEL ENGINEERING Co., 
St. Louis, Mo., August 15, 1955. 
Mr. G. Woop SMITH, 
Vice President, Sverdrup & Parcel Engineering Co., 
St. Louis, Mo. 

Dear Mr. SmirH: With further reference to letter No. 2, a meeting was held 
yesterday at the ICA offices to resolve the question of free food for Raymond and 
Sverdrup & Parcel employees at the camp. Present were Mr. Winthrop Travell, 
comptroller of ICA in Thailand, Mr. Tom Hill, engineering and industry officer of 
ICA in Thailand, Mr. Al Van Dyke, engineer, ICA, Washington, Mr. Jesse Kopp, 
project manager, Raymond, Mr. Duke Ellington, Bangkok manager, Raymond, 
Mr. Art Fisher; and myself of Sverdrup & Parcel. 

After examining both the Sverdrup & Parcel and Raymond contracts as well 
as the Sverdrup & Parcel letter side-agreement and cost estimate, the sense 
of this meeting was that free food would be supplied all employees of the two 
organizations in the construction camps but that an amendment to both con- 
tracts clarifying the point would be required. Mr. Hill volunteered his assist- 
ance while in Washington in accomplishing these contract changes. I gather 
he is anxious that the matter be brought up during his stay in Washington as 
partial justification for a request he proposes to make for more local authority in 
modifying and administering contracts. Mr. Hill pointed out that as our con- 
tract is with the Government of Thailand, it would strengthen his position if he 
had a letter from our company requesting his assistance. I assured him Mr. 
Leo would work closely with him in this regard. 

At this same meeting the question of housing allowances for Raymond and 
Sverdrup & Parcel employees stationed in Bangkok was discussed. The sense 
of the discussion was that the language of the Raymond contract was preferred 
and that if both contracts were the same a more equitable situation would 
exist. The Raymond contract provides 6,000 baht per month for persons en- 
titled to housing allowances in Bangkok. 

Yours very truly, 
SverpDRuP & PARCEL ENGINEERING Co., 
JOHN H. McGavock, Project Manager. 


SverRpRuP & PARCEL ENGINEERING Co., 


Bangkok, Thailand, February 29, 1956. 
Mr. G. Woop SMITH, 


Vice President, Sverdrup & Parcel Engineering Co., St. Louis, Mo. 
DeEAR Woop: Attached is a copy of a cable the ICA here received from Wash- 
ington today. This was given me in confidence by Mr. Hill. 
Mr. Hill seems to be disturbed by this wire in view of the fact that he has 
been working hard to get ours and Raymond’s contracts extended. He par- 
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ticularly wanted to know what I knew of the situation. I told him this was 
news to me and the latest information I had was to the effect our people were 
negotiating. 
Yours very truly, 
Sverprup & PARCEL ENGINEERING Co., 
JoHN H. McGavock, Project Manager. 


USOM: 5. 

From : Secstate. 
Routine Feb. 27, 1956. 
Subject: NE Highway. 


Sverdrup and Raymond January reports and conversations with Sverdrup and 
Raymond in United States seem indicate little urgency re amendment Northeast 
Highway contracts or commencement any work second section prior October. 
Request USOM, Thailand Government, guidance re following: 

(a) Should amendment Sverdrup and Raymond contracts for second section 
be high priority matter? 

(b) Can work commence during rainy season on Korat end of second section 
view lower rainfall area and extensive sandy soils? 

(c) What timing desired re initiation additional recruitment by Sverdrup 
and Raymond, and equipment procurement stated by Raymond amendable to 
handling within 4 months’ period. 

FITZGERALD. 


{Letter No. 206] 


Sverprup & PARCEL ENGINEERING Co., 
Bangkok, Thailand, April 17, 1956. 
Subject: Bangkok-Sari Buri survey and report, new business. 


Mr. G. Woop SMITH, 
Vice President, Sverdrup & Parcel Engineering Co., 
St. Louis, Mo. 
Dear Woop: Please refer to my letters 183 and 199. The attached is a copy 
of a cablegram transmitted by ICA, Thailand, to ICA, Washington, on April 13. 
I believe this is self-explanatory. 
Yours very truly, 
SverpruP & PARCEL ENGINEERING Co., 
JoHn H. McGavock, Project Manager. 


USOM/Thailand. TOICA 1499 
SecState Washington. 
Subject : Expanded aid highway. 


Existing Bangkok-Saraburi Highway narrow and inadequate access modern 
NE Hwy (Saraburi-Korat-Ban Phai). Necessary widen to derive benefits from 
NE Hwy. Preliminary engineering survey estimated $30,000 for 16 man-months 
time. Breakdown $20,000 and 210,000 bahts. TG concurs and requests USOM 
initiate survey soonest allow widening project commence 1957 program. Re- 
quest ICA/W include performance this survey in Sverdrup engineering and 
inspection contract E/A Hwy program. Necessary Sverdrup send two US spe- 
cialists Thailand period 3 months loan basis NE Hwy project, with 1 month 
required US prepare report. Balance manpower possibly available local S&P 
force. 

Loren, Acting. 


SvegpRUP & PARCEL ENGINEERING Co., 
Bangkok, Thailand, May 12, 1956. 
Gen. L. J. SvERDRUP, 
President, Sverdrup & Parcel, Inc., St. Louis, Mo. 


DEAR GENERAL SVERDRUP: I have your letter of April 27 and the first of your 
cigarette lighters is on its way. I will send others as they become available. We 
will place an order for your desk but it will probably be some weeks before it is 
ready for shipment. 

Tom Hill has been terribly disappointed by ICA-Washington’s refusal to allow 
him and Herluf Larsen, his assistant, to come to Washington. As I discussed 
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with you, when you were here, there is considerable revamping of the expanded 
aid highway program in the making and the Thai Government has asked that 
outside contractors be brought in so that a substantial part of the available 
funds will not be lost. Ostensibly, Hill wants to come to Washington to present 
these changes and to assist in any way possible in expediting the contractual 
commitments. I believe he has gone quite far out on a limb in commitments to 
the Thai Government for speedy service. 

TAMS’ progress out here isn’t exactly known to me. I hear vague rumors that 
they are not having much luck in getting a staff. I am enclosing a copy of their 
ad which has been running for at least 2 months in the Bangkok Post. I know 
they went to Laos and spent 1 day at the end of which they quoted a price for a 
bridge; if located in one spot it would be 5 million, another place, it would cost 
6 million, and a third location would be 7 million. The ICA people were dis- 
appointed in this “study” and felt they were being given a come-on proposal. 

Geneva and I are looking forward to Mrs. Sverdrup’s and your next visit to 
this part of the world. It is always good to have you take a look at the job and 
help us stay on the right track. 

In this connection, I believe the ICA will approve a visit from Mr. Cutler this 


fall, but I am waiting until our contract revision has been consummated before 
approaching them officially. 


Yours very truly, 
JoHn H. McGavoox. 


[Letter No. 616} 


SverpRuP & PARCEL ENGINEERING Co., 


Bangkok, Thailand, June 3, 1957. 
Mr. G. Woop Smira, 


Vice President, Sverdrup & Parcel Engineering Co., 
St. Louis, Mo. 


Deak Woop: This is to advise that Mr. Tom Hill departed Bangkok Saturday, 
June 1, 1957. It is my understanding that he expects to arrive in Washington 
about June 8. It is also my understanding that he will remain on duty with 
ICA in Washington for approximately 2 weeks after that date, and that during 
this time he hopes to initiate action on the Bangkok-Sari Buri road. I know 
that he took copies of our amendment No. 5 with him, copies of which were sup- 
plied to you some time ago. 

I suppose that you are familiar with Chuchart’s sudden departure from the 
U. S. A. He arrived in Bangkok, along with the Thai Ambassador, Pote 
Sarasin, on Sunday, May 26. There has been quite a bit in the papers since 
then relative to the Yarn Hee Dam. I saw Chuchart for the first time on 
Saturday, and he expressed his thanks for Mr. Wolff’s courtesies in San Fran- 
cisco and mentioned that he had had dinner with the general. He also indi- 
cated that he was leaving to return to the United States about June 5, but would 
need to be back in Bangkok before July 1. He left his wife with her sister in 
Salt Lake City and says that he is expecting to complete his tour of the United 
States of America. I asked him if we could be of any assistance and he said 
that he thought arrangements were all made. I am not clear whether he will 
contact Mr. Wolff on arrival in San Francisco or not. 

It seems that his sudden return to Thailand was occasioned by the World 
Bank’s requirements prior to approving their loan. One of these was that the 
project be set up under an organization free of Government control and this 
will require action by the National Legislature in July. I have heard several 
rumors since his return—one to the effect that World Bank had given him a 
list of 10 engineers, 4 American and 6 foreign, but all of this is rumor. I un- 
derstand that Tom Hill has more of the details and plans to contact the General 
upon his arrival. 

Yours very truly, 
SverpruP & PARCEL ENGINEERING Co., 
JoHN H. MoGavock, Project Manager. 


Mr. Harpy. Mr. Julius Kessler, will you come up here? 


: 
; 











518 FOREIGN-AID CONSTRUCTION PROJECTS 


TESTIMONY OF JULIUS KESSLER, ASSISTANT DIRECTOR, OFFICE 
OF CONTRACT RELATIONS, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Harpy. You have been previously sworn, I believe? 

Mr. Kesster. Yes, sir. 

Mr. Harpy. You have heard the letter from Mr. McGavock to Mr. 
Smith read into the record, to which was attached a “ProAg” dated 
April 29, 1957. Can you cxpinien to the committee how that came into 
the hands of Mr. McGavock ? 

Mr. Kesster. Mr. Chairman, I haven’t the slightest idea. 

Mr. Harpy. You mean you do not know what happens to your 
people ? 

Mr. Kesster. I do not know what happens to our people in Thailand. 
That is correct, sir. 

Mr. Harpy. Have you got anybody who does know ? 

Mr. Kesster. No, sir; I could not tell you unless we could verify this 
with the mission in Thailand. I have no idea in the world. 

Mr. Harpy. Do you people make a practice of discussing the project 
agreements ahead of time with prospective bidders ? 

Mr. Kesster. The personnel in the contract office do not, to the best 
of my knowledge, discuss anything with prospective contract bidders 
prior to the time the proposals are received. 

Mr. Harpy. Is it proper for this document to be in the hands of 
Sverdrup & Parcel and to have been in the hands of Sverdrup & 
Parcel in August 1957 ? 

Mr. Kesster. I would suggest that it is highly improper, sir. 

Mr. Harpy. What do you propose to do to find out how it got there? 

Mr. Kesster. I propose to ask the desk officer to wire Thailand to 
find out how they received the copy. 

(The subcommittee subsequently received the following communica- 
tion from the International Cooperation Administration :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D.C., May 7, 1958. 
Mr. Joun T. M. REDDAN, 
Chief Counsel, International Operations Subcommittee, Committee on 
Government Operations, George Washington Inn, 
Washington, D.C. 


DEAR Mr. ReEppDAN: I believe that during recent committee hearings some ICA 
witness may have been asked to explain the presence of the Proag on the Bang- 
kok-Saraburi Road in the files of Sverdrup & Parcel which were subpenaed by 
the subcommittee. I am not certain who the witness was or whether a request 
was made for a report from the USOM. 

In any event, for the committee’s information, a copy of a cable from the 
mission (TOICA 1513) relating to this matter is enclosed. 

Sincerely yours, 
LESLIE A. GRANT, 
Associate General Counsel. 


From: Bangkok. 

No: TOICA 1518, April 30, 1958. 
Reference: ICATO 1327. 
Subject : Hardy subcommittee. 


1. Re McGavock’s obtaining copy fiscal year 1957 Proag. McGavock states 
“not sure but memory is that Larsen (Herluf Larsen formerly Chief, Highway 
Section, USOM/T) gave us copy Proag to indicate first year financing plan”. 
This quotation from Cable McGavock his headquarters, St. Louis, April 25, 1958, 
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in response cable request from his headquarters raising same question behalf 
Hardy Committee. 


2. No further knowledge USOM/T regarding this particular transaction. 

3. Re McGavock’s statement in his letter August 27, 1957, stating “probably 
shouldn’t have copy.” McGavock now states “this intended as cautionary to 
our people in Washington as our possession of this document could be construed 
as violation propriety by anyone not familiar with the development background 
of the project”. 

4. McGavock’s use phrase “Development background” refers to S. & P. 
Participation with USOM/T in planning this project. Initial plans this project 
were to amend S. & P. NE Highway Contract to provide immediate engineer- 
ing Bangkok-Saraburi Road by personnel already on ground and fully oriented 
to operation in Thailand. Since 8S. & P. services utilized in preparing cost 
estimates for project planning, S. & P. fully aware planning details. 

5. Reftel refers to S. & P. bidding this project. Use word “bidding” mislead- 
ing in that procedures followed here as in all other similar projects being de- 
veloped call for submission by engineering of proposals giving their estimates 
of the costs of the work; these not being competitive lump-sum bids. 

6. Instant Proag signed Bangkok April 29, 1957, by TG and USOM/T. Mce- 
Gavock states instant Proag made available to him subsequent date of signing 
and shortly prior date his letter August 27, 1957, to S. & P. St. Louis. Upon 


approval by interested parties and referral to that Government Proag then be- 
comes public document. 


NAUGHTEN. 

Mr. Harpy. When you find out who made it available, what action 
do you intend to take? 

Mr. Kesster. I don’t know, sir, very frankly. It would be up to 
the agency to make a determination as to what action they wish to 
take. 

Mr. Harpy. You have not awarded the contract yet ? 

Mr. Kesstrer. This contract has not been awarded yet. 

Mr. Harpy. When do you expect to make the award ? 

Mr. Kesster. Just as soon as the Government of Thailand and the 
mission have advised us that our selection has been approved. This, 
as you know, is a third-party contract between the Government of 
Thailand and a prospective United States contractor. 

Mr. Harpy. ICA has right much to say about it, does it not? 

Mr. Kesster. ICA will finance it and, therefore, will make recom- 
mendations, which they hope the Government of Thailand will agree 
with. 

Mr. Harpy. If the Government of Thailand does not agree, ICA 
does not have to finance it, do they ? 

Mr. Kesster. They do not have to finance it, or can agree on another 
selection agreeable to both parties. 

Mr. Harpy. I am not suggesting that you should not make this 
selection. That is not our business. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. But it disturbs me considerably when I find out ICA 
business is carried on in this fashion. 

Mr. Kesster. It disturbs me, too. 

Mr. Harpy. Will you advise this committee of what you find? 

Mr. Kesster. Yes, sir. 

Mr. Harpy. Thank you,sir. That is all. 

Mr. Keating, please. 

(Whereupon, Mr. Charles N. Keating was duly sworn as a witness 
by Mr. Hardy.) 
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TESTIMONY OF CHARLES N. KEATING, DIRECTOR, OFFICE OF 
PERSONNEL SECURITY AND INTEGRITY, INTERNATIONAL CO- 
OPERATION ADMINISTRATION 


Mr. Reppan. Will you please give the reporter your full name and 
address ? 


Mr. Keatine. Charles N. Keating. I am Director of the Office of 


Personnel Security and Integrity, ICA. I live at 7508 Ben Avon 
Road, Bethesda. 


Mr. Reppan. How . have you been so employed, Mr. Keating ? 
Mr. Keatine. Since August of last year in my present capacity. 
However, I was in an acting ene for a year before that. 


Mr. Reapina. Did you bring with you today a personnel file of a 
former employee of ICA ? 


Mr. Keatinc. No; I brought an inspection file that my Inspections 
Division had on Thomas R. Hill. 

Mr. Reppan. What is the title of that file? 

Mr. Keatine. The file is entitled “Hill, Thomas R., Former Em- 
ployee, USOM, Thailand; Possible Conflict of Interest.” 

Mr. Reppan. Mr. Chairman, may we include in the record at this 
point this file on Thomas R. Hill, which has been vet ets by the 


Office of Personnel Security and Intgerity, International Cooperation 
Administration ? 

Mr. Harpy. Without objection. 

(The following documents were submitted :) 
JUNE 14, 1957. 
To: Robert L. Shortley. 
From : Charles N. Keating. 
Subject : T. R. Hill. 


The attached memorandum to me from captioned individual was written at 
my suggestion. I told Mr. Hill that one of your inspectors would review the 
memorandum and furnish all pertinent facts to the General Counsel’s office for 
an opinion as to wthether or not there would be any conflict of interest involved 
by his taking a position with Sverdrup & Parcel Engineering Co. 

Sverdrup & Parcel has a contract with the Thai Government for the con- 
struction of roads. This contract is ICA financed. Hill explains that the basic 
contract was negotiated in Washington; however, he has from time to time 
made recommendations in his official capacity for amendments to the contract, 
etc. 

Hill is most anxious to receive advice from ICA as soon as possible, inform- 
ing him that, in our opinion, his acceptance of a position with Sverdrup & Parcel 
Engineering Co. would not be a violation of the provisions of manual order 
460.3. Please have one of your inspectors give this expeditious attention. 

Attachment: Memorandum T. R. Hill to C. N. Keating, June 14, 1957. 


JUNE 14, 1957. 
To: Mr. Charles N. Keating. 


From: T. R. Hill. 


Reference is made to manual order 460.3 dated February 29, 1956, and our 
conversation on June 12. 

I submitted my resignation as public-works and industry officer, USOM, 
Thailand, as required, in December 1956, 6 months in advance of my completion 
of a 2-year contract. Upon my return to the United States for terminal duty, 
I have received several offers of employment from private firms, among which 
is an opportunity to join the Sverdrup & Parcel Engineering Co. I plan to ac- 
cept their offer. 

I have been assured by the president of the company, Gen. L. J. Sverdrup, that 
I will not be employed on any work which they now have with the ICA or any 
possible future work that they may be involved in with this agency for the en- 
suing 2 years. However, since the firm had work in Thailand which came 
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under the administrative cognizance of my Division, I wish to record the cir- 
cumstances of my joining the firm and strict compliance with manual order 
460.3. I did not discuss the prospects of employment with S. & P. prior to 
submitting my resignation in writing. I will not be engaged for at least 2 years 
in any work that 8S. & P. may have with the ICA or successor agency. I under- 
stand that my initial assignment will be with a subsidiary company which has 
no connection in any way with the ICA, State Department, or foreign-aid 
program. 

While I am positive that my course of action in no way violates manual order 
460.3, either in fact or principle, I wish to call the matter to your official atten- 
tion to obviate any possible criticism of my employer or myself. Likewise, it 
may be of interest to point out that it was understood when I joined the ICA 
that it would be only for one tour of duty and that I would then return to 
private work. 

Should you wish to contact me further on this matter, my address is 197 
Glenwood, Atherton, Calif. 

Thank you for your consideration and advice. 


Mr. T. R. Hm1, 
Care of M. D. Hill, 
Atherton, Calif. 


DEAR Mr. Hitt: Reference is made to your memorandum dated June 14, 1957, 
with regard to ICA Manual Order 460.3, dated February 29, 1956, and our con- 
versation of June 12, 1957. 

Based on the facts as stated in your memorandum, it does not appear to this 
office that there is any apparent violation of the provisions of manual order 
460.3. Therefore, on this basis, ICA, Washington, interposes no objection to 
your proposed employment with Sverdrup & Parcel Engineering Co. 

Sincerely yours, 


JUNE 21, 1957. 


CHARLES N. KEATING, 
Acting Director, Personnel Security and Integrity. 


JuLy 9, 1957. 
Subject: Thomas R. Hill, former employee, USOM/Thailand, possible conflict 
of interest. 
Mr. CHARLES N. KEATING, 
Acting Director, Personnel Security and Integrity, International Coop- 
eration Administration, Washington, D.C. 


DeaR CHARLIE: Mr. Hill, former public-works and engineering officer, USOM, 
Thailand, left Bangkok on June 1 on a separation travel order providing for 10 
days’ consultation at ICA, Washington. Subsequent to his departure, a journal 
action was received from ICA, Washington, indicating that he was separated on 
July 5, 1957. 

On July 8, Mr. Robert M. Cabot, program officer, advised of current gossip 
in the mission to the effect that Mr. Hill had accepted a position with Sverdrup 
& Parcel, an engineering firm whose headquarters are reported to be in Washing- 
ton, D. C. This firm is a contractor with the Government of Thailand for the 
construction of the Northeast Highway, an ICA-financed project. 

Since there is a possibility of a conflict of interest, it is suggested that in- 
quiry be made to determine whether Mr. Hill is employed by Sverdrup & Parcel, 
and, if so, that necessary action be initiated to resolve the problem involved. 

Status: RUC. 

Sincerely yours, 
WILLIAM M. KELLty, 
Regional Inspector. 


JuLy 23, 1957. 
Re Hill, Thomas R., former employee, USOM, Thailand, possible conflict of 
interest. 
Mr. WILLIAM M. KELLty, 
Regional Inspector, ICA, 
Care of USOM, Thailand, American Embassy, Bangkok, Thailand. 


Deak Brix: Reference is made to your letter of July 9, 1957, pertaining to 
captioned matter. 














522 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Hill advised PSI by memorandum dated June 14, 1957, of his proposed 
employment with Sverdrup & Parcel Engineering Co. He also brought to our 
attention the fact that S. & P. Engineering Co. was doing work in Thailand 
under ICA contract. Mr. Hill further stated in his memorandum of June 14 
that he did not discuss any prospects of employment with S. & P. Engineering 
Co. prior to submitting his resignation in writing, which was in December 1956, 
6 months in advance of his completion of a 2-year contract with ICA. Mr. 
Hill also stated he will not be employed on any work which the S. & P. Engineer- 
ing Co. now has with ICA or any possible future work that may be involved 
with this agency for the ensuing 2 years. He continued that his initial assign- 
ment will be with a subsidiary company which has no connection in any way 
with ICA, State Department, or foreign aid program. 

The facts in instant case were discussed with Edna Boorady, Office of General 
Counsel, on June 20, 1957, at which time Miss Boorady advised that, in her 
opinion Mr. Hill’s proposed employment with S. & P. Engineering Co. would 
not violate the provisions of manual order 460.3. 

The above is submitted for your information and completion of your files. 

Sincerely yours, 
CHARLES N. KEATING, 
Acting Director, Personnel Security and Integrity. 





EMPLOYEE ASSIGNMENT PREFERENCE REPORT 


(Interim) 
Date: December 17. 
Statement of assignment preference in terms of post location and type of 
assignment or retirement/resignation : 
Resign. 
(Signed) T. R. Hmm. 
(Employee’s signature). 
PW & Ind. Officer. 
(Position title). 
Thailand. 
(Mission). 


INTERNATIONAL COOPERATION ADMINISTRATION, 


Washington, D. C., May 2, 1958. 
Mr. Joun T. REDDAN, 


Chief Counsel, International Operations Subcommittee, 
Washington, D.C. 
DEAR Mr. ReEDDAN: This is to confirm the information recently conveyed to you 


informally regarding final salary payment made to Thomas R. Hill, formerly 
employed at our mission in Thailand. 


Mr. Hill’s separation from this agency was effective July 5, 1957. He was 
paid salary by the mission through June 1, 1957 at $11,345 per annum. Final 
salary payment covering wages for June 2 through July 5, 1957 and a lump sum 
for 240 hours annual leave was made to him by this office in a net amount of 
$1,906.39. 

Sincerely yours, 


H. ARDAI 
(For H. Efron, Chief, Fiscal Branch, Office of the Controller). 


Mr. Harpy. Do you have a different personnel file for that gen- 
tleman ? 

Mr. Keatine. Yes; the personnel file would not be in my possession, 
but I could get it. 

Mr. Reppan. What was the occasion of starting that file on Mr. Hill? 

Mr. Keatinea. This file was started when Mr. Hill called on me, 
personally, on June 12, 1957, and stated that he was leaving Govern- 
ment service and was considering going with private industry. 

Mr. Reppan. Did he say with whoa ¢ 
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Mr. Kratine. He mentioned he had had 2 or 3 offers, and one of 
them was from Sverdrup & Parcel, or he had had 2 or 3 “feelers” of 
possibility of going to work for them, and he wanted to know whether 
there would be any possible conflict of interest in violation of our 
regulations if he accepted employment with Sverdrup & Parcel. 

fr. Reppan. Now, Mr. Keating, are you in a position to tell this 
committee when Mr. Hill became employed by ICA, what his duties 
were, and when he submitted his resignation ? 

Mr. Keatine. I got from our security file—we do get copies of the 
journal actions—which shows he was employed on May 1, 1955, and 
that he was separated on July 5, 1957, upon completion of assignment. 
He reported to me. 


Mr. Reppan. Does the file also reflect when he submitted his 
resignation ? 

Mr. Keartrne. I only have his statement on that. I asked him for 
a memo requesting that his case be reviewed which he did submit to 
me on June 14, 1957, in which he stated that in December, 6 months 
in advance of his termination date, he submitted a resignation. ‘That 
would have been in the field. 

Mr. Reppan. In December 1956, he submitted a resignation to the 
USOM office in Thailand ? 

Mr. Keattne. That is what he represented ; yes. 

Mr. Reppan. In what capacity was he employed in Thailand, and 
how long was he in that country ? 

Mr. Keatine. He was in the country, I am assuming, for the full 
duration of that employment, which would have been from May of 
1955 to, probably, early June of 1957. The title of his position was 
“Industry and Public Works Officer.” 

Mr. Reppan. Do you know what his duties were in that office? 

Mr. Keatrne. Not specifically, no, but I would assume public 
works—he would have something to do with the road project. 

Mr. Harpy. Let us not make an assumption on that. We ought to 
have a position description. Will you saleai one for us? 

Mr. Keatine. Yes, sir. 

Mr. Harpy. That would be in his personnel jacket, I take it, which 
you do not have? 

Mr. Kratine. That is correct. 

Mr. Reppan. In your file, do you also have the background of Mr. 
Hill, his education and his professional standing, if any ? 

Mr. Keattne. No; I do not. In my possession I have the FBI 
reports on him, the civil-service investigation on him, and, I think, 
in my file also would be biographical data upon which they base their 
investigations. 

Mr. Harpy. Is that the file you have with you? 

Mr. Keatine. No; it is not. 

Mr. Harpy. Well, now, were you not requested to bring complete 
information on Mr. Hill? 

Mr. Krarine. I was requested to bring up any information that I 
had in connection with this possible conflict of interest. His security 
file was clear. 

Mr. Harpy. I am a little disturbed when we are trying to get this 
cleared up that we do not have the information we need. Maybe we 
did not ask you for what we needed. I do not know. 
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Mr. Reppan. What disposition was made of Mr. Hill’s request to 

ou ? 
* Mr. Keatine. He submitted this memorandum outlining what he 
proposed to do and how he would be employed. We submitted that 
to our General Counsel’s Office for an opinion as to whether or not he 
would be in conflict of interest, in violation of our regulations. They 
decided that he would not, and he was so informed by letter on June 
91,1957. 

Mr. Harpy. I am sorry that we do not have more complete data up 
here. I certainly do not want to transmit to anybody in ICA respon- 
sibility for my shortcomings or for those of our staff, but it gets 
awfully frustrating when we get up here and try to conclude and do 
not have the information with which to do it, and, certainly, the 
information should have been available to you down there in ICA, if it 
was not in your immediate files. There are going to be additional 
documents we need with respect to Mr. Hill. Now we have to ask 
that they be furnished, and I will do it with a letter to Mr. Smith. 

Mr. Keatine. We can have them up here tomorrow morning. 

Mr. Harpy. Well, I will not be holding the hearing tomorrow, Mr. 
Keating. 

The subcommittee stands at adjournment, subject to the call of the 
chairman. 

(Whereupon, at 5: 10 p. m., the subcommittee adjourned. ) 





FOREIGN AID CONSTRUCTION PROJECTS 
(Part I—Foreign Aid Construction Projects) 


MONDAY, MAY 5, 1958 


House or RepresENTATIVES 
SuBcOMMITTER ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, in room 304, Old 
House Office Building, at 10:15 a. m., Representative Porter Hardy, 
Jr. (chairman of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., Henry S. Reuss, Eliza- 
beth Kee, George Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mrs. Kee, Mr. Reuss, Mr. 
Meader, and myself, constituting a quorum under the committee rules. 

I want to read a brief statement. 

The International Operations Subcommittee has been making a 
study of the procedures and practices of the International Cooperation 
Administration in awarding and, subsequently, supervising contracts 
for United States Government-financed sential peolnats abroad. This 
is a continuation of those hearings. 

In many parts of the world, ICA is financing a wide variety of such 
projects, including factories, schools, hospitals, housing, and high- 
ways. Generally, the engineering and construction of this work are 
undertaken by American contractors. 

The contract is normally entered into directly with the host gov- 
ernment, but the financing is provided by ICA, which thereby has a 
responsibility in the awarding and supervision of the contract. Since 
capital projects of this sort are generally quite costly, considerable 
importance must be placed on keeping costs to a minimum, and insur- 
ing that they are undertaken with a maximum of efficiency and econ- 
omy. In order to determine the adequacy of ICA’s performance in 
this connection, the subcommittee has specifically examined several 
highway projects as case studies. 

One of the projects embraces the engineering and construction of a 
highway in Cambodia, extending some 130 mailen from Phnom Penh, 
- capital, to a new seaport being built by the French at Kompong 

om. 

The contractor on this project is A. L. Dougherty Overseas, Inc., an 


Indiana corporation, and the engineer is Michael Baker, Jr., Inc., of 
Rochester, Pa. 
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The Dougherty firm, in addition to contracting for the construction 
of this highway, was authorized by ICA and the Cambodian Gov- 
ernment to procure substantial amounts of heavy construction ma- 
chinery and opens for use in building the highway. Among the 
items procured by the Dougherty firm was approximately $1 million 
worth of used construction equipment owned by a related firm, both 
firms being solely owned by Mr. A. Leonard Dougherty. 

In prior hearings, we have heard testimony concerning the high- 
way generally, the United States Government’s reasons for financing 
the highway, the performance of the contractor and the engineer, 
and other related matters, including this matter of the procurement 
of used equipment. 

Today we wish to hear some additional testimony, particularly on 
this matter of used equipment, and to give Mr. Dougherty an oppor- 
tunity to present to the subcommittee any material he may feel is 
explanatory or extenuating of his position, in the light of such evi- 
dence as the subcommittee has previously received. 

Mr. Dougherty, will you come up, please, sir? We welcome you 
back to the subcommittee, Mr. Dougherty. You have been previously 
sworn, so just have a seat. 


TESTIMONY OF A. LEONARD DOUGHERTY, PRESIDENT, A. L. 
DOUGHERTY OVERSEAS, INC.; ACCOMPANIED BY NICK STEPANO- 
VICH, COUNSEL 


Mr. Doucuerty. Yes, sir. 

Mr. Harpy. I see you have your counsel with you again this morn- 
ing. 

ie, Dovucuerty. Yes, sir. 

Mr. Harpy. The one that you started out with. 

Mr. Srepanovicu. I couldn’t be present at the last hearing, sir. 

Mr. Harpy. I understand. Mr. Dougherty had another counsel 
with him when he was with us the last time and you were not here. 

Mr. STePpaNnovicuH. Yes, sir. 

Mr. Harpy. Mr. Dougherty, the last time you were before the com- 
mittee you left a couple of statements which you suggested be in- 
cluded in the record. We have had some discussion of the content 
of those statements, particularly with respect to the fact that there 
was considerable irrelevant material in them, and I understand it is 
your desire to withdraw those statements ? 

Mr. Dovuenerty. Yes, sir. 

Mr. Harpy. The committee will be pleased to do so. Since you 
have been represented by counsel, or at least you have had your coun- 
sel with you during these hearings, you have had an opportunity, 
I presume, to examine the testimony that has been taken. If there 
are any comments that you wish to make at this time, the committee 
would be pleased to hear from you, if there are any specifics you want 
to present and call to the attention of the committee. 

Mr. Dovucuerry. I would like to go into the Bureau of Public 
Roads exhibit that was presented here. 

Mr. Harpy. All right, sir. If there are any specifics in it you want 
to call to the attention of the committee or any other matter that has 
been developed during the course of the hearings, the committee will 
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be pleased to have your observations. It is our purpose to try to 
develop as completely as we can what the factual situation is. If 
there are any misstatements of fact the committee would like to be 
advised. 

Mr. Dovucuerry. Mr. Chairman, I wrote this down because it is so 
lengthy and there is so much involved, and occasionally in this I have 
inserted my own thoughts, but the facts 

Mr. Harpy. Do you have copies of it, Mr. Dougherty ? 

Mr. Douauerry. Yes, sir. I might explain after these hearings we 
stayed in Washington and went to the Bureau of Public Roads and 
spent 2 days and part of a third day and got the information that they 
said they used for the statements that they could have purchased the 
equipment so much quicker and cheaper, and I believe it is entirely 
unfactual. 

Mr. Harpy. What do you think was not factual ? 

Mr. Doveuerry. I think that the exhibit as presented to the com- 
mittee is almost entirely nonfactual. 

Mr. SreranovicnH. Don’t usethat way. It has errors. 

Mr. Doucuerty. There have been errors, to say the least. 

Mr. Harpy. It has many errors? 

Mr. Doucerry. On the assumption of the facts. 

Mr. Harpy. We have two documents here before us. Which one 
do you propose to discuss first ? 

Mr. Doucuerty. That takes both of them. “Comments Including 
Bureau of Public Roads Exhibit C” and “Dougherty Overseas, Inc.” 
“Comments on Bureau of Public Roads Exhibit D and their prepared 
statement therewith.” 

Mr. Harpy. I am sorry we did not have these a little earlier. Under 
normal committee procedure it helps us a whole lot to look over this 
material so that we can a little more intelligently pursue it. 

Mr. Dovucuerrty. I understand that, Mr. Chairman. We were look- 
ing for an answer on some of the major items from the Bureau of 
Public Roads before we turned it over to you, which we have never 
received, so we went ahead without it. 

Mr. Harpy. Go ahead, Mr. Dougherty, and try to speak loud enough 
so that we can hear. 

Let the record show the presence of Mr. Knox, also. 

Mr. DovecHerty. About the Bureau of Public Roads exhibit D, 
that being exhibit D in their file, comments on Bureau of Public Roads 
exhibit D and their prepared statement therewith. 

For business reasons contractors generally do not seriously dispute 
or criticize the Bureau of Public Roads. 

Statements by the Bureau in exhibit to the committee, the writer 
believes, are so inaccurate and misleading as to, in normal cases, con- 
stitute liable and will be frankly dealt with. 

Considerable time has been spent at the Bureau of Public Roads 
Procurement Division analyzing documents made available to us pur- 
porting to show how the Bureau of Public Roads figures were arrived 
at on their exhibit D. 

Mr. Mreaper. May I ask whether that word “liable” is spelled cor- 
rectly? Do you mean “libel”—“1-i-b-e-1” ? 

Mr. DoveHerty. Yes, sir. 
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Mr. Meaper. Do you mean to say that the Bureau of Public Roads 
has libeled you ? 

Mr. Doveuerty. I said in normal cases it would be. 

Mr. SteranovicH. Why don’t you just strike that statement out ? 

Mr. Harpy. I think it might have been wise for your counsel to 
have checked this before you presented it. 

Mr. Meaper. Another thing is not clear. He is referring to Bu- 
reau of Public Roads exhibit D. What is that? I have never seen 
that. 

Mr. Reppan. We have sent for that. 

Mr. Meraper. It is an exhibit in our record ? 

Mr. Reppan. Yes, sir. 

Mr. Meaper. And it has to do with the availability of construction 
machinery atacertain price? Is that correct? 

Mr. Reppan. That is correct. 

Mr. Harpy. Go ahead, Mr. Dougherty. It might have been better 
if you let your counsel review this thing before you got started because 
it might be a little embarrassing if you make some ‘statements in here 
you are going to want to retract. That isa pretty difficult one to start 
out with there. 

Mr. Douenerty. It is factual insofar as what the Bureau of Public 
Roads provided us with. 

Mr. Harpy. Goahead. It’s your statement. 

Mr. Dovucuertry. Considerable time has been spent at the Bureau of 
Public Roads Procurement Division analyzing documents made avail- 
able to us purporting to show how the Bureau of Public Roads figures 
were arrived at on their exhibit D. We wish to declare the last para- 
graph of exhibit D, in our opinion, completely false and unsubstanti- 
ated as well as to express surprise that such statements would be made 
by a Government agency or by anyone, to the committee. 

Some of our reasons follow : 

It is now admitted by the Bureau of Public Roads that 23 of the 
items they had actually priced were, in fact, estimated instead of the 
5 originally shown in exhibit D, and we claim even the 5 were extremely 
inaccurate. 

Mr. Mraper. Before you start tearing this thing apart, would you 
read the paragraph that you referred to? I don’t see a paragraph on 
this thing that I have. 

Mr. Srepanovicu. The last sheet. 

Mr. Meaper. There are some footnotes. 

Mr. Harpy. The last paragraph of exhibit D is what he is talking 
about. 

Mr. Srepanovicu. Do you want to read the footnotes? Read them 
out loud. Read them all because the committee does not have them. 

Mr. Dovueuerty (reading) : 


FootNotTEes 


(a) BPR does not have prices readily available or cannot determine price 
without more complete specifications. 


And they have a few items that are marked with an a in the list. 


BPR does not have contract prices available and price shown is an estimate 
based on contracts with manufacturers’ representatives and advertised list 
prices properly evaluated, in light of experienced policy of industry to give 
Government discounts. 
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All other prices are actual contract prices as near as can be determined with- 
out having a copy of the specification. 

The tabulation shows that the Bureau could have purchased the equipment 
for $1,104,269 below the costs as shown by A. L. Dougherty. 

Mr. Harpy. Is that a paragraph that you say is completely false? 

Mr. Dovueuerty. The last paragraph of that footnote. 

Mr. Harpy. The last footnote then ? 

Mr. Douauerry. Yes,sir. They are separate paragraphs. 

Mr. Reppan. Just read the part you think is false. 

Mr. Dovucurrty (reading) : 

The tabulation shows that the Bureau could have purchased the equipment 
for $1,104,269 below the costs as shown by A. L. Dougherty. 

Mr. Harpy. At least, now we know what you are branding as false. 

Mr. Doveuerry. Yes. 

Mr. Harpy. And we are going to have a very interesting situation. 
We had witnesses here under oath on both sides of this question. So 
go ahead, Mr. Dougherty. 

Do you want that back, Mr. Meader ¢ 

Mr. Meaper. No. I just wanted to know what he was talking 
about. 

Mr. Dovcuerry. Among several surprises was the discovery that 
the Bureau of Public Roads has never purchased 13-17-cubic-yard 
Euclids, which have for many years by far outnumbered all other 
heavy earth-hauling machinery in the world. Neither has the Bureau 
of Public Roads ever purchased 18—23-cubic-yard Euclid earth-moving 
scrapers, yet they claim they could have effected great savings. We 
wonder if the Bureau knew that these machines were not then available 
from the factory. 

Mr. Reppan. What is that statement based on? Did you ask Euclid 
for any proposals on these Euclids? 

Mr. Dovcurrty. Yes. We have telegrams or correspondence in our 
files that they were not available from the factory at the time. 

Mr. Reppan. Weren’t you specifically asked for all correspondence 
and documents relating to that ¢ 

Mr. Doucuerty. Yes,sir. You have copies of it. 

Mr. Reppan. We what ? 

Mr. Doucuerry. I believe you have copies of them. 

Mr. Reppan. No, sir; we do not. And, as you will recall, when the 
General Accouning Office witnesses were present at the last hearing, 
they stated specifically there was nothing in your file to show that any 
bids were solicited for the Euclid dumps and scrapers. 

Is Mr. Armstrong here ? 

Mr. Armstrone. Yes. Right here. 

Mr. Harpy. I think we will get back to that a little bit later on. I 
believe we had better go ahead. 

I am a little bit worried, though, Mr. Dougherty. If we are going 
to have this kind of thing running all through your statement, when 
we get through with it we are going to have a lot of loose ends that 
are going to have to be caught up. The statement Mr. Reddan just 
questioned is an example. We asked for that information, and we 
were advised that it was not in your file, and it was not made available 
to us, even though we had a subpena issued for your files. 
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_ Mr. Dovenerry. Each one of these paragraphs takes up different 
items. 

Mr. Harpy. I suppose the only thing we can do is to go ahead and 
come back to them. But it really is quite disconcerting to run into 
that kind of a situation, because one of the things we have tried to 
establish is the extent to which actual contact was made by your 
company to try to ascertain the availability of this equipment new. 

Mr. Dovucuerty. Some of it may have been by telephone too, Mr. 
Chairman. In some cases we were not taking them 

Mr. Harpy. Unless you have a record of it, the only thing you can 
depend on there is memory, and I am a little afraid—all right. Go 
ahead. This is your statement. 

Mr. Doveurrry. Maybe I will leave out part of these paragraphs 
then. 

Mr. Harpy. This is your statement and what you leave out and 
what you put in is your business, but it might have been a good idea 
to run over it with your attorney if you haven’t done it. 

Mr. Dovcuerty. Maybe I had better get into this thing later and 
go over it with the attorney to consider it if it is that serious. 

Mr. Steranovicn. It is serious. 

Mr. Harpy. I want to give you complete latitude to pursue this 
thing in your own best interests, as long as the committee gets the 
facts. 

Mr. Meaper. Can we talk about these two items he has just now 
completed in this paragraph, to see if I understand this exhibit D 
and Mr. Dougherty’s statement? 

Exhibit D has an item on the first page of it and, in fact, it is the 
sixth item down, “13-17 cubic yards Westen dump Euclid earth 
movers, quantity 15.” Then there is a pencil notation “B.” 

Who put that on there? 

Mr. Dovenerty. The first “B” I put on, Mr. Congressman. The 
second one was put on by the Bureau of Public Roads. It is small. 

Mr. Meaper. A small “b” ? 

Mr. Doueuerty. Yes. 

Mr. Meaper. The next column in that same paragraph says, 
“Amount, 480,000.” I believe it is dollars. Then in parentheses 
underneath there “311,000.” Then there is the last column that says 
“BPR purchases, 327,450, June 1956.” Then there is a small b in 
pencil mark opposite the 327,450. 

Now you say here: 

Among several surprises was the discovery that BPR has never purchased 
13-17 cubie yards Euclids * * *. 

I would have taken that column under BPR purchases in June 
1956 to indicate they had made purchases. 

Mr. Dovauerty. Yes, sir, but we were told that they had not. 

Mr. Mraper. What is the evidence upon which you contradict their 
statement? That exhibit D indicates they did make purchases of 
these particular earth movers. You make the statement that it was a 
surprise that they had never purchased them. 

Mr. Dovcuerry. Well, when we asked for the documentations of 
all of this statement to see how they arrived at it, by the permission 
of the committee, I believe, they brought to us the things they had 
purchased and we analyzed those, but Mr. Dane and Mr. Major, one 
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or both of them, finally on the second or third day made the state- 
ment they never had purchased any of those machines. 

Mr. Meaper. Mr. who? 

Mr. Doveuerty. There is a Mr. Dane and a Mr. Major, and the man 
who was head of that division, I can’t recall his name. 

Mr. Meaper. Does our record show who prepared exhibit D? 

Mr. Harpy. Our record shows that Mr. Royster presented it and 
discussed it. I do not know whether it will show who prepared it. 

Mr. Meaver. Did you understand, Mr. Dougherty, that item under 
BPR purchases with regard to 13-17 cubic-yard bottom dump Euclid 
earth movers the same way I did, that in June 1956 they had bought 
15 of them ? 

Mr. Dovuecuerry. Yes, sir. And the disturbing thing to me is that 
they made this statement to the committee that they could have saved 
a given amount, which makes us look like we were terribly lax with 
money. 

Mr. Meaper. I understand what he is saying. Apparently there is 
a direct conflict in that the Bureau of Public Roads says they bought 
some, and Mr. Dougherty says they have no records that they have 
bought them, and the representatives of the Bureau of Public Roads 
say they have never onsht them. Is that correct ? 

Mr. Doveuerry. Yes, sir. That is correct. That is the real Cis- 
turbing thing to me. 

Mr. Harpy. If there is a representative of the Bureau of Public 
Roads in the room, will you please stand and identify yourself? 

Mr. Avpricu. Mr. Aldrich. I am the Assistant Chief of the For- 
eign Programs Division of the Bureau of Public Roads. 

Mr. Harpy. I hope you are listening to this testimony because we 
are going to have to have somebody come over here and straighten 
this business out. 

Mr. Avpricu. I have been listening. Yes, sir. 

Mr. Harpy. I believe Mr. Royster presented this exhibit. 

Mr. Atpricu. Yes, sir. 

Mr. Harpy. I trust you will advise Mr. Royster we will need now to 
find out just exactly what is wrong either with his presentation or 
with Mr. Dougherty’s. 

Mr. Avpricu. Right, sir. 

Mr. Harpy. Thank you. 

Go ahead, Mr, Dougherty. 

Mr. Dovenertry. We were advised the Bureau of Public Roads 
has not purchased 80-D Northwest shovels in the past 15 years at 
least, if ever. In the case of motor graders (No. 12 Caterpillar) we 
were told that this comparison was made to Warco and therefore 
was not compared to any of the more commonly used machines, that 
contractors pay their money for. 

This is some more opinions of our own. 

Mr. Harpy. If you want to put it in there, that is all right. We 
will listen to it. 

Mr. DoveHerty. Apparently the Bureau of Public Roads them- 
selves now avoid Warco graders and the fact that there is in our 
files a telegram from the Warco Co, admitting there exists in the 
entire United States only 346 Warco graders, seems to indicate the 
extent of their use as compared to others. 
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Mr. Meaper. Might I interrupt again ? 

Mr. Harpy. Yes. 

Mr. Meaper. Mr. Dougherty, I am trying to find out what may 
be the explanation of what appears to be an obvious direct conflict. 

Has the Bureau of Public Roads actually purchased machinery or 
do they approve the purchase of machinery by contractors who are 
doing work for the Bureau of Public Roads? 

Mr. Doveuerty. In this case of the motor graders, they actually 
purchased it, and I am quite certain it was on their Laos purchase. 
Yes, sir, they do make purchases. 

Mr. Meaper. What I am getting at is, what may be contained under 
BPR purchases under column 4 on exhibit D might be their approval 
of purchases made by contractors, or their knowledge of purchases 
ats by contractors doing work for which the Bureau of Public 
Roads supplied some of the funds. 

Mr. Doucuerty. Yes, sir, it could be. 

Mr. Meraper. Does that seem to be a possible explanation of this 
conflict ? 

Mr. Dovcuerty. In this particular case we were provided with 
the documents and the comparison was made, as stated here, against 
the Warco grader, where the Bureau of Public Roads had made 
purchases, I believe, for ICA to go to the Laos project. 

Mr. Harpy. They had made purchases of Warco? 

Mr. Doveuerty. Yes. 

Mr. Harpy. Who gave you that information? 

Mr. Dovenerry. Either Mr. Major or Mr. Dane. 

Mr. Harpy. What was the last name? 

Mr. DovcHerty. Dane. D-a-n-e. 

Mr. Harpy. You don’t know which one of the two it was? 

Mr. Doucuerry. No. In general, Mr. Major furnished us with all 
of the documents they brought up to us. 

Mr. Meapver. Do you happen to know whether Mr. Major had any 
part in the preparation of exhibit D? 

Mr. Dovucuerty. No, sir, I don’t. 

Mr. Harpy. Go ahead. 

Mr. Knox. On that pointI would like to inquire. 

Mr. Dougherty, is Warco Co. a manufacturing company of the 
entire product? 

Mr. Doveuerry. I can’t rightfully answer that, Mr. Knox. I have 
questioned them, but they have recently combined with the Huber Co., 
as I understand it. 

Mr. Harpy. Mr. Dougherty, in your opening sentence of that para- 
graph you have a statement— 

We were advised the Bureau of Public Roads has not purchased 80—-D North- 
west shovels in the past 15 years at least, if ever. 

Who told you that? 

Mr. Dovenerty. Mr. Dane. 

Mr. Harpy. Mr. Dane? 

Mr. Dovenerty. Yes, sir. 

Mr. Harpy. All right, go ahead, Mr. Dougherty. 

Mr. Dovenerty. The extent of the Bureau of Public Road’s pur- 
chase of D-8 tractors during this period (as made available to us) 
was two tractors. From the time the bids were received (July 13, 
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1956), (not including preparation time or the time invitations were 
out) until the machines were loaded at Newport News, Va., Feb- 
ruary 25, 1957, it can be seen there elapsed a period of over 7 months 
even to get the machines aboard the ship Unzted States. 

Price paid by the Bureau of Public Roads for D-8 tractors, f. 0. b. 
factory (not delivered dockside as our prices were) $25,968.69. There 
had been two price advances before we shipped. 


SHOVEL, 14 CUBIC YARDS 


Comparison by the Bureau of Public Roads and stated as a fact 
on their exhibit D on 114-cubic-yard shovels were made on 114-yard 
shovel only. Bid to Bureau of Public Roads, March 28, 1956. 
Claimed delivery, 120 days; actual delivery to United States port, 
814 months later. Shipping agent, Lavino Shipping Co.; forward- 
ing agent, Wilford Schade & Co. 

In the first place, I believe the Bureau of Public Roads understated 
their cost on this item as shown on exhibit D by $18,125. Secondly, 
their price is f. o. b. factory, not shipside, as was ours. 

Important is the fact that the Bureau of Public Roads purchase 
was not combined shovel, crane, and crane-clamshell, therefore, ren- 
dering their machines useless for ar driving, dragline work, charging 
paving plants, erecting steel or bridge beams, etc., and we consider 
this no comparison. 

In the case of 10-ton rollers, the Bureau of Public Roads price is 
$8,490 each. Time required for the Bureau of Public Roads to pur- 
chase and deliver San Antonio, Tex., to Houston, Tex., 3 months for 
one and 414 months for the other. Promised delivery, 20 days. 

Bureau of Public Roads price, f. 0. b. factory. Machine listed as 
12-ton throughout correspondence; shipping weight shown, 10 tons. 
Bureau of Public Roads purchased Acme Iron Works roller; ALD 
O’seas. purchase, Huber roller. 


TRUCKS 


Further proof of the statement by the Bureau of Public Roads in 
exhibit D is the claim made by the agency on 4-cubic-yard dump trucks 
and 8-yard tandem-drive dump trucks, where they show great savings, 
yet now mark these items as an estimate. As an example of the care- 
fulness exercised by the contractors at saving dollars, our records will 
show that all bids for 10-wheel tandem-drive trucks were at one time 
rejected. The first bids were requested for diesel units but were found 
to be so high that cost figures indicated gasoline units cheaper; and 
bidding and awarding was performed accordingly. All trucks on 
our project are by one mouintapbanes The Bureau of Public Roads 
on only a few vehicles “for Laos” has three different brands. 


ROCK CRUSHERS 


The Bureau of Public Roads admits their great savings shown is an 
estimate and were unable to provide us with any data where they had 
ever attempted to purchase the amount of plant we required, much 
less providing it at a reasonable price, or in time to build a given 
project. Our purchase bid was below list and by careful planning the 
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plant made the first sailing. By having the plant early and com- 
mencing the crushing soon as possible on a 2-shift basis we avoided 
the purchase of approximately $200,000 in additional plant. 

Mr. Harpy. Mr. Dougherty. you raised a point there that I would 
like to understand a little better. You say, “Our purchase bid was 
below list * * *.” 

Just what is the significance of the list price on this kind of a 
machine? Nobody ever pays list price for one, do they? 

Mr. Doueuerry. Well, the contractors do. 

Mr. Harpy. The contractors pay list price for these things? 

Mr. Dovenerty. Yes; generally. Unless the machines are in over- 
supply. The list price is the price that the dealers charge to the 
customer. 

Mr. Harpy. Is not list price really the basis on which the manu- 
facturer determines the price to his distributor? In other words, that 
is a price from which a discount is taken. It doesn’t necessarily mean 
that is the price at which it is sold to the user. 

Mr. Dovenerry. But the list price I am speaking of would be the 
distributor’s list price. 

Mr. Harpy. Is that different from the manufacturer’s list price? 

Mr. Dovceuerry. It is distributor’s selling price. Yes, sir. It 
would be different from the manufacturer’s list price. 

Mr. Harpy. What I am trying to understand actually is when a 
contractor is buying any quantity of machinery and where he uses 
any quantity of machinery, he does not pay the first price that is 
marked on a machine of this kind, does he? 

Mr. Doveuerry. Sometimes he pays that price, or sometimes he 
might pay more, and sometimes he might pay less, depending on the 
quantity and the supply of the type of machinery. 

Mr. Harpy. The point I’m trying to understand—and I want to 
try to clear it up if I can—is when you say “our purchase bid was 
below list,” I’m trying to understand what the significance of that 
statement is because I don’t know exactly what “list” means. 

Now, a list price on different things means different things some- 
times. The list price on a radio or television, for instance, does not 
mean anything any more today, when you consider what the discount 
houses will do. When you get into heavy equipment and machinery 
you are actually operating on a different kind of proposition, because 
a contractor does not go out and buy either his machinery or his ma- 
terials on the basis of some posted price, does he ? 

Mr. Doveuerry. No, sir. May I add a word to that, “below the 
dealer’s list price.” 

Mr. Reppan. Where is that, Mr. Dougherty. Where did you add 
that ? 

Mr. Doueuerty. “Our purchase bid was below dealer’s list price.” 

Mr. Harpy. Then the dealer’s list price is different from a manu- 
facturer’s list price? 

Mr. Doucuerty. I don’t know how to explain it, Mr. Chairman, but 
a dealer’s list price is probably called the published list price, which 
would not be what the dealer paid the factory, of course. 

Mr. Harpy. The only person that would ever pay a dealer’s list 
price would be an individual who just had one machine he was going 
to buy and use. Isn’t that right? 
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Mr. Doucuerry. It depends on the supply. I remember one time 
when I bought 20 D-8 tractors, and I paid full list for all of them. 

Mr. Harpy. Sometimes, of course, you might even have to hand 
over a little on the side to get delivery right quick. 

Mr. Dovucuerry. Sometimes we have to offer a premium of $3,000 
or $5,000 if they are in short supply, say on a shovel. And then 
when they are not in short supply, the dealers will make a longer 
trade-in allowance, even though there would be nothing said about 
taking it off the list. 

Mr. Harpy. The point I am trying to understand is whether or 
not list price as a term really has any meaning you can tie to it. 

Mr. Dovenerry. I believe in the contracting industry that the 
things are based around list price. 

Mr. Harpy. If they are based on list price, under normal condi- 
tions, the average contractor does not pay that price for them. A 
man who is buying any quantity does not pay list price on that ma- 
chinery. 

Why, when I buy farm machinery when I have to get 8 or 10 units 
on my farm, I do not pay list price on them, and I know a contractor 
does not pay list price on something. Not normally. 

Mr. Doucuerty. Not for that many machines, as you said before. 

Mr. Harpy. That is what I am trying to understand. What is the 
significance of the use of the term “list price”? I can understand it 
if it means what I think it does. I can understand normally the Gov- 
ernment would get a better price than list, if that is a published 
price, and if that is what you mean by it. 

Mr. Doucuertry. We are only buying one rock crusher in this case 
of one kind. 

Mr. Harpy. You are talking about a rock crusher, but I am think- 
ing really in terms of the general application of the term “list price.” 

Mr. Dovcuerry. The Bureau of Public Roads can get cheaper 
yrices than the contractors can get, without a doubt, because they 
hes direct; and, furthermore, the taxes are taken off the items. 

Mr. Harpy. But does not a contractor normally do a little bar- 
gaining with the dealers, even though he may be wedded to the 
particular make of equipment? He will use the price of a competi- 
tor’s brand in order to get a better deal out of the dealer who sells 
equipment he wants. 

Mr. Dovauerry. If he can. 

Mr. Harpy. He always does that, doesn’t he ? 

Mr. Doucuertry. Yes. 

Mr. Harpy. He would be a mighty poor businessman if he did not. 

Mr. Doveurrry. Right. 

Mr. Harpy. Except when you had to have a piece of equipment right 
away—you never bought your equipment at the first price the dealer 
told you it was published for sale at; did you? 

Mr. Dovcuertry. No. In addition to that, we start talking him up 
on the piece we are trading in on too. 

Mr. Harpy. That is what I wanted to get, just to try to under- 
stand what the real significance of the term “list price” is. The fact 
of the matter is we have not even established what list price you 
mean, whether it is published factory price or published dealer price. 
I was not aware of the fact that the factory actually published a 
list price. 
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Mr. Dovcuerry. I believe they do. Retail. A published price. 

Mr. Harpy. We pay a retail list price and that is the basis at which 
they arrive at the cost to the dealer, because they apply discounts to it. 

Mr. Dovcurrry. When they quote it to the contractor, they always 
quote an f. o. b. factory PF ice plus freight to where it is going. 

Mr. Harpy. The f. o. b. factory price probably, if the dealer 
making that quotation, oe is giving you that price after he has dehie 
what adjusting he is going to do to his list. 

Mr. Dovcuerry. And it includes his profit. This published price 
does include the profit to the dealer. 

Mr. Harpy. And he very seldom gets that amount of profit between 
his actual cost and the published list. 

Mr. Dovuauerry. He probably comes out like the car dealers do. 

Mr. Knox. Will you yield? 

Mr. Harpy. Yes, Mr. Knox. 

Mr. Knox. Mr. Dougherty, is it not a fact that the factory publishes 
a suggested list price? 

Mr. Dovucuerty. Probably asuggested list price. Yes. 

Mr. Knox. Isn’t ita fact that they do? 

Mr. Doveuerry. I don’t know enough about the language, Mr. 
Knox, to know whether it is suggested, but I assume that it is. I 
haven’t read the bottom of it and no doubt it is. 

Mr. Kwox. In regard to the purchase of equipment, when you send 
out your invitations to bid you send them out on specifications, or do 
you on trade name? 

Mr. Dovucuerrty. In general, and in this case, we sent them out on 
specifications, but I believe in a few cases we sent them on trade name 
or equal. 

Mr. Knox. I don’t know where you could have a trade name or 
equal if you have specifications of equipment. 

Mr. Doveuerry. That’s right. 

Mr. Knox. That is all. 

Mr. Harpy. Thank you. 

Mr. Dougherty, I do not think we have yet established clearly on 
the record the significance of list price. I had not thought that in 
this kind of procurement—or even in the normal day-to- day procure- 
ment requirements of a contractor of any size—a contractor would 
buy earth-moving equipment and other machinery at the posted list 
price. 

Mr. Dovcuerty. No,sir. At this particular time I know that there 
exist cases where dealers are offering list less so much, because there 
is an oversupply of machinery. 

Mr. Harpy. As a matter of fact, wouldn’t it be awfully hard to 
figure out exactly what a list price is, because you have such a wide 
variation in the equipment that goes along with a piece of machinery ? 
You might have a differ ‘ent kind of hydraulic- hft arrangement. Some- 
times you have variations of the tools y ou are going to “have available. 

Mr. Doucuerrty. Yes, sir, and that is all taken into consideration 


in the suggested list price as a separate item, generally. In fact, I 
believe always. 


Mr. Harpy. Thank you. 
Can you find where you left off ? 
Mr. Doveuerry. Yes, sir. 
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END-DUMP EUCLIDS 


In the case of end-dump Euclids and the savings the Bureau of 
Public Roads claimed they could have made, we were provided with 
no evidence that the agency had ever purchased one of these popular 
machines, yet in exhibit D the savings is stated as a fact. 


ELECTRIC GENERATORS, 100-KILOWATT 


The savings reflected by the Bureau of Public Roads in exhibit D 
for 100-kilowatt generator sets as a fact now seems to be coming from 
a foreign manufacturer, and even then have not, at this date (Aprii 
1958), been delivered. 

Mr. Reppan. What is the basis for that statement, Mr. Dougherty ? 

Mr. Dovucuerty. That was information from Mr. Major. 

Mr. Reppan. Mr. Major told you that? 

Mr. Dovuauerrry. Yes. 

Mr. Harpy. Where is that item? 

Mr. Dovucuertry. At the top of page 3. 

Mr. Harpy. Are we still talking about exhibit D now? What 
pages is that on? 

Mr. Bray. Page 5, the second item from the bottom, exhibit D. 

Mr. Harpy. That is next to the last item on page 5. ; 

Now, they do not state any manufacturer on these, do they? Is it 
your testimony that you were told by Mr. Major that the one they based 
their price on was of a foreign manufacture? 

Mr. Dovucuerty. Yes. 

Mr. Harpy. And that they have not yet been delivered ? 

Mr. Dovuauertry. At April of 1958. 

Mr. Harpy. They had a delivery schedule of March 1958 and they 
did purchase some foreign make? We do not have anything, I don’t 
believe, to indicate what the delivery date was. The purchase date 
was March 1958. These have just been bought. 

Mr. Dovueuerrry. I didn’t take down the data on that at all when 
the bids were—— 

Mr. Harpy. Apparently from exhibit D it appears that there were 
seven 100-kilowatt electric generator sets, diesel-powered, brought by 
the Bureau of Public Roads during March 1958. The delivery date 
is not shown and I don’t know whether we are talking about delivery 
being effected in this case either. But, anyway, that does not alter 
your observations. 

Mr. Dovucuerty. The thing that disturbed me is they stated as a 
fact they could have purchased it and beaten our figures by that 
amount, and then it had not been done. 

Mr. Harpy. I don’t know whether you want that to stand. Maybe 
it does. I don’t know whether there is anything to indicate that the 
Bureau of Public Roads testified that these were of domestic pro- 
duction. There is not anything that we have before us that indicates 
that there has been any default in delivery, because they show that 
seven of them were purchased in March of this year. Is that not 
factual ? 

Mr. Dovenerty. Yes. 

Mr. Reppan. Are you disputing the truth of the statement that they 
purchased seven of these in March? Is that what you are saying? 
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Mr. Doucuerry. No, I don’t know that. I am disputing the fact 
that they could have purchased the same machines that we purchased 
for less money, and had them on the project in time for usage. 

Mr. Harpy. Well, it may be that one of the comparisons there that 
we worried about is a fact that these are more recent purchases than 
yours, because they state they made these purchases just this last 
March. That was the month before last. 

Mr. Dovuenerty. As I remember the exact language of Mr. Major, 
it was that, “We believe they will go to an English manufacturer.” 
And I don’t dispute the right of the Bureau of Public Roads or our- 
selves to buy from any foreign manufacturer because it requires world- 
wide bids. 

Mr. Harpy. Go ahead. 

Mr. Reppan. On those generators, are you implying that these 
generators purchased by the Bureau of Public Roads are not com- 
parable in quality, and so forth, to the generators that you purchased ¢ 
Is that what you are trying to imply ? 

Mr. Dovucuerty. No, sir. I don’t know the quality of those. I’m 
just saying they are not the same that we did purchase. 

Mr. Harpy. All right. Go ahead. 

Mr. Kwox. Mr. Dougherty, I am a little confused with your state- 
ments relative to the electric generators of 100 kilowatts. It seems 
to me that you have been conversing with someone who has given you 
information verbally, and you have taken that as a matter of fact and 
state from that fact that 1t now seems to be coming from a foreign 
manufacturer. 

If they purchased the equipment, how come you are unable to give 
us the location of the manufacturer and what foreign country the 
generators were purchased from? 

Mr. Doucuerty. Well, what I meant to state—and the language 
may be wrong, Congressman Knox—is that the Bureau of Public 
Roads sets it out as a fact in that last sentence again, that they had 
made these purchases and could effect these savings, but that they had 
not been delivered at a date somewhat later. 

Mr. Knox. Can you be specific and say that they are an English- 
manufactured generator ? 

Mr. Doucuerty. Only that Mr. Major said he believed they would 
go to an English manufacturer. 

Mr. Knox. How did he purchase them without knowing where they 
were coming from ? 

Mr. Dovenerty. I don’t know. This is just based on the informa- 
tion that he gave us, and it was verbal. 

Let me see how I wrote it down. I said, “It now seems to be coming 
from a foreign manufacturer.” I don’t mean to infer that it is a 
fact they are coming from a foreign manufacturer. I am inferring 
there that the Bureau has stated there as a fact in that statement that 
it could have saved the United States a large amount of money. 

Mr. Knox. In your opinion can you make a purchase and not know 
where the equipment is coming from ? 

Mr. Doucuerty. No, sir; not handily. 

Mr. Knox. Isn’t the statement here in reference as such ? 

Mr. Doucnertry. I beg your pardon? 
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Mr. Knox. I say, is not the statement here in reference as such, that 
they have made the purchase but still don’t know where the equipment 
is coming from ? 

Mr. Dovcuerty. That was not the intent of the statement, Congress- 
man Knox. The intent was to say that I believe, at least, that the 
Bureau said that they stated as a fact, they implied, they could have 
saved the United States $1,114,000. But now it seems that this par- 
ticular item is coming from a foreign manufacturer. But at that 
date we were told it had not been delivered. I don’t know whether 
there had been a purchase order issued on it or not. 

Mr. Harpy. I think if you will permit, the key question insofar as 
this exhibit is concerned is, according to the Bureau of Public Roads 
a purchase had been made in March. Their statement does not indi- 
cate that delivery date, I believe. So I think we are talking Tweedle- 
dum and Tweedledee now. 

Mr. Knox. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Suppose we get back to your statement, Mr. Dougherty. 

Mr. Doveuerry. It is noted under footnotes A the Bureau of Public 
Roads admits they do not have prices available on over $1,400,000 
worth of proposed items, yet under the same footnotes state as a fact 
they could have purchased the equipment at a savings in excess of 

$1 million below our costs. Even if the Bureau of Public Roads could 
have performed. and we claim experience shows they could not have, 
there certainly should be considered the length of time required by the 
agency, hence overhead of Government top project personnel, engi- 
neers, inspectors, and in this case the Baker Co., and general over- 
head. Not in this statement, but I would like to add that we looked 
at the entirety of the statements as being consistent with the contract 
that we had to perform. 

Now, back to this reading. 

We earnestly invite the Bureau to show us how they could have 
even hoped to procure machinery to perform the tasks of this project 
with any semblance of interchangeability and use as an example 
their Laos records of poor overall performance, and that record 
is part of the exhibit. 

Mr. Reppan. What is poor about the performance in your opinion, 
Mr. Dougherty ? 

Mr. Dovucurrry. Evidence presented to the committee by the Bu- 
reau of Public Roads during hearings 

Mr. Harpy. Now, that is in your discussion of exhibit C. For the 
sake of continuity, maybe we had better hold that question. 

Mr. Reppan. Do you cover that at a later date ? 

Mr. Dovenerty. It amounts to time involved and-—— 

Mr. Harpy. Well, if you are going to cover it in your later state- 
ment, why don’t we just wait till we wet to that? 

Mr. Dovererry. Further, we invite attention to the drawn-out 
process of Government procurement of parts, materials, and supplies 
and its resulting in waiting for weeks and months in the field while 
progress lags and expenses mount. All of this while hundreds of 
capable, sound, American business firms stand ready to properly 
perform. 

Strike out the next three paragraphs. 
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In reference to the portion of machinery that was sold to the Gov- 
ernment by us, it should be pointed out that we did not receive 65 
percent of replacement cost and 70 percent of replacement cost as 
stated in the agreement. This was brought about by our proposal and 
agreement with ICA being based on a percentage of replacement cost. 

At the time of the final billing, price advances that had taken place 
were not allowed and the agreement was back dated to exclude these 
advances. Asa result we realized only 57 percent of replacement cost 
for the Euclid equipment and 64 percent for the D-8 Caterpillar 
equipment and 58 percent for the No. 12 motor graders. 

Mr. Harpy. Now, what do you base those percentages on ? 

Mr. Dovucuertry. On this—let’s call it suggested price list that is 
published by the manufacturers. 

Mr. Harpy. Do you have such a price list ? 

Mr. Doveuerty. Not with me. 

Mr. Harpy. Do you have it in your file ? 

Mr. Dovenerty. I could get them, yes. 

Mr. Harpy. Where can you get it from ? 

Mr. Dovueuerry. I believe any Caterpillar dealer or any Euclid 
dealer. 

Mr. Knox. I may say that all dealers that have the equipment have 
the suggested price list. 

Mr. Doucuerty. Yes. 


Mr. Harpy. Well, now, let’s talk about two things at the same time. 
Let’s talk about list prices and replacement cost. Is there any dis- 
tinction between list price and replacement cost ? 

Mr. DoucHerty. It would be a hard line to draw. It would depend 
on trade-in values, if you were trading it in, or it would go back to 
what we were talking about before—how much discount you might 
or might not get from the list price. This was based on the price 
that the contractor would presumably pay. 

Mr. Harpy. Did you discuss that with ICA—the question as to 
whether the base prices, replacement prices, were proper ? 

Mr. Dovenerty. I don’t recall any discussions. In our proposal 
we had set it out as replacement cost, and I believe the language was 
based on list prices. 

Mr. Harpy. Well, now, you said here just a moment ago that you 
did not receive the 65 percent of replacement cost and the 70 percent of 
replacement cost as stated in the agreement. Yousaid: 


This was brought about by our proposal and agreement with ICA being based 
on a percentage of replacement cost. 


Then you say: 

At the time of the final billing, price advances that had taken place were not 
allowed and the agreement was back dated to exclude these advances. 

How was that determined ? 

Mr. DoucueErry. I believe the date on the purchase order was dated 
as August 1, and that was the date that precluded the recent price 
advances. 

Mr. Harpy. Did ICA order that to be done? 

Mr. DoucHerry. Yes, sir. 

Mr. Harpy. You didn’t voluntarily do that? 


Mr. Dovucuerty. No, sir. In fact, I argued about it for a half 
hour. 


————— 
cee 
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Mr. Harpy. What was that? 

Mr. Dovcuerty. I said, in fact, I argued about it for a half hour or 
three-quarters. 

Mr. Harpy. Whom did you argue with? 

Mr. Doveuerty. Mr. Potter from 815 Connecticut and Mrs. ———. 

Mr. Reppan. Wiznia? 

Mr. DovGuerty. Mrs. Wiznia. 

Mr. Harpy. Mr. Potter? 

Mr. DovucHerty. Yes. 

Mr. Harpy. What kind of support did you give for your argument / 
Did you have anything in writing ? 

Mr. Douenerry. Yes,sir. We had the price lists from the factories 
or factory representatives at the date the purchases were made or 
finalized. 

Mr. Harpy. And they wouldn’t permit the then prices to be used as 
a basis ? 

Mr. Dovucuerry. That’s right. 

Mr. Harpy. But they did permit the use of the list prices as of 
August 1? ; 

Mr. Dovenerty. That’s right. 

Mr. Harpy. And they were the list prices that you had? Did 
you furnish those list prices to ICA to support your invoice? 

Mr. Dovuauerty. Yes, sir; they required that. 

Mr. Harpy. Did you furnish authenticated prices? Were these 
prices that were authenticated by the manufacturer or by dealers? 

Mr. Dovucuerry. Yes, sir. 

Mr. Harpy. Thank you. 

Well, let’s go ahead. We’re going to have to come back to that a 
little bit later, but I think probably we had better get these two state- 
ments out of the way. 

Mr. Doveuerty. That’s all from that page. 

Mr. Harpy. Allright; thank you. 

Now, shall we go to the comments on exhibit C ? 

Mr. Knox. Mr. Dougherty, Mrs. Wiznia? 

Mr. Dovucuerry. I don’t know the spelling of the Wiznia name. 

Mr. Harpy. She testified at the previous hearing. 

Mr. Doueuerry. Yes. 

Mr. Knox. I understood you to state that you had argued for 
some one-half or three-quarters of an hour with the lady relative to 
the price of thisequipment. Is that correct? 

Mr. Doveuerty. Yes, sir. 

Mr. Knox. At any time while you were negotiating for a revision 
of the prices did Mrs. Wiznia produce any files or documents that 
would show that she had made contact with manufacturers or dealers 
that would justify the position which she took ? 

Mr. Dovcuerty. No; I don’t recall anything being presented to 
me that 

Mr. Knox. What did she use as the basis for not agreeing with your 
figures for the purchase of the equipment ? 

Mr. Doveuerty. Well, she was aware of price advances and used 
that as a basis that they would not be allowed. The recent price 
advances. There had been a general price advance in almost all of 
the industry at the time, I believe, or various percentages. 
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Mr. Knox. She did not produce any documents to show you the 
price advances or costs at that particular time? 

Mr. Doucuerty. Not tome; nosir. 

Mr. Knox. It’s apparent from her testimony that she had no 
documents, that there had never been a communication from ICA 
to a manufacturer or to a dealer in an attempt to get authentic figures 
from the dealer or the manufacturer relative to cost. 

And the reason why I asked the question was I wanted to deter- 
mine as to whether or not any had been shown to you. 

Mr. Dovuguerrry. No,sir. None had been shown to me. 

Mr. Knox. Did she use any notes in your discussions? 

Mr. Doveuerry. Not that I recall. She had many papers on her 
desk. 

Mr. Knox. Referring to them occasionally ? 

Mr. Doveurrry. I don’t recall her having referred to the papers 
on the desk. However, it would have been possible that she did, of 
course. 

Mr. Kwox. And if she did not refer to the documents that were on 
her desk, it was purely, then, from her great ability to remember all 
of this important data relative to costs and soon? Is that true? 

Mr. Dovuguerry. That’s true unless she took the dates off of the 
vouchers that we had from the manufacturers. 

Mr. Knox. You did produce vouchers from the manufacturers? 

Mr. Dovucuerry. Yes, sir. 

Mr. Knox. That was in the form of offers to sell and furnish the 
equipment ? 

Mr. Dovucuerry. No, sir. Just letters or wires showing the list 
price, suggested list price, that we have been speaking of. 

Mr. Knox. But no offers? 

Mr. Dovauerry. No, sir. 

Mr. Knox. That’s all, Mr. Chairman. 

Mr. Harpy. Thank you. 

Now let’s come back to our exhibit C discussion. And I take it this, 
wlso, Mr. Dougherty, would respond to the question which Mr. Reddan 
raised in connection with your comments about poor overall per- 
formance by Bureau of Public Roads on their procurement for Laos? 
Is that right? 

Mr. Doveuertry. That’s right, sir. 

Mr. Harpy. Your comments here will respond to his question / 

Mr, Doveuerty. That’s right, sir. 

Mr. Harpy. Go right ahead then, Mr. Dougherty. 

Mr. Dovenerty. Comments including Bureau of Public Roads 
exhibit C: 

Evidence presented to the committee by the Bureau of Public 
Roads during hearings week ending March 29, 1958, is partially 
analyzed from their exhibit C. Please note that on page 3 of the 
prepared statement the following language appears 

Mr. Reppan. What prepared statement is that you are referring to? 

Mr. Dovenerry. By Mr. Royster that was included with this 
exhibit. 





In requesting the Bureau to undertake this Laos assignment, ICA requested 
prompt action and special handling by the Bureau because of the urgent and 
critical nature of the Laos highway program. 
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Funds were issued by PIO/C No. 60031 and received by Bureau of 
Public Roads March 1, 1956, 

It is found that even in the face of admitted urgency and to come 
up with a scrambled mess of brands without consideration to work- 
ability or maintenance costs the Bureau of Public Roads took— 

From 1 to 314 months to even request bids; 

From 114 to 9 months to get small machines even aboard ship, 
United States of America, and months more were necessary be- 
fore project availability. 

The time elapsed between actual receipt of the request and funds 
was a loss of time up to 9 months before the order was aboard ship, 
United States of America, instead of the 2 weeks mentioned during 
hearings. 

Further notice the mixup of International Harvester, Gallion, Allis 
Chalmers, Winpower, Jaeger, Garwood, and Le Tourneau which could 
have been planned uniform interchangeable types, these in heavier 
items. Trucks by Ford, Diamond T and Fargo might well have been 
by one manufacturer. The same condition exists with crushers, pav- 
ing breakers, wagon drills, and rock bits. 

In the same time Bureau of Public Roads spent getting a mixed-up 
and in some cases off-brand, small group of machines to dock site 
United States of America, we had procured and moved many times the 
Bureau of Public Roads amount to the other side of the world, sent 
personnel, gained favorable comments for the United States of Amer- 
ica from a former hostile press, and performed several millions tons of 
work. 

During these hearings we know of no questions that have been asked 
indicating that the committee did not find our men doing a commend- 
able job of building the project and know of no inference made that 
would otherwise indicate. 

We are pleased if our people’s efforts are satisfactory because a 
great. deal of relentless physical and mental drive has gone into this 

task by many persons. We believe that our construction efforts have 
been successful. Comments follow. 

Mr. Chairman, these are comments by persons other than ourselves. 

New Delhi, India, Press, April 10,1957: 

The Cambodians have been amazed at what the Americans have achieved in 
the 6 months they have been at work. Even the French have raised sophisticated 
eyebrows. “They work like buffaloes,” a gray-haired Frenchman who himself 
helps to build the port of Kompong Som told me. “Ten hours a day, even during 
the hottest season in this tropical summer, and often having Innch on the site.” 

Mr. Harpy. These are all press statements ? 

Mr. Dovenrrry. This is the only press statement. The others are 
by the Government officials of USOM or Cambodia. 

Mr. Harpy. I think, certainly, the committee doesn’t mind your 
bragging a little bit. 

Mr. Dovenertry. We need to do that; yes, sir. 

Mr. Harpy. I think we might just insert these instead of reading 
them. 

(The statements referred to follow :) 

(B) His Excellency, Nong Kimny, Ambassador of Cambodia (to United 


States), September 3, 1957: “May I congratulate you for the pictures and par- 
ticularly for the work done with such a high sense of dedication and enthusiasm.” 
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(C) Chhat Phlek, Cambodia principal engineer, January 2, 1958: “It is a 
pleasure for me to point out the fact that, thanks to your work and efforts and 
constant labor on the part of your company, the results obtained during the past 
year are very satisfactory. Therefore, it is with pleasure that I take this oppor- 
tunity to offer you and likewise your personnel my warmest congratulations.” 

(D) Colonel Cohen, USOM inspection report, April 4, 1958: “The former and 
present Premier of Cambodia traveled the job on March 30, 1958, accompanied 
by the Governor of Kompong Som. They visited with the Dougherty super- 
intendents of western division. The Governor reported that they considered 
the progress formidable.” 


(E) G. W. Salling, USOM inspection report, March 27, 1958: “In the past 
2 months the A. L. Dougherty organization has made great headway by organizing 
and planning the bridge and earth-moving operations in order to continue partial 
work during the rainy season. It appears that everyone in Dougherty’s is coop- 
erating in order to get this job completed by March 1959. All operations in the 
Kompong Som and Viel Rinh area are now on double-shift operations.” 

Mr. Harpy. That goes down through E. What is F? Is that 
a quotation also ? 

Mr. Dovucuerry. Yes, sir. That is the Baker Engineering Co.’s 
letter. 

Mr. Harpy. Well, tell me what F is, because it is not identified 
on here. 

Mr. Doucuerty. Baker Co.’s project manager. Letter written to 
our company. 

Mr. Harpy. Now, have you got that whole letter with you ? 

Mr. Dovenerty. Yes, sir. 

Mr. Stepanovicu. Have you got it here? 

Mr. Dovucuerry. It is in the file. 

Mr. Stepanovicu. Why don’t we just introduce that ? 

Mr. Dovenerty. This isa direct quote of it. 

Mr. Harpy. If you have it, I think I would rather have the whole 
letter than to have this excerpt, if :t isn’t too long. 

Mr. Dovucuerry. I believe that is the entire letter, Mr. Chairman, 
except the 

Mr. Harpy. You can’t find it? 

Mr. Doveurrry. No,sir. Wecan provide it to you though. 

Mr. Harpy. Well, if you will. Just furnish it and we'll put it in 
the record. 

Mr. Dovcuerry. I believe it is important that we bring this out in 
view of testimony by another gentleman. 

Mr. Harpy. Well, go ahead and read it if you want to and let us 
dispose of it. 

Paragraph (F) is an excerpt from a letter written by Michael 
Baker, Jr., Inc., to whom ? 

Mr. Dovucuerty. To A. L. Dougherty Overseas, Cambodia, and 
it was written by their project manager, Mr. John McCormack. 

Mr. Harpy. Allright. Go ahead and read it then. 
Mr. Reppan. Do you know the date of that letter? Approximate 
date 4 

Mr. Dovucuerry. January—the last week of February or first. of 
March of this year. 

Mr. Harpy. Thank you. Go ahead and read it then. 

Mr. Dovucuerty (reading) : 





We are in complete agreement with you as to the allocation of equipment. 
Also our observations have been that the equipment as is being worked is op- 
erating efficiently, and at or near capacity. 
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We are pleased indeed that our observations of the work bears out your state- 
ment that every effort is being made on your company’s part to complete the 
most critical sections in the least possible time. 


I take this opportunity to express our satisfaction with the manner in which 
your personnel is cooperating with us, as the engineers, through the project, 
and we have no doubt that such cooperation will continue. 

We are pleased that all phases of the work show such excellent progress, in 
spite of the handicap of some equipment shortage. 

It was signed by Mr. John McCormack. We will give that to you. 

Mr. Harpy. All right. Fine. 

Now, go ahead and let’s conclude this section on exhibit C. 

Mr. Dovucuerry. Considered in view of economy of an operation 
the cost to stock parts, material, and supplies for such a conglomera- 
tion would be prohibitive, and without proper parts, materials, and 
supplies any project is bound to result in failure. 

And then there is a list of the comparison data as shown to us by 
Bureau of Public Roads on the last page of that. 

Mr. Harpy. What is that? This is a list given you by Bureau of 
Public Roads with respect to their procurement for the Laos contract ? 

Mr. Doucuerry. Laos or other places, but they told us that that’s 
what they based the estimate on and then stated as a fact they could 
have made this savings. 

Mr. Reppan. I’m not sure I understand what you’re talking about 
there, Mr. Dougherty. What is this last page again ? 

Mr. DoucHerty. That is a record of the files that the Bureau of 


Public Roads office carried up to the desk where we were working 
of purchases they had made for other projects. 
Mr. Reppan. This is information which comes from the Bureau 


of Public Roads’ files? Is that it? 

Mr. Doucuertry. That’s right. 

Mr. Reppan. Does it appear in this form in the files at any place? 

Mr. Doucuerty. No, no. It’s taken from—each one is a separate 
file. It includes their invitations to bid, their bids and all the bids 
they received. But these are the companies that the purchase orders 
were issued to. 

Mr. Knox. Mr. Dougherty, did you request additional information 
in an endeavor to show the date that the equipment arrived on the 
actual project? 

Mr. Dovucuerty. Yes, sir. They said they had no record of it. At 
least it wasn’t made available to us. We also requested additional in- 
formation in answer to the chairman’s statement that it should have 
been in sooner, which I agree with. We had not received the answer 
back from the Bureau, and therefore prepared this without it. 

Mr. Harpy. Do you have anything further ? 

Mr. Knox. Well, Mr. Dougherty, you did make the request that you 
desired to be informed as to the actual date that the equipment arrived 
on the project and the Bureau of Public Roads informed you that they 
did not have that actual date of the arrival of the equipment on the 
project ? 

Mr. Doucuerry. I don’t believe I would state that we made the re- 
quest. In conversation I asked when did it eventually arrive on the 
project, but we had no information that told us that. 

Mr. Knox. Did the Bureau of Public Roads inform you they did 
not have the information ? 
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Mr. Dovenrrtry. No; I don’t believe they said they didn’t have it. 
At least they didn’t make it available. 

Mr. Knox. Did you press for it? 

Mr. Dovucuerrry. I brought it in in conversation at least 2 or 3 times. 
I was interested in knowing it. It made some difference so far as our 
comparison was concerned. 

Mr. Harpy. Mr. Dougherty, with respect to the tabulation on the 
last page of your statement that I have before me, I’m not sure that I 
understand the import of it. We haven’t read it into the record, and 
I think we ought to know what it is supposed to be and what it pur- 
ports to show before we include this kind of a tabulation. 

Mr. Doveuerry. Well, we considered it important from the time 
elements, and because we had contractual obligations to make insofar 
as time limits were concerned. 

Mr. Harpy. Well, is there any variation in the delivery dates as 
shown on this sheet from those shown on exhibit C, which were sub- 
mitted by the Bureau of Public Roads? 

Mr. Dovenertry. No, sir. Of the items that were used from ex- 
hibit C, these should be the same. 

Mr. Harpy. But your point is it took them a long time to get this 
work done? 

Mr. Dovenerty. That’s right, sir, and compared to the time limit 
that we had which we considered as of utmost importance because of 
the time limit in the contract, we couldn’t have spent the same amount 
of time on procurement. 

Mr. Harpy. Well, I see no reason for not inserting these along 
with the rest of his statement. But I do want it identified to indicate 
that this is a tabulation of certain items selected from exhibit C, or, if 
not selected from it, these items appear on exhibit C, I presume, don’t 
they ? 

Mr. Dovenrrty. Some do, and I believe some do not, Mr. Chairman. 
(The tabulation referred to follows :) 


Tabulation by A. L. Dougherty of selected items from Bureau of Public Roads, 
exhibit C (p. 361) 





ee i 
Purchase | Indicated |Actual United} United | Actual 





Bids requested, low or awarded to orders delivery | States sailing | States time | date on 
issued | dates daies | required project 
spicpitctinicl otitis agai See ere aera — 
} | Days | Days | 
International Harvester (tractors) | June 28, 1956 | 30-60 | Oct. 10, 1956 | 105 Not 
Apr. 13, 1956__- shown 
Allis-Chalmers (tractors) Apr. 13, .do | 45 | Sept. 29, 1956 | 94 , Do 
1956. | 
Generators (Winpower) May 23, | June 29, 1956 | 120 | Dec. 5, 1956 | 160 Do 
1956. | } } 
Motor graders (Gallion) Mar. 23, | Apr. 26, 1956 | 60 | June 23, 1956 | 59 | Do 
1956. 
Crushing plants (Gruendler) June 15, | June 29, 1956 | 45-60 Dec. 5, 1956 160 | Do 
1956. | | | | 
Shovel crawler (Garwood) May 4, | June 26, 1956 | 60 Sept. 9, 1956 76 Do 
1956. 
Serapers (7 cubic yards) (Le Tour- | Mar. 30, 1956 30-45 | June 13, 1956 66; Do 


neau) Feb. 20, 1956. 








Mr. Reppan. Well, Mr. Dougherty, what was the basis of your 
selection here? You have seven items there. Why did you select 
these seven ? 
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Mr. DouGuertry. To show the amount of time that was required to 
get the machinery aboard ship. 

Mr. Reppan. How many did you look at before you made your 
selection of these seven? Are ben the worst cases you found, or 
how did you select these seven ? 

Mr. Dovenerry. In some cases they are the best cases we found. 
But we—— 

Mr. Reppan. Well, now, let’s get down on that one. Which are the 
best ones that you found ? 

Mr. Dovueuerty. I'd have to go back through the documents to find 
which are the best and which are the worst. Two of the worst are 
on the front page. Seven and one-half months for D-8 tractors. 

Mr. Reppan. I don’t see any Caterpillar tractors on here. 

Mr. Sreranovicu. It’s on the comments with reference to exhibit D. 

Mr. Reppan. Let’s just stick to this one thing. 

Mr. Dovuauertry. Excuse me. To finish answering your question, 
we went through every file that the Bureau of Public Roads made 
available to use and took the data as to who was low bidder, when 
were the bids requested, when was the purchase order written, and 
when was the machinery eventually delivered. And in the case of 
rock crushers on here we only took that 

Mr. Reppan. Do you have your notes with you, Mr. Dougherty, 
which you made at the time you went through the Bureau of Public 
Roads’ files? 

Mr. Doucuerty. Not here. I have them at the hotel, Mayflower 
hotel. I could get those notes at noontime. 

Mr. Reppan. Mr. Dougherty, your heading on this statement says 


“Comments Including the Bureau of Public Roads Exhibit C.” Now, 
as I understand your testimony, this last page does not necessarily 
have anything to do with exhibit C. Is that correct? 

Mr. Dovucuerry. Well, qs it has something to do with it because 


part of them are taken off of the documents of this purchase. 

Mr. Reppan. I see. Which ones were taken? 

Mr. Dovueuertry. The International Harvester tractors, the first 
item, were taken from that. 

Mr. Harpy. Allis Chalmers comes off the same one. 

Mr. Dovucuertry. Allis Chalmers, same one; yes, sir. 

Mr. Harpy. The generators come off of there. 

Mr. Douauerty. Generators are from there. 

Mr. Harpy. Motor graders come off there. 

Mr. Doucuertry. Motor graders. 

Mr. Harpy. Crushing plants also. They all come off there. 

Mr. Bray. Scrapers. 

Mr. Dovueuerry. Shovels. They’re all from there. 

Mr. Harpy. Well, I frankly don’t know what purpose it serves, but 
if you want to put it in it’s all right with me. 

Mr. Doucuertry. We don’t mean to show we could have bought it 
any cheaper than they did but we mean to show 

Mr. Harpy. I don’t know whether your record is going to show you 
could have bought it any faster either, but maybe it will. If that’s 
your purpose 

Mr. Dovcuertry. That was the purpose, yes. 
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Mr. Kwox. On the last page of your statement, Mr. Dougherty, 
undoubtedly, the tabulation is for a purpose. And the purpose, in my 
humble way ‘of thinking, would be that this gave the time required 
in order to produce the equipment. But it leaves some doubt as to 
whether the equipment was produced in that length of time and was 
delivered to the project. 

Now, you say, or you have said, that the Bureau of Public Roads 
had no information’on the date that this equipment arrived on the 
project. Is that correct? 

Mr. Doveurrry. At least they provided us with no information. 

Mr. Kwox. Did you make any attempt to go to ICA to determine 
as to when this equipment arrived on the project ? 

Mr. Dovueuerty. No, sir. 

Mr. Knox. Should you have? 

Mr. Doveuerty. I don’t think so. 

Mr. Knox. Well, now, Mr. Dougherty, I think if you’re going to 
submit a statement it should be as complete as you can get it, should 
it not ? 

Mr. Dovenerty. It should be, yes, sir. 

Mr. Knox. Yes. And I would believe that ICA would have the 
information relative to the date that the equipment arrived on the 
project. 

Mr. Dovenerry. I imagine they’d tell me it was none of my busi- 
ness because we don’t have that contract. 

Mr. Knox. Well, if you had made the attempt and they told you 
it was none of your business and you then informed this committee 
that they had told you it was none of your business, I think possibly 
the committee would 1 inquire into it. 

I think if you’re going to submit a statement of this kind to justify 
your own position that you should have made every effort to determine 
as to what the actual delivery date of the equipment on the project 
was. 

Mr. Doucuerty. I agree with you; yes, sir. I’m sorry if I didn’t 
complete it enough. I was trying to show that we had a specified time 
limit we had to meet and that here the Bureau had been asked under 
that quote—“in requesting the Bureau to understake this,” et cetera, 
“prompt action and special handling was required”—and I was trying 
to show that we surpassed them in speed in handling. 

Mr. Knox. Yes, I understand your objective as far as the committee 
is concerned, but I still believe that you were lax in giving the com- 
mittee the full information and when you did not inquire from ICA 
as to the delivery dates of this equipment which was bought for the 
Laos project. 

Mr. Doveuerty. I’m sorry it wasn’t completed, and I'll be glad to 
do whatever is desired. 

Mr. Knox. Mr. Chairman, I would request the staff to endeavor 
to determine the delivery dates of the equipment as stipulated on this 
statement of Mr. Dougherty’s. 

Mr. Harpy. Yes. The delivery date on that tabulation is just listed 
as “not shown” or “not known,” I believe. 

Mr. Knox. That’s right. 

Mr. Harpy. We will try to find out what those actually were. 

Mr. Reppan. Does that conclude your statement, Mr. Dougherty ? 

Mr. Dovucuerry. Yes, sir. 
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Mr. Reppan. Just one question with respect to the last page of your 
last statement. You refer there to the actual United States sailing 
dates. Does the sailing date have anything to do with the time in 
which the commodity was procured ? 

Mr. Dovucuerry. Well, presumably, if it would have been there 
sooner it could have caught an earlier sailing. 

Mr. Reppan. Did you have a lot of your equipment tied up on the 
docks—— 

Mr. Dovcuerry. Not very long. 

Mr. Reppan. Before sailing ? 

Mr. Doveurrty. No. 

Mr. Reppan. You were not held up in any sailing ? 

Mr. Dovcuerty. We had the sailing dates pegged and then at- 
tempted to fit in the purchases and subject to space available on the 
ship to get everything there that we could for that sailing date. 

Mr. Reppan. You say you weren’t held up by lack of bottoms or 
anything of that sort? 

Mr. Dovucuerry. Probably in cases, but not as a major item or not 
generally. 

Mr. Reppan. In other words, any delay that might have been occa- 
sioned in the delivery of the equipment was not due to lack of bottoms 
or lack of shipping facilities? Is that your testimony? 

Mr. Douauerry. In general, that’s right; yes, sir. 

Mr. Reppan. Do you recall the request for an extension that you 
made to ICA on your contract? Didn’t you state in there that you 
were held up by lack of American bottoms, that you couldn’t get your 
staff over to Cambodia and that’s one of the reasons you w: anted an 
extension ? 

Mr. Dovenerty. If we had been held to American bottoms, then we 
would have been held up to a great extent; yes. 

Mr. Reppan. Yes; but didn’t you tell ICA you needed an extension 
because you couldn’t ‘get the stuff off the docks ¢ 

Mr. Doucuerry. I would need to see the documents. I don’t 
remember that. 

Mr. Reppan. What’s that? 

Mr. Dovucuerty. I would need to see the documents. I don’t 
remember it. 

Mr. Reppan. I'll get that out for you during the noon recess. 

Tf it’s in there, I assume that that’s a true statement; is it not? 

Mr. Douguerrty. Yes, sir. 

Mr. Harpy. Now, Mr. Dougherty, we talked a while ago about the 
pricing of this used equipment to ICA. What effort did you make, 
if any, to determine what actual replacement cost to you would be on 
that equipment at that time? 

Mr. Dovucuertry. We just used the pricelist. 

Mr. Harpy. Just used the pricelist ? 

Mr. Doueuerty. Yes, sir. 

Mr. Harpy. Where did you get the pricelist ? 

Mr. Doveuerty. From the dealers or manufacturers. 

Mr. Harpy. You didn’t make any effort to determine whether there 
might be a variation in what the actual replacement cost was and the 
pricelist ? 
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Mr. Doucuerry. No. In our language we are accustomed to mean- 
ing list price when we say “replacement cost.” 

Mr. Harpy. W ell, they don’t necessarily mean the same thing, do 
they ¢ 

Mr. Dovauerry. No, might not mean the same thing. 

Mr. Harpy. Mr. Armstrong i is an employee of yours? 

Mr. Doucuerty. Yes, sir. 

Mr. Harpy. And what is his job? 

Mr. Doveuerty. He is office engineer. 

Mr. Harpy. Office engineer ? 

Mr. Dovcuerry. Yes, sir; he is a civil engineer. 

Mr. Harpy. Did he have a responsibility in connection with deter- 
mining the price of this used equipment ? 

Mr. Dovucurrry. He may have been one that requested these list 
prices. I don’t know who did that, Mr. Chairman. 

Mr. Harpy. Requested list prices? 

Mr. Dovucuertry. From the dealers or manufacturers. 

Mr. Harpy. Mr. Armstrong, come on up here. We're going to need 
a little information from you while we’re going. I don’t believe you 
have been sworn. 

Mr. Armstrong. No. 
(Whereupon, Mr. John Armstrong was duly sworn as a witness by 
Mr. Hardy.) 






















TESTIMONY OF JOHN ARMSTRONG, OFFICE ENGINEER, 
A. L. DOUGHERTY OVERSEAS, INC. 








Mr. Harpy. Have a seat, sir. 

Mr. Armstrong, when representatives of the General Accounting 
Office were examining records in the Dougherty office in New Y ork, 
I believe they had some conversations with you. 

Mr. Armstrone. Mr. Sullivan had conversation with me about 15 
minutes, I’d say. 

Mr. Haroy. Did he ask you to make available to him all of the 
records of the Dougherty office in connection with the pricing of this 
equipment ? 

Mr. Armstrone. I don’t recall that he did. I'd like to just say this, 
Mr. Chairman: That for the period that those accountants were in the 
New York office I was on another job. I was on a job in Spain and 
North Africa for a period of just about 6 months. So while they 
were actually stationed in the New York office making their audit, 
I came up from this other job on several occasions and tried to help 
them find things. 

Mr. Harpy. Well, didn’t representatives of the GAO come back 
and have some discussions with you after they made their original 
audit of the records ? 

Mr. Armstronec. Mr. Sullivan appeared one evening and spoke to 
me about 15 minutes between 4:30 and 5. 

Mr. Harpy. I have before me a communication from the New York 
office of the General Accounting Office setting forth certain questions 
that were asked of you and your replies. I would like to have you 
verify the accuracy of these replies or, if they are not accurate, advise 
the committee in what areas they are not. 
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Question. Did you seriously consider bids made by firms other than the ones 
to whom the purchase orders were issued ? 
This had to do with the total overall procurement. 

This reply is attributed to you: 

To the best of our knowledge, all bids were considered. Barly in the procure- 
ment there may have been some criticism of the procurement. At the outset it 
was necessary to make a study of the equipment type before preparing the 
specifications. As a result they were not immediately available for submission 
to vendors. Some vendors did not submit timely proposals. Nevertheless, all 
bids received were considered before the awards were made. 

Do you recall that ? 

Mr. Armstrrone. That is a correct statement. We did consider 
every bid. 

Mr. Harpy. And that is an accurate reflection 

Mr. Armstrong. That’s right. 

Mr. Harpy (continuing). Of your answer to Mr. Sullivan? 

Mr. Armstrone. I can’t remember the exact words, but the meaning 
is there, yes. 

Mr. Harpy. Allright. Question No. 2: 


Were bids solicited for the types of equipment ultimately purchased from A. L. 
Dougherty & Co.? 





And this is given as your reply : 


No bids were solicited for the Euclid dumps and scrapers. The Caterpillar 
tractors and graders could have been purchased on the open market. Funding, 
however, was a consideration at the time. Sufficient funds were not available, 
and Mr. Dougherty was spending his own money to prevent a delay on the job 
since he had no authority to make commitments beyond the funds available. 
The Euclid and Caterpillar equipment were available in Mr. Dougherty’s own 
shop. Through arrangements with ICA, A. L. Dougherty Overseas, Inc., pur- 
chased the equipment from A. L. Dougherty Co. 

Now, I call your particular attention to the first part of that. Well, 
first of all, is that esentially an accurate reflection of your position? 

Mr. Armstronc. When I say it’s available, it was available in lim- 
ited quantities. I don’t recall whether I told that to him or not. But 
I circularized the market in early October and late September and 
actually purchased certain Caterpillar tractors and No. 12 motor 
graders at that time, new. 

Mr. Harpy. Was it a factual statement to say no bids were solicited 
for the Euclid dumps and scrapers? We're talking about 

Mr. ArmstrronG. There was none by myself,no. I think there is an 
important thing, Mr. Chairman. My job there—I started in August 
2, and my job was to assist in abstracting these bids. There were 
approximately—in the middle of August we had received approxi- 
mately $65 million in tenders, in value. We had a terrific response. 
And each of those bids required an extension. 

We extended them on these big cross-section sheets. Maybe Mr. 
Woods saw them in the office. They’re available there. And due to 
the limited time we didn’t formally place them on what we would 
normally call an abstract sheet where more detail would be entered 
on them and so forth but which takes a great deal of time, unfor- 
tunately. 

These bids, however, were put on these large cross-section sheets, and 
they were considered from the standpoint of price, specification, deliv- 
ery, and finally as to group. The importance of buying construction 
equipment, machinery —— 
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Mr. Harpy. That was the new equipment you were talking about ? 

Mr. Armstrone. I’m talking about the new equipment; yes, sir. 

Mr. Harpy. Now, actually, the items included in the list of used 
equipment were not on your original list for new equipment, were they ? 

Mr. Armsrrone. The original list was revised to show so many units 
of certain types of earth moving and various other types of equipment 
for this job, concrete mixers, pumps, and various he er things neces- 
sary for it. That list indicated that a certain amount would be pur- 
chased immediately and that the overall requirement would be pur- 
chased later when funds became available. 

That’s a very important part of your consideration here and is 
something that is causing a little misunderstanding I think. 

Mr. Harpy. W ell, now, when was that revised ? 

Mr. Armstronc. Mr. Dougherty revised it. He committed between 
$500,000 and $800,000 of his own money to do it before he had received 
the moneys for it. 

Mr. Harpy. I’m trying to get around now to this used equipment. 
When was that first included on your list of equipment to buy? 

Mr. Armstrong. I never saw i September 15th is when I 
saw it on any list, and it was on the list, incidentally, which the Bureau 
of Public Roads used for a comparison, which was a budget estimate 
list not an actual purchase list. 

Mr. Harpy. Then actually, the used equipment was not on the list 
at the time you issued invitations to bid on new equipment, as you 
outlined a moment ago, was it? 

Mr. Armsrrone. It wasn’t considered on the original purchase for 
immediate purchase due to the limitation of funds. If all funds had 
been available immediately at the start of that job—in other words, 
if our total equipment funds had been made available to us—we 
could have committed all that equipment. 

Mr. Harpy. But it wasn’t even on your list. 

Mr. Armsrrone. I don’t recall just exactly, Mr. Chairman, the 
quantities and types. It was considered under a type, I believe. I 
don’t know. I’d have to check the list to determine that accurately. 

Mr. Harpy. I think you will find that the items of used equip- 
ment which you procured were not on your original list at all but 
were on a supplemental list which was added the latter part of 
August. 

Mr. Armstrone. Could be. Could be. But I wouldn’t want to say. 
I don’t know. I don’t recall exactly. 

Mr. Harpy. So there never was any request that went out to the 
manufacturers for new bids on that equipment. I believe that’s 
right, isn’t it? 

Mr. Armstronc. Well, I'd have to check the file to see that, and 
I do know that we purchased model C Le Tourneau scrapers on the 
initial allotment of funds. They are a small scraper, 13 yards. 

Mr. Harpy. Well, now, Mr. Dougherty, actually you never did 
try to buy new equipment for the same purpose for which the used 
equipment was bought, did you? 

Mr. Dovanerry. No; there were no bids taken for that. 

Mr. Harpy. But you knew sometime prior to the time that it was 
actually added to the list that you were negotiating for it to be 
included, did you not? 
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Mr. Doucuerry. Beginning in August. 

Mr. Harpy. Well, it’s a little hard to tie all of this business to- 
gether. There seems to be a confusion of information. This reply 
attributed to you, Mr. Armstrong, says that no bids were solicited 
for Euclid dumps and scrapers. 

Mr. Armstrong. I didn’t solicit any. 

Mr. Harpy. You were the procurement officer, weren’t you? 

Mr. Armstrone. No; there is another thing that requires clari- 
fication. I was abstracting bids, the trucks at that time, the truck 
bids, the Euclid end-dump bids, and that was quite a chore in itself. 
There were two other fellows abstracting the Caterpillar 

Mr. Reppan. You say Euclid end-dump bids? 

Mr. Armstrona. End dump. We purchased three new end-dump 
Euclids. And also we purchased an International fleet of trucks. 
I was working on that stuff. There were quite a number there and 
quite a selection of bidders there to go through. And we had a 
purchasing agent who, unfortunately, died of smoke poisoning im- 
mediately after Labor Day, and as a means of keeping the thing 
going I was appointed as purchasing agent for a period of about 6 
or 8 weeks until we could obtain another man who is presently there, 
Mr. Vincent. 

Now, during the period prior to that I would not have had too much 
to do with soliciting of bids except that possibly concerning trucks. 
I recall that I tried to buy some sedans and station wagons, which 
we couldn’t buy at the time. We had to wait until the 1957 models 
came out. 

I would have no occasion to make a solicitation of manufacturers 
for those items. As a matter of fact, we were pretty well purchased 
right up to our moneys on power shovels, trucks, tractors, scrapers, 
and so forth, on the allied equipment to get an initial start on the 
job. 

Mr. Reppan. Excuse me, Mr. Armstrong. 

Mr. Dougherty, didn’t you advise ICA in August that you could 
not obtain these items which were later sold by your firm as used equip- 
ment to Cambodia ? 

Mr. Dovenerry. Yes, sir; I believe I advised them in that letter. 

Mr. Reppan. On what did you base your statements that you 
couldn’t obtain them ? 

Mr. Doveuertry. On the bids that we had in the office. 

Mr. Reppan. Did you solicit bids on that type of equipment ? 

Mr. Doucuerry. In the invitations to bid that were mailed out to 
vendors, we did not; no, sir. I think we had established that they 
were not available from the factory before 

Mr. Reppan. How did you establish that, sir? 

Mr. Doucuertry. Telephone calls, I would say. 

Mr. Reppan. Do you have any record of those telephone calls? Did 
you ever solicit bids from the Euclid division of General Motors? 

Mr. Dovucuertry. From the Euclid division itself? 

Mr. Reppan. That’s right. 

Mr. Dovucnuerry. I don’t believe so. I talked, myself, with the Gil- 
Boers Co. in Chicago. 

Mr. Harpy. Let’s pin this thing down. We were disturbed when 
we were not able to find in your files, Mr. Dougherty, evidence of 
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written solicitation by you. We did find it in Euclid’s files, and we 
have copies of correspondence from Euclid on some of these items. 
I’m not attempting to indicate what they are; frankly, I’m trying 
to find out what they are. But there was correspondence between 
your office, over the signature of Mr. Thornton, and the General Motors 
overseas operations with respect to Euclid scrapers and dumps. 
(The correspondence referred to follows :) 


GENERAL Morors Corp., 
Detroit, Mich., April 22, 1958. 
Hon. Porter Harpy, Jr.. 
Chairman, International Operations Subcommittee of the Committee on 
Government Operations, House Office Building, Washington, D. C. 
(Attention : John Reddan, Esq., counsel.) 


DEAR Mr. Harpy: In reply to your letter of April 16, I am enclosing herewith 
in duplicate photostatic copies of the correspondence between the Euclid Prod- 
ucts section of General Motors Overseas Operations and A. L. Dougherty Over- 
seas, Inc., concerning the two proposals submitted to the latter firm for the 
sale of Euclid construction equipment for use on the Cambodian highway con- 
struction project financed by the International Cooperation Administration. 

General Motors Overseas Operations, a division of General Motors Corp., 
handles export transactions of this type for the Euclid division. Neither of the 
proposals submitted to A. L. Dougherty Overseas, Inc., was accepted by that 
firm. 

Very truly yours, 
Henry M. Hocan, 
feneral Counsel. 


Evuciip DIVISION 
GENERAL MOTORS CORP. 


Interorganization letters only 
SEPTEMBER 10, 1956. 
To: C. T. Gallaher, GMCO., 
From: C. J. Shea, Euclid division. 
Subject: 91FD’s sold to Cambodia. 


DeaR CHARLIE: This will answer your letter of September 4, 1956, with re- 
gard to the purchase of the 3 model 91FD rear dumps by A. L. Dougherty Over- 
seas, Inc., for export to Cambodia. 

The three units have been sold by our domestic distributor, L. B. Smith, Inc., 
Syracuse, N. Y. 

We are enclosing herewith copies of the Euclid sales orders covering the three 
units involved. Please see that Ed Schmader receives these copies. 

Very truly yours, 
C. J. SHEA. 


SEPTEMBER 4, 1956. 
To: Mr. C. J. Shea, staff representative, Euclid division, Cleveland. 
From: ©. T. Gallaher, Euclid Products, New York. 
Subject: Cambodia highway proposal. 


Dear CLEM: We have recently learned from A. L. Dougherty Overseas, Inc., 
purchasing agent for ICA and the Cambodian Government, that they have 
placed an order for 3 model 91FD rear dumps with L. R. Smith, Inc., of Syracuse. 

We had previously offered 4 model 91FD’s to A. L. Dougherty Overseas, Inc., 
for the subject proposal at dealer net plus the export service fee which is in 
accordance with our usual policy when dealing with a Government agency. 

Will you please check on the shipment of these three units to insure that we 
receive the export service fees? 

Thank you. 

C. T. GALLAHER. 
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A. L. DoueHERTY OverRsEAS, INC., 


New York, N. Y., August 8, 1956. 
GENERAL MoToRS OVERSEAS OPERATIONS, 
New York, N. Y. 


GENTLEMEN: Your proposal for furnishing equipment for the highway con- 
struction program in Cambodia has been received and is being reviewed. In 
the event you are the low bidder meeting the specified requirement of your equip- 
ment group we will advise you during this coming week. 


We wish to express our appreciation for your prompt response to our invita- 
tion. 


Very truly yours, 
W. C. TuHornton, Vice President. 


JULY 25, 1956. 
A. L, DougHerty Overseas, INc., 
New York, N. Y. 
(Attention: Mr. W. C. Thornton, vice president. ) 


GENTLEMEN : In reference to the Cambodia highway construction project, we 
request the following equipment specifications: 

Item 15: Euclid or LeTourneau 12-cubic-yard, 2-wheel, motor scrapers or 
equals, on the scrapers. 

Item 15a: Hight in-dump rock bodies for above tractors in item No. 15. 

Item 64: End-dump Euclid, 15 ton, with rock body or equal. 

These specifications should be mailed to the following address: Euclid Prod- 
ucts, General Motors Overseas Operations, Division of General Motors Corp., 
1775 Broadway, New York, N. Y. 

We are attaching the specification request form noting the above item num- 
bers, as requested by your letter of July 19. 

Very truly yours, 
CHARLES T. GALLAHER, 
Sales Engineer, Euclid Products. 


JuLyY 30, 1956. 
Subject: Highway construction, Cambodia, requisitions Nos. 15 and 15-A. 
A. L, DovuaHerty Overseas, INC., 
New York, N. Y. 
(Attention : Mr. W. C. Thornton.) 

GENTLEMEN: We are offering our Euclid model S—7 scraper and rear dump 
with reference to the subject requisitions Nos. 15 and 15-A covering 12 rubber- 
tired motor scrapers and 8 rear-dump trailer units interchangeable with the 
scrapers. Our proposal which follows adhere to the outline for quotations as 
prescribed in your general conditions covering proposals: 


QUOTATION 


(a) Requisitions 15 and 15—A. 
(b) Items Nos. 1 and 2. 
(c) Complete description and specifications. 
Euclid model S-7 scraper : 
Struck measure: 7 cubic yards. 
Heaped at 3: 1 slope: 8 cubic yards. 
Heaped at 1: 1 slope: 9 cubic yards. 
Engine: 
GM model 4-71 diesel engine. 
Rated 143 horsepower, at 2,100 revolutions per minute. 
Maximum torque : 375 pounds-feet, at 1,600 revolutions per minute. 
Rated torque : 355 pounds-feet, at 2,100 revolutions per minute. 
Cooling system : Suitable for tropical operation. 
Tires: 
Drive : 21: 00 by 25—16-ply rock grip. 
Rear : 21: 00 by 25—16-ply rock grip. 
Steering : Full hydraulic type, full 90° swing. 
Airbrakes : Air-actuated service brakes. 
Transmission : Fuller 50-B—650 sliding gear. 
Clutch: Fifteen-inch diameter with air assist. 
Electrical system : Twenty-four-volt starting system with lights. 
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Euclid model S—7 rear-dump trailer: 
Struck measure: Eight cubic yards. 
Heaped at 3:1 slope: Nine cubic yards. 
Heaped at 1:1 slope: Eleven cubic yards. 
Body: Rock-type body with 2-inch flange channel sections between liners. 
Tires: Trailer, 21 : 00 by 25—16 ply. 


(d@) Quantity : 12 scrapers; 8 rear-dump trailers. 
(e) Unit price: 


a Ne ee $17, 526. 00 
Optional 21: 00 by 25—16-ply tires 







TTS TONG a NOR es a eee sens onghabtvaeeeaimacis 18, 436. 
Ustimated driveaway charges to New York--~~~-~-~-~.---__.-_...- 241. 00 










Total estimate f. a. s. New York unit price_____.._-__________. 718, 677. 80 









Rear-dump trailer_____- ised gn ap atenia dt iqucits edna aati tale ee Sees 6, 156. 
Seperate fod Bee ee ad 114. 00 
Gotisual 21:00 by 25—1G-piy tireé@iécesi caddie eae eid 455. 40 


















a as i, Es SIE asi sities act cence Daas epee aaah 6, 725. 40 
Hstimated fall charges to New Yorku con lusin i cledcc cd ccccke nis 202. 00 

















Total f. wa: New ‘York: whit orie’ 24 ows es el ee sk *6, 927. 


1The f. o. b. Cleveland part of the estimated f. a. s. price will be held firm for any 
acceptable order received within 30 days (we cannot quote a firm price beyond 30 days due 
to rapidly changing costs). The charges for driveaway or rail freight, Cleveland, Ohio, 
to New York, N. Y., shall be invoiced at actual. 

(f) Discount: Prices are net. 

(g) Extended total: 


et Oo | ee re * $224, 133. 60 
Bear-dump tratier: 8 white at $6,927.40... nn cca +55, 601. 60 
1 Estimated. 


(h) Export packing charge: Packing shall be in accordance with our standard 
export procedure for the equipment involved : 


Scrapers: 
ee en SOE RO 0 nn cece $547. 20 
12 lockup devices, at $45.60 per scraper 547. 20 





ci eins onset algo acheive atk etl ita edt asa . 40 







Rear-dump trailers: 8 ICA emblem sets, at $22.80 per set___._.___.____-_ 182. 40 
(i) Grand total: 
I ie i 5 cic ezaceiccmscmuc nde Le * $225, 228. 00 


Rear-dump trailers *55, 601. 60 



















1 Estimated. 





(j) Terms of payment: Payment shall be made upon submission of properly 
certified invoices or vouchers. 

(k) Delivery: 

Scrapers: 10, early September ; balance in October. 

Rear-dump trailers: 7, late August; 1, date for next production run is being 
revised. 

All of the above delivery quotations are subject to prior sale. 

(1) F.A.S8. port: New York, N. Y. 

(m) Shipping weights and cubes: 

Scraper: Approximate weight, 26,350 pounds; approximate cube, 1,433.3 
cubie feet. 

Rear-dump trailer: Approximate weight, 11,156 pounds; approximate cube, 
1,053.2 cubie feet. 

(n) Recommended spare-parts lists: Accurate, detailed spare-parts lists will 
be made from final inspection records of units assigned to the purchase order. 
Ten percent of the value per unit is recommended as a general basis for the spare- 
parts lists. 
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(o) Excise and sales taxes: We certify that there are no excise or sales taxes 
included in the quoted price. 

It is our standard commercial procedure to utilize the services of a driveaway 
company, since we have found this more economical and expedient than shipment 
by rail freight. 

We shall in no event be responsible for default or delays in delivery occasioned 
by any cause beyond our control, or caused by strikes or other labor trouble, 
shortage of labor or materials, riots, fires, public calamity, acts of any govern- 
ment or agency thereof, or transportation difficulties, whether any such cause 
of default or delay shall exist before, at the time, or after the order is received. 

Our standard warranty which shall apply is as follows: 

“The manufacturer warrants each new Euclid product or Euclid part manu- 
factured by it and sold hereunder, exclusive of tires, conveyor belts, engines 
of other than General Motors make, and accessories, all of which are or may 
be the subject of guaranties of the makers thereof, to be free from defects in 
material and workmanship under normal use and service, its obligation under 
this warranty being limited to making good at its factory, or at some other 
place designated by the manufacturer, any part, or parts thereof which shall 
within 90 days after delivery of said product or part to the original purchaser, 
be returned to it with transportation charges prepaid and which its examina- 
tion shall disclose to its satisfaction to have been thus defective; this warranty 
being expressly in lieu of all other warranties, expressed or implied, and all 
other obligations or liabilities on its part, and it neither assumes nor author- 
izes any other person to assume for it any other liabilities in connection with 
the sale of its products or parts. 

“This warranty shall not apply to any Euclid product or Euclid part which 
shall have been repaired or altered outside of the manufacturer’s factory or by 
other than authorized Euclid dealers in any way so as, in manufacturer's judg- 
ment, to affect the stability or reliability of such equipment; nor to any Euclid 
product or Euclid part which has been subject to misuse, negligence, or accident ; 
nor to Euclid products which have been loaded beyond the manufacturer’s rated 
load capacity. 

“The manufacturer’s warranty does not obligate it to bear the cost of labor in 
replacement of defective parts.” 

Our standard patent clause which shall apply is as follows: 

“Seller agrees that if any claim or action is brought against buyer for infringe- 
ment of any patent by the equipment order, seller shall defend it and pay all 
of the expenses incurred and recoveries and costs allowed therein, provided 
buyer promptly notifies seller of the claimed infringement and seller is permitted 
to control the defense thereof. The foregoing liability shall not apply where 
such claim or action is based upon equipment not of seller’s design or specification 
which is required or specified by the buyer.” 

On delivery of the units in Cambodia we will make arrangements to have 
them inspected by a competent service representative at 3 separate times; when 
the units are first put into operation, after 30 days of operation, and after 60 
to 90 days of operation. This service will be provided at no additional cost. 

We cannot accept item No. 1 “Contract,” the reference to prices in item No. 12, 
“Changes and/or extras,” and item No. 20 “Examination of records” of your 
general conditions covering purchase orders. 

We shall appreciate your consideration and hope to be favored with a firm 
order in the near future. 

Sincerely yours, 
O. D. RIEDEL. 


A. L. DoUGHERTY OVERSEAS, INC., 
New York, N. Y., July 19, 1956. 
Re Highway construction, Cambodia. 
Mr. CHARLES T. GALLAHER, 
General Motors Overseas Operations, New York. 

DEAR Sir: Please be advised that we have this date received instructions 
from ICA to the effect that specifications covering the proposed equipment to be 
purchased for the highway construction project in Cambodia are to be approved 
by a third party prior to procurement. 

In view of the fact that your proposal was submitted to this office prior to 
approval of specifications, we regret that we are obliged to disregard the 
proposal. 
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There is enclosed a copy of our standard form requesting specifications. Will 
you please follow the procedure as outlined therein and resubmit your proposal 
in accordance with the instructions, following receipt of specifications. 

We wish to thank you for your consideration in submitting the previously 
mentioned proposal and sincerely regret the inconvenience caused by its 
rejection. 

Very truly yours, 
W. C. THorNTON, Vice President. 


Requisition No. 64—Specifications 











Quantity 
Item Description 34) ae 
No. | 
| Total Sept. 1 
es ae a re eg ee eniae —r 
1 | 12- to 15-cubic yards rubber-tired, rear-dump truck; diesel power, tropical cooling | | 
system, quarry-type body, hinge-type oak planking; 142 to 1% inches between | 
liner, hydraulic lift on body, dual tires, rear, single, front, 13.00 x 24 or 25/24 ply; | | 
| front and rear axle spring mounted; hydraulic steering; clutch, manual with | 
air assist; frame side members I beam; transmission, model 5F-1220; unit com- | 
plete, and when assembled will be fully operative... .................-..---..-- | 4 | 4 
| | 
Requisitions Nos. 15 and 15-A—Specifications 
| | ee 
Item | Description i aaa Sistioele 
No. | | 
Total | Sept. 1 
—_—_——— br ie —_—____—_ — — —_ —— _ _ - —_ _ — 
1 | Rubber-tired motor scraper, 12- to 18-yard capacity (diesel power) (24:00 x 25) | 12 | 5 


24-ply rock grip; hydraulic or electric steering; air brakes; transmission-sliding | 
} gear-puller 5A-1120 or equal; 17-inch clutch; tropical cooling system; 24-volt | 
starting system with lights. | 

2 | Interchangeable trailer unit attachment, rear-dump rock body to use (24:00 x 25); 8 3 
tire capacity 14 to 18 cubic yards; unit complete, and w hen assembled will be | 

| fully operative. ane 





Mr. Harpy. Well 

Mr. ArmstronG. Does it indicate the capacity there or model number ? 

Mr. Harpy. Yes; they are different capacities. They are 7 to 9 
and 12 to 15, and you had 1 here that was 13 to 17, 

Mr. Armstronc. That was in connection with a bid put out for 
the Le Tourneau’s, which was purchased as Le Tourneau model C 
scrapers. They are a 13-cubic-yard-capacity wheel scraper. And we 
actually purchased, I think, 6 or 8 of those, of which I think 5 were 
in the initial purchase. 

Mr. Harpy. I’m trying to understand what these are and how they 
relate to this total procurement. 

Mr. Armstrrona. That—well, they would be in the category of the 
13-yard scraper of which we purchased 8 ultimately. 

Mr. Reppan. But here on July 30 

Mr. Armsrronc. That’s the original bid document, is July 30. 

Mr. Reppan. What I want to say is, here at July 30 you knew in 
your correspondence with Euclid that they had available dumps and 
scrapers of various capacities. 

Mr. Armsrronc. Oh, I should say yes, but what was the delivery on 
those ? 

Mr. Harpy. Here’s a delivery date on the 12 to 15 late October, 
subject to prior sale. 


Mr. Armstrrona. They were smaller capacity, I believe, weren’t they 2 | 








FOREIGN-AID CONSTRUCTION PROJECTS 559 


Mr. Armstrone. Well, of course, that’s a period of—at that time of 
what? Two and a half to three months. 

Mr. Harpy. Yes. 

Mr. Armstrong. We didn’t have that kind of time when we bought 
this stuff. 

Mr. Reppan. When did you deliver the used equipment ? 

Mr. Armstrong. Oh, boy. The used equipment—when Mr. Dough- 
erty obtained authority from the ICA to sell the used equipment to 
them, he immediately contacted his Albany and Chicago yards. That 
—— I believe, the first used equipment, went out in a matter 
of 2 or 3 days on a sailing of September 13, as I recall it, out of the 
a of New York. The great majority of the equipment went out of 

an Francisco on a vessel that was chartered to go directly into 
Kompong Som, the Arnold Maersk, in early October—first week in 
October. 

Mr. Reppan. That’s the same delivery date—— 

Mr. Armstrone. That ship—— 

Mr. Reppan. Wait a minute. How much different is that from the 
delivery date Euclid gave you for new equipment ? 

Mr. Armsrronc. We must remember one thing, Mr. Reddan, and 
that is when we go back to the July 1 or July 31 opening dates of 
these bids we were talking about the use of so much money which was 
available to purchase construction equipment. In our judgment we 
selected the equipment best able to start that job, and there was not 
enough money to buy that stuff at that time. That’s why I said before 
if all the funds were made available for this job for all our equip- 
ment requirements at the start of the job we could have solicited the 
entire bid that way, see. 

Mr. Harpy. It’s your testimony, then, that actually the problem was 
a lack of funds rather than a lack of availability at the time you were 
trying to procure? 

Mr. Armstrone. In answer to Mr. Reddan’s question, yes. The 
reason why 
Mr. Reppan. How about the answer to the chairman’s question ? 

Mr. ArmsTRONG. the stuff was shipped in October and not 
earlier, when General Motors’ bid said it could be delivered——was 
we were not permitted to commit beyond the funds made available 
to us. 

Mr. Harpy. Now, on the smallest scrapers, they said delivery 10 
early in September, balance in October. Wheel dump trailers late 
Aucust. 

Mr. Armstrone. We did not buy dump trailers. We bought Le 
Tourneau model C scrapers at that time. As I say, there was five 
of them bought at the initial purchase. 

Mr. Harpy. I’m a bit impressed by the fact there is correspondence 
here which we didn’t know about until we got it from Eculid that does 
indicate that scrapers, small ones, were available as early as August 
and the larger ones, 13 to 15 I believe it is, or 12 to 15, were available 
in October, new. 

Mr. Armstrone. But at that time, Mr. Chairman, we did purc!ase 
equipment in that category. As I say, we purchased the model C 
Le Tonrneau scrapers, wheel scrapers. That is a comparable equip- 
ment that 

24700—58—pt. 1——37 
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Mr. Harpy. Did you include any of this essentially same-purpose 
equipment in the used-equipment procurement ? 

Mr. Armstrone. I don’t understand the question, sir. 

Mr. Harpy. What I am trying to get at is in this used equipment—— 

Mr. Armstronc. I made no solicitation for the used equipment in 
the 18- to 23-yard classification, which is the scraper classification, 
nor the 13 to 17, which was the bottom dump capacity. We had con- 
sidered the use of rock body trailers behind the Le Tourneau scrapers 
as a hauling unit and we decided not to get them. 

Mr. Reppan. Do I understand your testimony now is to the effect 
that you didn’t buy these because the funding was not available ? 

Mr. Armstrona. Exactly. 

Mr. Reppan. And it was not because the equipment was not avail- 
able? Isthat right? 

Mr. Armsrrone. Any equipment you wanted to buy in the United 
States is available if you can afford to wait for the time. 

Mr. Reppan. Just answer the question simply. There must be a 
simple answer to it. I’m asking you whether or not you bought this 
used equipment because of a sanding problem rather than because of 
an availability problem. 

Mr. Armstrronc. No, no; I wouldn’t say that. 

Mr. Reppan. All right. Let’s get it straight, because that’s the way 
the record appears now. 

Mr. Armstrone. Well, the record should show that we could not 
commit ourselves for the purchase of that type of equipment as of 
the date of receipt of bids on July 31. We could not make a commit- 
ment for equipment. 

Mr. Reppan. Was it available? 

Mr. Armstrrone. It was available according to your statement in 
late October. I don’t know. I don’t recall it. 

Mr. Reppan. I’m asking you whether or not it was available. Did 
you find out whether or not it was available? 

Mr. Armstrone. Before we purchased the used equipment ? 

Mr. Reppan. Yes. 

Mr. Armsrrone. No; I made no check as to availability of any 
equipment at that time. 

Mr. Reppan. Did Mr. Dougherty discuss with you at any time the 
availability of this equipment ? 

Mr. Armstrone. I don’t recall it. He probably made his own 
investigation on that. He would have no reason to consult me on it. 

Mr. Reppan. Did you have anything to do with the purchase of 
the used equipment ? 

Mr. Armsrrone. I signed the purchase order. I made the pur- 
chase order up and I signed it. 

Mr. Reppan. Did you discuss with Mr. Dougherty the fact that 
there might be new equipment of the same type available? 

Mr. Armstrone. Not at that time, no. 

Mr. Reppan. Did you discuss it with him at any time? 





nm. 
2. 
of 


at 
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Mr. Armstrone. No, I didn’t. 

Mr. Reppan. Well, you say “not at that time.” It indicates there 
must be some other time when you did. 

Mr. Armstrong. No, not at any time I said. You must remember, 
Mr. Reddan, that the purchase order was made up as of October 1, 
as I recall it. The initial shipments of the used equipment started 
immediately via telephone as soon as ICA authorized the purchase, 
and that was, as I say—I think the first sailing was September 13 
out of the port of New York. 

Mr. Reppan. Mr. Dougherty, when you advised ICA that this 
equipment of the type that you sold used was not available, did you 
have reference to the availability of funds or the availability of the 


oe 
Mr. Dovaeuerty. Availability of equipment. 

Mr. Reppan. Is there any record in your office of any sort which 
would support your statement that you requested bids or you sought 
to determine the availability of new equipment of this type? 

Mr. Dovucuerty. Probably the only records that would be avail- 
able would be telephone charge calls. 

If I can explain for a couple minutes, maybe I can help clarify 
part of this. 

Mr. Harpy. I wish you would. 

Mr. Reppan. You see the difficulty, Mr. Dougherty. You knew 
that at least certain types of Euclid equipment were available and 
the committee is interested in knowing why you didn’t find out 
whether or not the other types were available before you sought to 
sell used equipment to Cambodia. 

(The subcommittee subsequently received from the General Motors 
Corp. pricelists indicating the availability of Euclid equipment in the 
summer and fall of 1956. The information, transmitted by letter 
dated May 7, 1958, to John Reddan, chief counsel of the subcommit- 
tee, from Mr. H. M. Hogan, general counsel, General Motors Corp., 
follows :) 


GENERAL Motors Corp., 
Detroit, Mich., May 7, 1958. 
Mr. JOHN REDDAN, 
Counsel, International Operations Subcommittee, Committee on Govern- 
ment Operations, House Office Building, Washington, D. 0. 

Dear Mr. ReppAN: I think the attached is the information that you wanted in 
regard to Euclid equipment. They are photostats of pages from the old price- 
lists. 

The 23TDT-21SH scraper listed on page 16 of the October 1, 1955, pricelist No. 
120 is a predecessor to the 28TDT-21SH scraper listed on page 16 of the 2 later 
pricelists. The 28TDT-21SH scraper was not offered even as a special unit at 
the time of the October 1, 1955, list. Its chief variation from the predecessor 
23TDT-21SH is a Cummins engine, rather than a GM 6-110 engine, as a power 
unit. 

Very truly yours, 
H. M. HoGan, General Counsel. 
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EUCLID EQUIPMENT 
EUCLID DIVISION, GENERAL MOTORS CORP., CLEVELAND, OHIO 
PRICELIST No. 120 
Effective Oct. 1, 1955; revised Feb. 1, 1956 
PRICES SUBJECT TO CHANGE WITHOUT NOTICE 


Euclid pricelist 
15.5 YARD SCRAPERS 


| 

Approximate) Price, f. 0. b., 
shipping Cleveland, 
weight, Ohio 


23TDT-21SH scraper: 
Scraper 


GM 6-110, 300-horsepower diesel engine, Allison transmission, 
semirigid drive axle, hydraulic steering, and neutral starting. 
Front tires: 14.00 x 24—16-ply rock-rib tread. 
Drive and scraper tires: 24.00 x 25—24-ply traction tread. 
28TDT-21SH scraper: 


Cummins NRT, 300-horsepower diesel engine, Allison transmis- 
sion, semirigid drive axle, hydraulic steering, and neutral starting. 
Front tires: 14.00 x 24—16-ply rock-rib tread. 
Drive and scraper tires: 24.00 x 25—24-ply traction tread. 
EE SI on nnndcecranccscnsccsscscngedenpgeoniplstainsankencn 
3-yard top extensions 
Cab, complete 
Canopy with windshield and 2 wipers. .............-.......--...--.-.-.- 
Windshield with wipers 
Cab heater, 12-volt 
No-spin differential 
Floodlights to illuminate scraper cutting edge 
DNS cabled. csi da teakh sunhieh a dnabbpueutiewahinndakichs aaaiddeinddonal eibedndp ton Zo 
Special equipment: Optional tires. 29.5 x 25—28-ply traction tread (4 tires) .. 1, 000 





13-YARD BOTTOM DUMPS 


-— 
77FDT-89W bottom dump: | 


Tractor 18, 700 | $18, 650 
Trailer 17, 600 9, 695 


36, 300 | 


GM 6-71, 218-horse power diesel engine, 5-speed transmission, 
semirigid drive axle, and manual steering. 
Front tires: 12.00 x 24—14-ply rock-rib tread. 
Drive and trailer tires: 24.00 x 25—18-ply traction tread. 
76F DT-89W bottom dump: 


Trailer me 7, 600 | 9, 695 


edb additiins ro etina eae nie aans pawage tarkinnuabaaowemay ease 
Cummins NH, 200-horsepower engine, 5-speed transmission, 
semirigid drive axle, and manual steering. 
Front tires: 12.00 x 24—14-ply rock-rib tread. 
Drive and trailer tires: 24.00 x 25—18-ply traction tread. 
Optionals and accessories-_.........--.-..- SASK URED aba stenanebeen 
76, 77F DT-89W bottom dumps: | 
IE it GRIN cncccenmacnacusccccidinaabensuenunsenensbawdha 
Ra on cena metipumitaGhbbicokanamnaannwinedeiwisics™ 
Camere With Wikaenield nd Wipers... .......60.-.60csss5scnsesnnen 
II IO NN a auicliin waeeeotore shiahwntvenabdiaae S eiibindiindadinsrbak | 
Cab heater, 12-volt : 
Speedometer 
Hydraulic steering | 
suka caradivneeancamiabin Mine eRe wee wena S nwadaunaenas | 
Pieri iiicanncchuedbishekiicektmbbenhh dined sane aaN ee baneheeaenmen | 
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EUCLID EQUIPMENT 
EUCLID DIVISION, GENERAL MOTORS CORP., CLEVELAND, OHTO 
PricEList No. 120 
Effective Oct. 1, 1955 
PRICES SUBJECT TO CHANGE WITHOUT NOTICE 


Euclid pricelist 
15.5-YARD SCRAPERS 


Approxi- 
mate Price, f. 0. b., 
shipping Cleveland, 
weight, Ohio 
pounds 


22TDT-21SH scraper: 
Tractor 25, 900 $26, 555 
Scraper 30, 400 13, 420 


56, 300 39, 975 


GM 6-110, 300-horsepower diesel engine, 10-speed transmission, 
semirigid drive axle, tnd hydraulic steering. 
Front tires: 14:00 x 24—16-ply rock-rib type. 
Drive and scraper tires: 24:00 x 25—24-ply traction type. 
23T DT-21SH scraper: 


GM 6-110, 300-horsepower diesel engine, Allison transmission, 
semirigid drive axle, and hydraulic steering. 
Front tires: 14:00 x 24—16-ply rock-rib type. 
Drive and scraper tires: 24:00 x 25—24-ply traction type. 
CORIRIIEED GE II oii cece ich dksndiccs de eeeseeskabebecwnn 
3-yard top extensions. _._.. scouts 
Cab, complete_-- - 
Canopy with windshield and 2 ‘wipers beacheeddoabinch hiactnieadieh tate 
Windshield with wipers 
Cab heater-- 
Speedometer (standard on 23TDT)_. 
No-spin differential 
Floodlight to illuminate scraper cutting edge 


29.5 x 25—28-ply traction-type tires per axle instead of standard 24:00 x 
25—24-ply (2 tires) 


77F DT-89W bottom ee 
PENG ccnvnnnac 
Trailer 


Total 
GM 6-71, 218 horsepow er diesel engine, , B-speed transmission, | semi- 
rigid drive axle, and manual steering. 
Front tires: 12:00 x 24—14-ply bus type. 
Drive and trailer tires: 24:00 x 25—18-ply traction type. 
Optionals and accessories 
24-yard top extensions.........-.------------ <iidhictpindinnabeitonsnais 
Cab, complete. ---- 
Cab with windshield and w ipe rs. 
Windshield and wipers 
Cab heater, 12-volt 
Speedometer 
Hydraulic steering 
No -spin differential 








| 
: 
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EUCLID EQUIPMENT 
EUCLID DIVISION, GENERAL MOTORS CORP., CLEVELAND, OHIO 
PrIcELIST No. 121 
Effective September 1, 1956 
PRICES SUBJECT TO CHANGE WITHOUT NOTICE 
Buclid pricelist 
15.5-YARD SCRAPERS 


j 


| 
Approximate) Price, f. 0. b., 





shipping | C leveland, 
| weight, | Ohio 
2 | pounds | 
r | | 
23T DT-218H scraper: | | 
Tractor.........-. ini ie 26, 500 | $31, 885 
eee eee sees : a 30, 400 | 14, 495 
WAM cc yaswseses ses ies ‘ scccieniieteltidoas | 56, 900 | 46, 380 
GM _ 6-110, 300-horsepower diesel engine, Allison transmission, 
semirigid drive axle, hydraulic steering, neutral starting, and speed- | | 
ometer. 
Front tires: 14.00 x 24—16-ply rock-rib tread. 
Drive and scraper tires: 24.00 x 25—24-ply traction tread. j | 
28T DT-21SH ae. | 
Tractor -- hood 25, 600 | 32, 805 
Seraper___- sees ‘ . : bind 30, 400 14, 495 
wtel....cis ‘ 56, 000 | 47, 300 
Cummins NRT, 300-horsepower diesel engine, Allison transmis- 
sion, semirigid drive axle, hydraulic steering, neutral starting, and 
speedometer. 
Front tires: 14.00 x 24—16-ply rock-rib tread. | 
Drive and scraper tires: 24.00 x 25—24-ply traction tread. | 
Optionals and accessories : Add | 
2 yard top extensions. - wal 150 145 
Cab, complete with 2 wipers._- ney a 1, 050 | 940 
Canopy with windshield and 2 wipe rs - i ? 1,090 | 510 
Windshield with wipers E | 210 
Cab heater, 12-volt_- ; 5 | 96 
Defroster fan, 12-volt 20 
No-spin differential_- : : 670 
Floodlight to illumin: ate scraper cutting edge. dak ce ser 26 
Boetieides: (2575. ....<...... Selauecchark a ahedec ial eink ; ms 77 


Special equipment: 
Optional tires: 29.5 x 25—28-ply combination tread (4 tires) - - 


eens 1, 000 | 1, 370 








| wa 


— | wt 


ee ee ee ee ee Se 


= 
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Euclid pricelist—Continued 
13-YARD BOTTOM DUMPS 





|Approximate! Price, f. o. b., 
shipping Cleveland, 
weight, Ohio 
pounds 
77FDT-89W bottom dump: 
IONE. .icvondaahaeedodsiaaealaee kon MIR 18, 700 $20, 145 
"ENE 00 onin chabeitretineialines tinea niatinncisn ei ni ith cig Ee ae 17, 600 10, 470 
Cilia) i. lal city tiie sentient A sali licaitias: citiiledeicta 36, 300 | 30, 615 
GM 6-71, 218-horsepower diesel engine, 5-speed transmission, semi- | 
rigid drive axle and manual steering. 
Front tires: 12.00 x 24—14-ply.! 
Drive and trailer tires: 24.00 x 25—18-ply traction tread. 
76F DT-89W bottom i 
Tractor ___- slosh itd aistinis adel hd CA ASR Becca we cule 19, 000 20, 355 
I a i cress es a I I es 17, 600 10, 470 
Total - 36, 600 30, 825 
Cummins NH, 200-horse powe re ngine, 5-speed transmission, ‘semi-_ 
rigid drive axle, and manual steering. | 
Front tires: 12.00 x 24—14- ply.! | 
Drive and trailer tires: 24.00 x are traction tread. 
Optionals and accessories- sighs ieitiicantdien al BME Dates cicichy Tek nce 
76, 77F DT-89W bottom ‘dumps: 
24-yard top extensions_-__-__.-.......--- sak cob ia eciaaetauaeacceinaaeaes ara 714 300 
Cab, complete, with 2 wipers ; chad Ghatak a keehteecdatie 1, 050 940 
Canopy with windshield and wipers. Cie tas Kink didi ee meee 1,090 510 
Windshield and wipers. - ES eT , 210 
Cab heater, 12-volt Ps as ane ak Eee eeae as aieatniee aoe te 96 
Defroster fan, IDOE inno cb dpidinitaes Salads dg ee hentia |-------------- 20 
Speedometer ss Sx the sericea deta i bial i se lee iomsaiesesascial etesen 150 51 
Hydraulic steering Li doihbe et hcion Shisel Racca E. ce Se eee 720 
No-spin differential sip i ae Al aa a 670 
a Sean Site bbe ee Roses tana bidedataatcaes 70 





1 Tread design of this size will be either rock-rib or bus type, depending on the manufacturer. Either 
tread is approved. 


Mr. Doucuerry. Yes, sir, I can understand that. The factory at 
first claimed that they had certain Euclid equipment, scrapers, avail- 
able, and those scrapers—and I expect on that record they are called 
1214- to 15-yard scrapers—are the same engines and the same horse, 
we call it, or tractor, that end-dump Euclids or bottom dumps would 
have. And we did attempt to purchase those at a later date than 
the information that you have there. 

In the meantime the factory had put a hold order on them due to 
transmission troubles that they were not satisfied with and refused 
shipment. 

t a time during the bidding, too, in our files there are statements 
that they can make immediate delivery, but then when we checked after 
the bids were tabulated the dealers were not able to deliver in the time 
required. I know that we have records in the files that state it was 
available. And my information on the availability of those machines 
at a time we decided to buy the new ones came from the L. B. Smith 
Co. They were people who were low bidders. 
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Mr. Harpy. You bought some equipment from L. B. Smith Co., 
didn’t you, Mr. Dougherty ? 

Mr. Douacuerty. Yes, sir. 

Mr. Armstrone. Bought three end-dump Euclid rock body trucks. 

Mr. Reppan. Did you buy those at a price under the list price? 

Mr. Doucuerty. Yes, sir. 

Mr. Reppan. How much of this used equipment that you sold to 
Cambodia have you replaced in your own organization ? 

Mr. Doucuerty. Replaced two 80-—D Northwest shovels. 

Mr. Reppan. They were on order at the time you sold the others 
toICA? 

Mr. Dovueuerty. Possibly. I’m not sure when the order was placed. 
Tractors we have only replaced one. 

Mr. Reppan. I’msorry. I can’t hear. 

Mr. DoucHerty. We have only replaced one tractor. 

Mr. Reppan. You replaced one D-8 tractor ? 

Mr. Doucuerty. That’s right. 

Mr. Reppan. How about Euclids? 

Mr. Dovucuerty. We replaced the Euclids but with a larger size. 
Ten of them. 

Mr. Reppan. Is that 

Mr. Doveuerry. I’m not testifying we replaced them as such, 
because that would depend upon the work as such. 

Mr. Reppan. Did you replace the scrapers and bottom dumps? 

Mr. Dovucuerty. Replaced bottom dumps. 

Mr. Reppan. You replaced bottom dumps? 

Mr. Doucuerty. We have purchased since then 10 bottom dumps. 

Mr. Harpy. How much discount did you get off list ? 

Mr. DoveuHerty. Didn’t get any. 

Mr. Harpy. Have you got something, Mr. Armstrong? 

Mr. Armstrong. Yes, sir, concerning discounts and discussion of 
list prices. Those prices are manufacturer’s recommended prices to 
their dealers, and we received as much as a 15-percent discount on 
certain Caterpillar stuff that we purchased initially. I believe we had 
about 15 percent on the International Harvesters, although, as I recall 
it, it wasn’t indicated as such, that is, but I believe it amounted to about 
15 percent. 

{r. Harpy. Now, Mr. Armstrong, as purchasing agent, you have 
been fooling with this stuff for a long time. It’s the exception rather 
than the rule when you pay list price for a piece of equipment of this 
kind, considering the size of your operation ? 

Mr. Armstrone. Well, like anything else, Mr. Chairman, if you 
need something and it’s in short demand, you must pay if you want 
it what the man is willing to sell it for. 

Mr. Harpy. I understand that, but I asked you a question. Isn’t 
it a fact that it’s exceptional when you pay the regular, the published 
list price for an item of equipment of this kind rather than the rule? 

Mr. Armstrone. Well, I would say that it would be exceptional in 
the case of this job were talking about. I believe that we received 
discounts in most cases. 

Mr. Harpy. I’m not at all surprised, but I’m saying as a matter 
of actual practice in your operation, the kind of an operation that 
you're conducting and the size of that operation, you don’t ordinarily 
go out and pay the retail published list price? 
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Mr. Armstrone. Not if you can avoid it, sir. 

Mr. Harpy. Of course you don’t. It’s only good business sense to 
try to get your best price down, and you do play one manufacturer 
against the other even if you don’t intend to buy the equipment, don’t 

ou? 

4 Mr. Armsrrone. I would like to leave one point, and I think it’s 
of value, for the information of this committee concerning various 
types of manufactured equipment. And that is this: It’s the usual 
practice of Government purchasing organizations to buy at the lowest 
possible price. In other words, they would make their purchase 
purely on the basis of price. That’s the easiest. The man is less 
likely to be criticized. And, in general, that’s the practice. 

However, it’s not the cheapest to the United States Government. 
There are a number of reasons why, sir. 

Mr. Harpy. Well, I think we all understand that, and Mr. Dough- 
erty has made his point pretty well, I think, in saying that stand- 
ardization is one item that’s always of considerable significance. 
Certainly there hasn’t been anything in the questioning by this com- 
mittee that has given any indication of a lack of realization of the 
desirability of standardization. 

Mr. Armsrrone. Right, sir. 

Mr. Harpy. But that is not the issue here. We’re trying to deter- 
mine what the practices are with respect to pricing. And you and 
I both know that any businessman that carries on the kind of opera- 
tion that Dougherty Co. carries on and purchases as much machinery 
as he purchases doesn’t pay list price for his equipment very often. 

Mr. Armstronc. Not 1f he can avoid it, no. 

Mr. Harpy. Of course he doesn’t. 

Anything further? 

Mr. Meaper. No. 

Mr. Dovenerry. Mr. Chairman 

Mr. Harpy. Yes, Mr. Dougherty ? 

Mr. Dovenerty. It isn’t my contention that we can buy machinery 
cheaper than the Bureau of Public Roads can buy it at first cost. 
It’s my contention we can save you money on the project. But I 
don’t mean to have inferred we could have bought the machinery for 
less dollars than the Bureau of Public Roads could have. 

Mr. Harpy. Well, I’m glad to get that clarification, because actually 
I think maybe some of your previous testimony might have led to 
that inference. 

Mr. Douenerry. I didn’t mean to infer that. 

Mr. Harpy. Mr. Armstrong? 

Mr. Armstrong. You asked a question before, I believe, concerning 
delivery times. You were trying to arrive at a time of delivery, an 
average time of delivery, of our equipment. Based upon the Bureau 
of Public Roads comparison and using each type of equipment that 
we shipped in the category that they compared, and using the initial 
item that went forward, the average time was 33 days from the date 
of the purchase order to the date of the ships sailing. That includes 
power shovels, tractors, and each item of equipment that was com- 
pared on the Bureau of Public Roads list. That is, the first item of 
equipment that went forward. It didn’t necessarily all go forward 
at the same time. It was, you know—would go forward maybe—— 
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Mr. Harpy. Average of 33 days? 
Mr. Armstrong. Yes, sir. 
Mr. Harpy. I think this is a good stopping place. Let the com- 
mittee stand adjourned to reconvene in this room at 2 o’clock this 
afternoon. 

(Whereupon, at 12:30 p. m., the subcommittee was recessed, to be 
reconvened at 2 p. m., this date.) 













































AFTERNOON SESSION 






Mr. Harpy. Let the subcommittee come to order. 
Let the record show the presence of Mrs. Kee and myself, constitut- 
ing a quorum under the committee rules. 
his is a continuation of a series of hearings begun some time ago 

by the subcommitee making inquiry into certain contracts of the In- 
ternational Cooperation Administration in southeast Asia. 

Mr. Reddan, you want to call Mr. Leo first. Mr. Leo, would you 
come up briefly ? 

Tontate previously been sworn, I believe. 








FURTHER TESTIMONY OF STEPHEN F. LEO, VICE PRESIDENT, 
SVERDRUP & PARCEL, INC. 


Mr. Leo. I have, sir. 

Mr. Harpy. Have a seat, Mr. Leo. 

Go ahead, Mr. Reddan. 

Mr. Reppan. I just want to show you some copies of cables and ask 
you if youcan identify them for the record. 

Mr. Leo. Cable dated April 23, signed by Grant, which is E. R. 
Grant, addressed to Mr. McGavock. 

Mr. Harpy. I believe it might be helpful if you would just read 
them into the record, and then we would not have to be worrying about 
copies. 

Mr. Leo. Very well,sir. [Reading:] 

Mr. McGavock. Leo has appeared before committee and must obtain informa- 
tion how and from whom you obtained ProAg attached your letter 715, August 
22, and Thermofax copies letters attached your letter 787, October 25. 

Signed “Grant.” 

Cable dated April 25, addressed to Mr. Grant, signed by McGavock, 
reading : 

Re cable letter 715 understand ICA, Washington, indicated to USOM-Thailand 
intention amending our northeast highway contract to include Bangkok-Saraburi 
highway. At request USOM-Thailand we prepared cost estimate contained in 
ProAg. Not sure but memory is that Larsen gave us copy ProAg to indicate 
first year financing plan end. Re let 787 Congressmen’s letters routed us from 
Embassy through USOM probably at direction of Ambassador for our informa- 


tion Congressmen’s reaction to inspection trip northeast highway. We made 
Thermofax copies furnished you. 


That concludes that. A further cable dated April 25 addressed to 
Grant signed “McGavock,” reading : 


Supplementing previous cable ProAg transmitted was, repeat was, unclassified 
public document at time received by me. 


Signed “McGavock.” 
These are copies which I believe I supplied. 
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Mr. Harpy. Thank you, Mr. Leo. 

I want briefly, before we get into some other aspect of the subject 
matter, to comment about the letters which were referred to. 

I had some conversations with Ambassador Bishop about these 
letters subsequent to our last hearing. The Ambassador tells me that 
it was improper for them to have been delivered anywhere from the 
Embassy. I note particularly that they do not relate specifically to 
the Northeast Highway. At least not allofthem. Some of them have 
mention of it. By and large they are personal letters of appreciation 
from Members of Congress to the Ambassador for his hospitality, and 
the Ambassador expressed considerable surprise that they should have 
gotten out of the Embassy. 

I mention that not with any purpose other than to show the Ambas- 
sador’s reaction to the knowledge that they had gotten out of the 
Embassy. They are innocuous letters as far as that is concerned. It 
is just a peculiar sort of development that is a little bit surprising 
to us. 

Mr. Leo. Mr. Chairman, I was unaware of the content of the let- 
ters, point 1, I think as I indicated; and, point 2, it is my understand- 
ing from the cables that we have received here that they were sup- 
plied rather than solicited. 

Mr. Harpy. It would sound so from the way the cables read. So, 
Mr. Price, I am going to ask you to make a little scrutiny of that situ- 
ation from the standpoint of the Embassy. The Ambassador specifi- 
cally told me that it was not proper for these letters to have been re- 
leased, and it raises some additional questions to some which I al- 
ready had about the competence and the desirability of maintaining 
in their posts some of the subordinates that are on the Embassy staff. 

Mr. Leo. Mr. Chairman, I would like to say just one word more. 
I am still unaware of the content of the letters. 

Mr. Harpy. We didn’t give them back to you, did we ? 

Mr. Leo. No, sir. 

Mr. Harpy. Well, I am going to try to give them back to you. I 
don’t think you will find them particularly interesting reading now. 

Mr. Lxo. Yes, sir, but it is difficult for me to comment on the pro- 
priety when I don’t know what is in them. 

Mr. Harpy. I can appreciate that. The whole substance of the 
matter is, they are merely personal letters. That is all. 

Mr. Leo. Yes, sir. 

Mr. Harpy. There was one other question that was discussed that 
I believe was left somewhat in the air. It had to do with over- 
simplification of resignations on the part of employees. 

Mr. Fitzsimons testified, if my memory serves me correctly, that 
he went in to Mr. McGavock with quite a list of reasons for his 
resignation. 

Mr. Lxo. Yes, sir. 

Mr. Harpy. I have reviewed slightly the testimony which we took 
in Thailand, and that particular resignation along with two others 
was discussed by Mr. McGavock, and that testimony has not yet been 
printed. Itisin transcript form. There is, I think it should be said, 
some evidence of conflict between the testimony of Mr. McGavock and 
Mr. Fitzimons. I don’t think there is any point in getting into too 
much of a discussion on that at this time, but in the discussion with 
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Mr. McGavock it appears that a similar situation arose with respect 
to at least two other employees, where specific complaints were ex- 
pressed, and specific reasons were advanced by the employees in at- 
tempting to submit their resignations, but there were little simple 
resignations submitted in lieu of those, and apparently there is nothing 
in the file, according to Mr. McGavock’s testimony, to indicate the 
fundamental reasons which any of the three submitted or gave for 
resigning. These things will be a matter of study, I think, when we 
get a little further along in trying to evaluate this testimony, but it 
certainly does raise some question as to the veracity of somebody, and 
I am in no position to pass judgment on who that is. 

Now, Mr. Reddan. 

Mr. Lxo. Mr. Chairman, might I speak to that point for just a 
moment ? 

Mr. Harpy. Certainly. 

Mr. Lxo. Insofar as the testimony of Mr. Fitzimons is concerned, 
I think I testified at the last hearing that we had inquired into that, 
or into the general statement that eee had been a substitution or a 
disappearance of resignations, and I noted, and I believe I mentioned 
that Mr. Fitzimons’ testimony did not specifically state that he had 
tied his comments as to the deficiencies to his resignation, but none- 
theless I felt that there was available to the committee staff, and I 
have since refreshed my recollection on our own records, that Mr. 
McGavock has specifically by cable indicated that he had no knowledge 
of any other resignation than the one that was submitted. 

Mr. Harpy. He testified about that. 

Mr. Lxo. I am referring to the cable, sir. I have not seen his 
testimony. 

Mr. Harpy. Yes. I was not aware of that, but apparently then he 
commented in his cablegram in response to your inquiry. 

Mr. Leo. That is right. 

Mr. Harpy. In elaboration of his testimony when we were in 
Thailand. 

Mr. Lxo. I have not been supplied with the names of any other 
persons affected, so obviously I can’t comment on that. He has, how- 
ever, been asked specifically on the question of resignations, and 
whether they were substitutions, and I think his cable pretty well 
states his position as far as we are concerned. 

What his testimony before the committee was, I don’t know. 

Mr. Harpy. The transcript will show the discussion of Mr. Fitzi- 
mons and two others. 

Mr. Leo. I have not been specifically made aware of the others, so 
I have not inquired into them. 

Mr. Harpy, I can understand that. 

Thank you, Mr. Leo. We may need you a little bit later, but for the 
time being you may be excused. 

Mr. Larsen, will you be sworn, please ? 


(Whereupon Herluf T. Larsen was duly sworn as a witness by 
Mr. Hardy.) 
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TESTIMONY OF HERLUF T. LARSEN, FORMERLY EMPLOYED BY THE 


INTERNATIONAL COOPERATION ADMINISTRATION, BANGKOK, 
THAILAND 


Mr. Harpy. Have a seat, sir. 

Mr. Reppan. Will you please give the reporter your full name, Mr. 
Larsen, and address. 

Mr. Larsen. Herluf T. Larsen, 219 Maple Avenue, Marysville, Pa. 

Mr. Reppan. Where are you presently employed, Mr. Larsen ? 

Mr. Larsen. I am employed by the firm of Robert W. Lowry, Inc., 
Harrisburg, Pa. 

Mr. Reppan. What type of work are they engaged in ? 

Mr. Larsen. Consulting engineers, mainly in highway work. 

Mr. Reppan. In what capacity are you employed by that firm? 

Mr. Larsen. I am head of their highway section. 

Mr. Reppan. How long have you been so employed ? 

Mr. Larsen. Since October 28, 1957. 

Mr. Reppan. Prior to that time, where were you employed? 

Mr. Larsen. ICA, Bangkok. 

Mr. Reppan. In what capacity? 

Mr. Larsen. I was chief of their highway section. 

Mr. Reppan. For how long? 

Mr. Larsen. Two years. 

Mr. Reppan. Who was your superior ? 

Mr. Larsen. Mr. T. R. Hill. 

Mr. Reppan. When you were in Thailand, was there another Mr. 
Larson also employed by ICA ? 

Mr. Larsen. The director of the mission was Mr. Lloyd K. Larson. 

Mr. Reppan. He spelled his name L-a-r-s-o-n; is that right? 

Mr. Larsen. Yes. 

Mr. Reppan. Mr. Larsen, did you hear the telegram or cablegram 
which Mr. Leo read earlier ? 

Mr. Larsen. Yes, I did. 

Mr. Reppan. I want to show you a copy of a ProAg which is 
attached to a letter dated August 22, 1957, from Mr. McGavock to 
Mr. G. Wood Smith, vice president of Sverdrup & Parcel. I will 
ask if you will look at that and tell the committee to the best of your 
knowledge whether or not you gave Mr. McGavock that ProAg or 
a copy of the same? 

Mr. Larsen. I am familiar with the document. I wrote the docu- 
ment. 

Mr. Reppan. You wrote the document? 

Mr. Larsen. Yes. 

Mr. Reppan. To the best of your knowledge, did you supply Mr. 
McGavock with a copy § 

Mr. Larsen. I do not remember that. I probably have. If he said 
I did, I gave it to him. I don’t recall the circumstances. 

Mr. Reppan. You say you wrote this ProAg. On the first page 
it states: 

It has been estimated a total of $1,711,000 will be required to complete all 
preliminary design and construction engineering. 

This is in connection with the Bangkok-Saraburi Highway. 

Mr. Larsen. Yes. 
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Mr. Reppan. Where did you get that figure ? 

Mr. Larsen. About 2 years ago, when this project was first ini- 
tiated, after considerable discussion between ourselves and the mis- 
sion and a series of extensive correspondence with ICA. 

Mr. Reppan. You say between yourselves and the mission ? 

Mr. Larsen. Our division and the program office in the mission, 
which controlled anyone that had an thing to do with it. After 
that we had an exchange of correspondence and telegrams with ICA 
and later on we submitted our plan for this highway to Thailand 
USOM, and had a series of conferences. This took place over a period 
of 4 or 5 months and at that time we all agreed we would request 
Sverdrup & Parcel to give us a proposal. 

Mr. Reppan. Who had agreed ? 

Mr. Larsen. Between ICA and the United States Government. 

Mr. Reppan. ICA, Washington? 

Mr. Larsen. Yes. 

Mr. Reppan. With whom were you dealing in ICA, Washington ? 

Mr. Larsen. I’m not certain who at ICA receives incoming corre- 
spondence. I presume it is the Thailand desk officer. I’m guessing 
at the moment. But, in general, the contract negotiations at that par- 
ticular stage were carried on with the Industrial Engineering Di- 
vision. 

Mr. Reppan. Did you receive an official direction from ICA, Wash- 
ington, to negotiate this contract with Sverdrup & Parcel ? 

Mr. Larsen. No, I don’t recall we did. May I make myself clear 
in that regard ? 

We have no authority to negotiate contracts with anyone. All we 
can do is recommend to ICA. ‘Negotiations are carried on entirely by 
ICA. We do, however, submit our recommendation as to what should 
be done, and our recommendation was that we amend Sverdrup & 
Parcel’s contract to include the Bangkok-Saraburi Highway. For 
that reason we asked them to give us an estimate of what it would 
cost. 

Mr. Reppan. You asked whom ? 

Mr. Larsen. Sverdrup & Parcel. 

Mr. Reppan. Are we getting back to the figure of $1,711,000? 

Mr. Larsen. Yes. 

Mr. Reppan. You got that figure from Sverdrup & Parcel ? 

Mr. Larsen. Yes, we did. 

Mr. Reppan. Did you advise ICA that is where you got that figure? 

Mr. Larsen. Yes, because Mr. McGavock in Bangkok submitted the 
formal document to us with these estimates, and Mr. Hill was called 
back to Washington, I believe, the latter part of September 1956. He 
took the document with him and delivered it to ICA. 

Mr. Reppan. My question is, was ICA, Washington, advised that 
Sverdrup & Parcel are the ones who arrived at this estimate? 

Mr. Larsen. They must be because the documents and statements 
are $1,711,000 prepared by Sverdrup & Parcel. 

Mr. Reppan. What document is that ? 

Mr. Larsen. Their proposal. 

Mr. Reppan. That was not submitted at the same time as this 
ProAg, was it? 
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Mr. Larson. No. The ProAg is submitted year by year and on a 
yearly basis, to commit the funds we have for a particular fiscal year. 
On this particular project 089, we probably had 8 or 10 different 
Pro Ags, depending on who was doing the work and what year it was. 

Mr. Reppan. You say Mr. Hill came back here in September 1956? 

Mr. Larsen. Yes. 

Mr. Reppan. Did you come back with him? 

Mr. Larsen. No, I did not. 

Mr. Reppan. Did you come back at another time in 1956? 

Mr. Larsen. Yes, I was called back on another project in June and 
July 1956. I was here for 60 days. 

Mr. Reppan. In June and July 19562 

Mr. Larsen. Yes. 

Mr. Reppan. Was it in connection with this matter ? 

Mr. Larsen. No. It was the Pitsa-Nunok-Dansai Highway. 

Mr. Reppan. What was the stage of that contract when you came to 
Washington in June and July ? 

Mr. Larsen. What contract? 

Mr. Reppan. The one you just referred to—the Pitsa-Nunok-Dansai. 

Mr. Larsen. I was requested by the ICA to come back and help 
them prepare requests for bids on construction work on that particu- 
lar highway. We had prepared some preliminary documents which 
I brought back with me, and I helped the Industrial Engineering 
— to put in final form, clearing through all of the agencies in 
ICA. 

Mr. Reppan. Who got that contract? 

Mr. Larsen. Raymond Construction Corp. 

Mr. Reppan. The DP contract ? 

Mr. Larsen. Pardon? 

Mr. Reppan. That Pitsa~-Nunok-Dansai contract. 

Mr. Larsen. Yes. 

Mr. Reppan. That was for the construction ? 

Mr. Larsen. Yes. 

Mr. Reppan. How about the engineering ? 

Mr. Larsen. The engineering was when Mr. Hill went back in 
September 1956. He also carried a proposal for engineering work 
on that Pista-Nunok-Dansai Highway. 

Mr. Reppan. Who got it? 

Mr. Larsen. Sverdrup & Parcel. ' 

Mr. Reppan. When you were here in June and July, did you dis- 
cuss that contract with any representative of Sverdrup & Parcel? 

Mr. Larsen. No, I did not. 

Mr. Reppan. Did you have any meetings with any Sverdrup & 
Parcel personnel ? 

Mr. Larsen. Yes, sir. At that time we had another contract, a 
technical assistance service contract, covering some 11 million that 
had been—ICA had asked for proposals on that before I started work 
for it, or about the time I started work for ICA. There were three 


proposals and Sverdrup & Parcel’s was the low proposal, and the 
contract was drafted, and it was discussed by both sides, and the con- 
tract never materialized for the simple reason it was an old project 
going back to 1953 or 1954. 
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The highway program in Thailand consisted entirely of little bits 
and pieces here and there. We had something like 20 highways, so we 
spent a little money on them and there was not anything to show for 
it. After I got out there I got approval to initiate a primary highway 
system, where we could show 1 or 2 good highways that would be a 
monument to American cooperation in Thailand. I thought it would 
be better than spending money spread all over the country. It was 
agreed to by ICA, USOM, and the Thai Government. Consequently 
the other contract, the technical assistance service contract, was no 
longer applicable. However, at the time I was here, the Industrial 
Engineering Division was still discusing with Sverdrup & Parcel, 
and I recall at least one meeting we had with representatives of Sver- 
drup & Parcel discussing this particular contract before this came up. 

Mr. Reppan. This was at a meeting in ICA ? 

Mr. Larsen. Yes. 

Mr. Reppan. Do you remember who that was? 

Mr. Larsen. I recall General Sverdrup was there at one time. I’m 
not quite certain. I believe Mr. Leo was at the same time. 

Mr. Reppan. Did you ever discuss this or any other of the con- 
tracts in which Sverdrup & Parcel was interested, with any Sverdrup 
& Parcel personnel, outside of this meeting you just told us about ? 

Mr. Larsen. No, except in Thailand, of course, we had quite a bit 
of discussion there with Mr. McGavock. 

Mr. Reppan. No. I am talking about while you were here in Wash- 
ington. 

Mr. Larsen. No. 

Mr. Reppan. Did you ever have any meeting with any Sverdrup 
& Parcel personnel during the time you were here in June and July 
1956, at which you discussed your personal or future professional 
career / 

Mr. Larsen. No. 

Mr. Reppan. I ask you specifically if you met with General Sver- 
drup at the Carlton Hotel at a luncheon ? 

Mr. Larsen. Yes. At one meeting we had, I recall at ICA, after 
the meeting was over General Sverdrup invited me to lunch. 

Mr. Reppan. Was anything said there with respect to the possi- 
bility of your being employed by the Sverdrup & Parcel firm? 

Mr. Larsen. Well, I think in some offhand remark it was mentioned 
that if I quit ICA, to contact them before I took another job. 

Mr. Reppan. Who was present during that conversation ? 

Mr. Larsen. General Sverdrup and myself, and I believe Mr. Leo. 

Mr. Reppan. Would you tell the committee, to the best of your recol- 
lection, the substance of that conversation ? 

Mr. Larsen. Well, I don’t recall there was any particular conver- 
sation. As I recall it, there was an offhand remark General Sverdrup 
made when we left the luncheon, to contact him sometime when I was 
through working for ICA. And that was all that was ever said 
about it. 

Mr. Reppan. Did you, subsequent to that time, ever contact them ? 

Mr. Larsen. Yes. I submitted an application to Sverdrup & Par- 
cel Engineering Co. while I was in Thailand. 

Mr. Reppan. Do you recall approximately when you submitted 
that application ? 
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Mr. Larsen. Sometime in January 1957. 

Mr. Reppan. To whom did you submit the application ? 

Mr. Larsen. General Sverdrup. 

Mr. Reppan. Directly to him? 

Mr. Larsen. Yes. 

Mr. Reppan. He was in Thailand at the time? 

Mr. Larsen. No. 

Mr. Reppan. You were in Thailand? 

Mr. Larsen. Yes. 

Mr. Reppan. I say, how did you transmit the communication or 
application ? 

Mr. Larsen. I am not certain whether I mailed it or whether Mr. 
McGavock was going back to the United States for consultation. If 
my memory serves me correctly, I believe I asked him to take it along 
and give it to General Sverdrup. I’m not certain that is the way it 
happened. One of the two. 

Mr. Harpy. Did you write a letter to General Sverdrup to go along 
with that application ? 

Mr. Larsen. Yes, I did. 

Mr. Harpy. Did you keep a copy of it? 

Mr. Larsen. Yes; I have it. 

Mr. Harpy. Do you have it with you? 

Mr. Larsen. I do not have it with me, but I can furnish you a copy 
if you would like to see it. 

Mr. Harpy. I think we would like to see it. 

Mr. Larsen. Certainly. 

Mr. Reppan. How long after you submitted that application did 
you continue in the employ of the ICA? 

Mr. Larsen. Until my last day. The last day I worked for the 
ICE was October 11, 1957. 

Mr. Reppan. Then from January 1957 until October 1957, did your 
duties require you to pass judgment on or make any decisions with 
respect to contracts or work in Thailand in which the Sverdrup & 
Parcel firm was interested ? 

Mr. Larsen. Yes. I was the contract administrator of their con- 
tract. 

Mr. Reppan. Did you get a reply from General Sverdrup ? 

Mr. Larsen. No; I did not. 

Mr. Reppan. Did you receive a letter from General Sverdrup ? 

Mr. Larsen. I received—Mr. McGavock showed me a letter Gen- 
eral Sverdrup had written to him, telling him he had acknowledged 
receipt of my application, and he did not know whether they had any 
suitable vacancies for me or not. However, if I was still interested 
at the time I left ICA, to contact him—something to that effect. 

Mr. Reppan. When you left ICA, did you contact the Sverdrup & 
Parcel firm ? 

Mr. Larsen. Yes; I did. 

Mr. Reppan. To whom did you talk ? 

Mr. Larsen. I talked to Mr. Leo first, and then I was invited out 
for an interview. 

Mr. Reppan. Who talked to you at the interview ? 

Mr. Larsen. Mr. G. Wood Smith. 

Mr. Reppan. Anyone else ? 
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Mr. Larsen. Well, he is the one that interviewed me. I met several 
of the other officers of the firm. I was just introduced to them, but 
I think I spoke to Mr. Grant. 

Mr. Reppan. Was any offer made to you at that time? 

Mr. Larsen. No, sir. 

Mr. Reppan. What is that? 

Mr. Larsen. No. 

Mr. Reppan. Did they subsequentiy make you an offer ? 

Mr. Larsen. Yes. About 2 or 3 weeks later I received a written 
offer. 

Mr. Reppan. And you did not accept it? 

Mr. Larsen. No 

Mr. Reppan. Why 2 

Mr. Larsen. In the first place, at that time I was required to take 
an operation. I was in the hospital for about 1 week and I was 
convalescing for another 2 weeks, and I felt in view of that it was a 
very serious operation, and I felt it was best to stay in that particular 
area where my wife’s home is, in Harrisburg. My doctor was there. 
And subsequently I had to write Sverdrup & Parcel and tell them I 
couldn’t accept at this particular time. 

Mr. Harpy. Let us go back just a minute, to see if we can get an 
understanding of the time element in this. Did I understand that 
it was in January of 1957 that you made application for a position 
with Sverdrup & Parcel ? 

Mr. Larsen. Yes, sir. 

Mr. Harpy. And you did not immediately hear directly from Gen- 
eral Sverdrup, but you did hear from Mr. McGavock, or hear from 
the general through Mr. McGavock. Is that right? 

Mr. Larsen. Yes. That is right. 

Mr. Harpy. Can you tell us about when it was Mr. McGavock told 
you of the content of General Sverdrup’s letter ? 

Mr. Larsen. I can’t recall the date. Offhand I would guess it might 
have been March, April, or May 1957. 

Mr. Reppan. Mr. Chairman, may we introduce into the record at 
this point a letter dated August 6, 1957, from John H. McGavock, 
project manager, to Gen. L. J. Sverdrup, president, Sverdrup & Parcel 
Engineering Co., concerning the possibility of Mr. Larsen’s employ- 
ment with S. & P.? 

Mr. Harpy. Without objection. 
(The letter referred to follows :) 






















SverDRUP & PARCEL ENGINEERING Co., 
Bangkok, Thailand, August 6, 1957. 
Gen. L. J. SVERDRUP, 
President, Sverdrup & Parcel, Inc. 
St. Louis, Mo. 


DeaR GENERAL SVERDRUP: When I returned to the United States in January, 
I brought in an application for employment from Mr. Herluf Larsen, and I under- 
stand you wrote him in regard to this. 

Mr. Larsen recently expressed continuing interest in employment with S. & P. 
and advised that he expected to leave Bangkok about September 10, has no 
intention of remaining with ICA, and expected to be available for other em- 
ployment about October 1. 

Yours very truly, 






































JOHN H. McGavock, Project Manager. 
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Mr. Harpy. Well, then, Mr. Larsen, you were still anticipating 
that it would not be too long before you would separate from ICA, 
and it was pretty good to know you had a reasonably good chance of 
being employed by Sverdrup & Parcel. Is that correct 

Mr. Larsen. No. I had no assurance of that whatever. 

Mr. Harpy. I didn’t quite say that. I would have presumed you 
still thought you had a reasonably good chance of being employed by 
them or else you would not have gone to see them as soon as you quit. 

Mr. Larsen. Yes, because I had no assurance whatever of employ- 
ment. In fact, I had six offers before I left Thailand and I went to 
see every one one of them after I came home. 

Mr. Harpy. Did those offers come from any other contractors whose 
contract you were supervising ? 

Mr. Larsen. No. 

Mr. Harpy. They were not contractors, or did not hold contracts 
on overseas jobs under the direction of the USOM in Thailand ? 

Mr. Larsen. No, sir. 

Mr. Reppan. You say you have no recollection as to whether or not 
you gave Sverdrup & Parcel copies of this ProAg I have shown you? 

Mr. Larsen. No, 1 donot. I amsorry. I wish I could say one way 
or the other, but I don’t recall. 

Mr. Reppan. Do you know whether or not you have ever given to a 
representative of Sverdrup & Parcel any copies of correspondence 
between the mission and Washington, or Washington and the mission ? 

Mr. Larsen. I don’t recall ever giving them any cables. 

Mr. Reppan. Let me show you a copy of a cablegram which is dated 
November 29, 1955, and although it is signed Larson, the name H. T. 
Larsen appears on the bottom. I ask you whether you gave that copy, 
or a copy of that cable to any representative of Sverdrup & Parcel. 

Mr. Larsen. There again I don’t recall giving it to them, but I prob- 
ably did. I can explain why I think I probably did. At that time that 
is the technical assistance contract I referred to previously. One day 
Mr. McGavock came into the office and said that he had received a 
telegram from the home office in St. Louis that ICA requested them 
to submit a proposal on what we called the expanded aid highway 
program where we had these 20 highways I referred to previously 
prey eygre all over Thailand, and that his home office had requested 
1im to get some idea as to what the scope was, in order to prepare a 
proposal on it. As I recall the telgram that came in from ICA they 
were even a little bit hazy as to what the scope of the work was, so 
we wrote a telegram immediately, and I think this is it, outlining what 
was in the contract, or what the contract was supposed to cover. 

Mr. Reppan. Excuse me. Are you finished ? 

Mr. Larsen. This is probably it, and that might be the occasion to 
give it to Mr. Mitloreck. to give him some basis on which to prepare 
the scope of the work on his proposal. 

Mr. Reppan. Did ICA, Washington, know you were giving this in- 
formation to McGavock ? 

Mr. Larsen. I don’t know whether they did. 

Mr. Reppan. Would you read Mr. McGavock’s letter there? To 
whom is that addressed, and under what date ? 

Mr. Larsen. It is addressed to Mr. G. Wood Smith. 

Mr. Reppan. What is the date of that ? 
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Mr. Larsen. 













November 30, 1955. 


Attached is a copy of cablegram ICA, Thailand, sent to ICA, Washington. 
This cablegram outlines the 1956 expanded aid highway program which I men- 
tioned in my letter 71. You will note ICA, Thailand, recommends that the 
1955 and 1956 program be combined insofar as inspection proposals are con- 
cerned. This cable has been given to me confidentially and I have promised 
I will not disclose our knowledge of its contents to ICA, Washington. 

Mr. Reppan. Did you extract any such promise from any employee 
of Sverdrup & Parcel ? 

Mr. Larsen. When I can’t even recall giving it to them 

Mr. Reppan. I thought that might refresh your recollection. 

Mr. Larsen. No, it does not. 

Mr. Reppan. If you ever had extracted such a promise from any 
Sverdrup & Parcel employee do you think you would have remem- 
bered it ¢ 

Mr. Larsen. I am quite certain I would. In fact, I have never 
given any documents to anybody unless I felt they had a right to see it, 
or to its possession. 

Mr. Reppan. Then have I gathered from your testimony that you 
did not give this document to Sverdrup & Parcel? 

Mr. Larsen. No. That is not my testimony because I do not recall 
givin it. If they say I did I probably did, but I cannot say “yes” or 

“no” because I do not recall it. 

Mr. Reppan. But you did not extract that promise from them / 

Mr. Larsen. I do not believe so. No. 

Mr. Reppan. I would like to show you another telegram and, in- 
cidentally, did you prepare that telegram ? 

Mr. Larsen. Yes, I did. 

Mr. Reppan. I will show you another cablegram dated January 26, 
1956, and although this is signed Larson there is an indication on 
the bottom that you prepared that. I will ask you to look at that if 
you will, and tell me whether or not you gave that cablegram to any 
representative of Sverdrup & Parcel. 

Mr. Larsen. Yes. I recall this particular telegram. I recall giv- 
ing it to McGavock because I obviously asked him if their firm would 
be interested in giving us a reconnaissance report on the Bangkok- 

Saraburi Highway. He said he thought they were, and we had that 
cleared through our mission that it was all right for us to recommend 
to ICA that Sverdrup & Parcel be approached with the idea of nego- 
tiating their present contract to include a reconnaissance of the Bang- 
kok-Saraburi Highway. 

The $30,000 mentioned there—I don’t recall how we arrived at 
that figure. We must have estimated it on some sort of basis. I think 
at one time McGavock gave me some idea as to how many men it would 

take and what length of time, and that is how I got the $30,000. 

Mr. Harpy. Will you identify that telegram by date and to whom 
it was sent, because I don’t believe that has been done. Just in case 
we need to refer to it. 

Mr. Larsen. Do you want me to read the telegram ? 

Mr. Reppan. I think if you will read the opening paragraph in Mr. 
McGavock’s letter. 

Mr. Harpy. The transmittal letter. 
Mr. Reppan. Yes. The transmittal. 
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Mr. Larsen (reading) : 


Attached is a copy of cablegram dispatched today by ICA, Thailand, to ICA, 
Washington. I have been given this cable in confidence and ICA here does not 
want ICA, Washington, to know we have this information. 

Mr. Harpy. What is the date of that letter, please, sir? 

Mr. Larsen. January 24, 1956. 

Mr. Harpy. And that is addressed to Mr. Smith? 

Mr. Larsen. Yes, it is. 

Mr. Harpy. And that is signed by Mr. McGavock ? 

Mr. Larsen. Yes. 

Mr. Reppan. You say you recall giving that cablegram to Mr. Mc- 
Gavock / 

Mr. Larsen. Yes, I do. 

Mr. Reppan. Did you admonish him he was not to let ICA in 
Washington know? 

Mr. Larsen. No. 

Mr. Reppan. Is there any reason why ICA in Washington should 
not know McGavock had that? 

Mr. Larsen. No. Notas far as I know there isn’t. 

Mr. Harpy. Do you have any questions, Mrs. Kee? 

Mrs. Ker. No, I have no questions. 

Mr. Harpy. Mr. Knox? 

Mr. Knox. I would like to see the cablegram. 

Mr. Harpy. How long had you been with ICA at this time, Mr. 
Larsen ? 

Mr. Larsen. Two years. 

Mr. Harpy. How long had you been assigned in an overseas job? 

Mr. Larsen. Two years. 

Mr. Harpy. You had been over there the full length of time? 

Mr. Larsen. Yes, sir. 

Mr. Harpy. You see no impropriety in a cablegram with informa- 
tion of this kind being furnished to the engineering contract? 

Mr. Larsen. Not when we had prev iously discussed with them what 
we intended to do and what our recommendations were to be. Our 
recommendation was that we amend Sverdrup & Parcel’s contract to 
do the work that has been outlined. 

Mr. Harpy. So you had already agreed with the contractor that 
you were going to recommend the amendment of his contract to be 
expanded to cover this additional work ? 

Mr. Larsen. Yes. 

Mr. Harpy. Had you discussed with ICA, Washington, or had you 
any indication from ICA, Washington, that the contract should be 
amended to include this additional work? 

Mr. Larsen. Yes. I think there was quite a series of cables and 
airgrams on that subject over a period of months. 

Mr. Harpy. Prior to the time you reached your understanding 
with the contractor? 

Mr. Larsen. Yes, I believe so. 

Mr. Harpy. You say “I believe so.” I think you can understand 
the importance of the time element in there, can’t you ? 

Mr. Larsen. Yes. 

Mr. Harpy. Because it seems to me when you made this kind of 
information available you foreclosed any chance ,of making a con- 
tract with somebody else, didn’t you? 











580 FOREIGN-AID CONSTRUCTION PROJECTS 






Mr. Larsen. No. We did not because it was not up to us in ICA 
to negotiate any contracts. All we did was to recommend to ICA 
what we felt should be done. 

Mr. Harpy. And you gave to the contractor the advantage of all 
of the information that you have before the negotiations are con- 
cluded between ICA and the contractor ? 

Mr. Larsen. Mr. Chairman, we are not giving the contractor or 
engineer in this respect any advantage whatever. The engineer has 
his own personnel out there. He knows what the job is like better 
than we did. He saw those jobs every day. If that is not giving 
an advantage to him, it is certainly a better advantage than anything 
we could come up with. 

Mr. Harpy. That is not quite our point. I think most any one of 
us would recognize an engineer on the job has certain advantages over 
someone not on the job. 

Mr. Larsen. He certainly has. 

Mr. Harpy. But that does not necessarily mean that the govern- 
mental employees on the job are supposed to make his case any easier 
with respect to getting another contract. 

Mr. Larsen. I don’t recall we ever did that, Mr. Chairman; that 
we ever did anything to make it easier for him. 

Mr. Harpy. You don’t see any impropriety in negotiating with 
Sverdrup & Parcel for employment during the period of 8 or 9 
months when you are still supervising their performance? 

Mr. Larsen. Not when ICA informed me my position is being 
abolished. Certainly I am going to look out after myself. I want 
to make certain I have a job when my employment is terminated 
with ICA. 

Mr. Harpy. Don’t you recognize any possible conflict of interests 
which might arise that might make it advantageous for an individual 
in that kind of a situation to show some favoritism to his expected 
employer ? 

Mr. Larsen. There would be if I had an offer before I left ICA. 
I did not have an offer. 

Mr. Harpy. You don’t think that, without regard to any personal 
connotations, or any reflection on anybody, an employee of the Gov- 
ernment, supervising a contract, has an opportunity to improve his 
own future possibilities by being in a position to show favoritism to 
the contractor ? 

Mr. Larsen. There was no more chance of improving my particu- 
lar status by going to work for Sverdrup & Parcel. I knew that be- 
fore I even got the offer from him. I knew they could never pay 
me the kind of money I was getting. 

Mr. Harpy. Mr. Hill had already gone to work for them before 
you left, had you not? 

Mr. Larsen. I don’t know. 

Mr. Harpy. And Mr. Hill was your superior during all of this time? 

Mr. Larsen. Yes. 

Mr. Harpy. So he was still working for ICA at the time you left? 

Mr. Larsen. Not when I left. No. He left there 3 months before 
I did. 

Mr. Harpy. Did he go to work for Sverdrup & Parcel ? 

Mr. Larsen. I don’t know. I understand he did. I heard it second- 
hand. I don’t have any personal knowledge of it. 
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Mr. Harpy. You didn’t know at the time he quit what he was going 
to do? 

Mr. Larsen. No, I didn’t. 

Mr. Harpy. He did not discuss with you the possibility of your 
coming over to work for Sverdrup & Parcel, too ? 

Mr. Larsen. No, sir. 

Mr. Harpy. Did you and Mr. Hill have frequent discussions about 
your work ¢ 

Mr. Larsen. What do you mean, about my work? 

Mr. Harpy. I mean about the work you were doing. You were 
working under him, weren’t you ? 

Mr. Larsen. Yes. We discussed it. Sure. I discussed it with him 
every day. Are you talking about our work in Thailand ? 

Mr. Harpy. That is what I was talking about at the moment. Was 
there something else you discussed, too ? 

Mr. Larsen. No. 

Mr. Harpy. You did not discuss with Mr. Hill the fact that your 
job was being abolished ? 

Mr. Larsen. Yes. He told me it was being abolished. Certainly. 

Mr. Harpy. And notwithstanding that and the fact that he was your 
boss, you didn’t discuss your future at all? 

Mr. Larsen. No, I did not. 

Mr. Reppan. Were you and Mr. Hill associated prior to the time 
you went to work with ICA? 

Mr. Larsen. Yes. We worked together for the Peter Kiewit Sons’ 
Co., the prime contractor on the atomic energy plant in Ohio. 

Mr. Harpy. Did you go to work for ICA about the same time? 

Mr. Larsen. He went to work for ICA on or about May 1, 1955. 
He at that time asked me if I would consider going with him to Thai- 
land; that he was building up a staff for that particular job and 
wanted to know if I was interested. I said yes. I was subsequently 
tendered an offer by ICA and I started work for ICA August 26, 1955. 

Mr. Harpy. Mr. Hill got youa job with ICA ? 

Mr. Larsen. Yes. 

Mr. Harpy. But he never discussed with you what was going to 
happen to you after your job was abolished ? 

Mr. Larsen. No, he did not. 

Mr. Harpy. He did not tell you he was going to work for Sverdrup 
& Parcel at a better rate of pay than he was getting on his ICA job? 

Mr. Larsen. No, he did not. 

Mr. Harpy. That sounds a little unusual it seems to me, considering 
the close personal relationship that existed prior to that time. 

Mr. Larsen. There was no particular dens personal relationship. 
Mr. Hill was taking over a hell of a big job. He had no personnel 
whatever to do it with. He wanted people to help him that he could 
rely on so that he could do a good job, and he did. He had 3 or 4 
others. That was his only interest in my coming to work forICA. I 
assure you of that. 

Mr. Harpy. Ordinarily, bosses are a little bit more concerned about 
the future of people they have to let go. 

Mr. Reppan. Did you every work with Mr. Hill on any other job? 

Mr. Larsen. No. The first time I ever met Mr. Hill was at Ports- 
mouth, Ohio. 
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Mr. Reppan. Did you ever discuss with Mr. Hill the fact that you 
gave any of this information to Sverdrup & Parcel—the cablegram 
that was referred to? 

Mr. Larsen. I don’t recall offhand, as to whether I did or didn’t. 
I don’t recall. 

Mr. Reppan. Is there any reason why you shouldn’t ? 

Mr. Larsen. No. None whatever. 

Mr. Reppan. Is it normal to assume then that you did? 

Mr. Larsen. Yes, it is entirely possible that I did. 

Mr. Harpy. Any questions, Mr. Knox? 

Mr. Kwox. Mr. Chairman, I am trying to develop in my own 
mind a picture of this highway that is mentioned here in the letter to 
Mr. Smith from Mr. McGavock. May I ask you, Mr. Chairman, if 
you have a clear picture of it, of the highway which is mentioned in 
here? Is that from the city ‘of Bangkok, a narrow macadam road 
leading up to the corner where the new highway started ? 

Mr. Reppan. Is that the Saraburi-Bangkok ? 

Mr. Knox. Yes. 

Mr. Reppan. Yes. That is the one. 

Mr. Kwox. It is my understanding that this highway has had no 
contract let on it at this particular time. 

Mr. Reppan. Yes. Saraburi-Bangkok. That is correct. 

Mr. Knox. No contract. 

Mr. Reppan. That is right. 

Mr. Kwox. I do not believe I have any further questions. 

Mr. Harpy. Mrs. Kee. 

Mrs. Ker. No questions. 

Mr. Harpy. Thank you, Mr. Larsen. Thank you very much. 

Mr. Kessler, you have been previously sworn, I believe. I want to 
ask you 1 or 2 questions. 

(Whereupon, Mr. Julius Kessler was recalled as a witness, having 
been previously duly sworn by Mr. Hardy.) 


FURTHER TESTIMONY OF JULIUS KESSLER, ASSISTANT DIRECTOR, 
OFFICE OF CONTRACT RELATIONS, INTERNATIONAL COOPERA- 
TION ADMINISTRATION 


Mr. Harpy. You have heard Larsen’s testimony ? 
Mr. Kesster. Yes, sir. 

Mr. Harpy. Is it normal procedure to furnish information of that 
kind to contractors ? 

Mr. Kesster. I would not furnish it; no, sir. 

Mr. Harpy. Are you aware of similar situations in any other in- 
stallation, any other mission ? 

Mr. Kesster. No, I was not. I was not aware of this until the 
hearing. 

Mr. Harpy. Do you consider that it is or is not proper to give these 
documents out ? 

Mr. Kesster. I would consider it irregular, Mr. Chairman. 

Mr. Harpy. Are there any regulations bearing on it? 

Mr. Kesster. None that I know of; no, sir. 

Mr. Harpy. Are there any means available to ICA to determine 
the extent to which this same kind of thing is happening worldwide? 
Mr. Kesster. I don’t know of any. 
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Mr. Harpy. I hope you don’t mean to infer that the only way ICA 
is going to find out whether this kind of proposition is going on within 
your own agency is through committee investigations ? 

Mr. Kesster. [ would hope not. 


_ The questions you are raising with me, I just have no way of answer- 
ing them. I don’t know the answers to these questions at all since 


it seems to me that these would come closer within the desk operation 
than within the contract office. 


Mr. Harpy. Who would be in a position to know? Mr. Grant? 

Mr. Kesster. I don’t know, sir. You might try Mr. Stoneman, who 
is here representing the Thailand desk, or Mr. Hough, who represents 
the Cambodian desk. They may be able to answer. 


Mr. Harpy. Mr. Stoneman? We are talking about Thailand now. 
Mr. Kesstrer. Mr. Stoneman. 


Mr. Harpy. Let’s have Mr. Stoneman. Maybe he can answer these 
questions. 


Mr. Reppan. Mr. Chairman, at this point may we introduce a copy 
of the original contract, and amendments thereto, between Sverdrup & 
Parcel Engineering Co. and the Government of Thailand, covering 
the engineering for the Northeast Highway ? 

Mr. Harpy. Without objection. 


ConTrRAcT BETWEEN SveRpRUP & PARCEL ENGINEERING COMPANY AND GOVERNMENT 
oF THAILAND 


This Contract dated the 5th day of May 1955, by and between Sverdrup & 
Parcel Engineering Company, a corporation duly organized and existing under the 
laws of the State of Missouri, United States of America, party of the first part 
(hereinafter referred to as the “Engineer’”’), and the Ministry of Communications 
of the Government of Thailand, party of the second part (hereinafter referred 
to as the “Government’’). 

WITNESSETH : : 

Whereas the Government desires to have certain highway construction work 
done in Thailand and for this purpose desires to employ an engineering firm to 
perform the engineering and inspection work necessary for such construction and 
assist Government in the supervision of such work: 

Whereas the Engineer is willing and able to perform such work and at the same 
time to train Thai personnel in highway engineering ; 

Now, therefore, each in consideration of the undertakings, promises and agree- 


ments on the part of the other herein contained, hereby mutually agrees as 
follows: 


1.0 General Scope of Work 


Government plans to construct, in accordance with the most modern United 
States of America highway design and construction techniques, all or a major 
portion of a highway in Thailand between Sari Buri and Ban Phai, via Korat, a 
distance of approximately 309 KM. It is the intent of Government to engage the 
services of Engineer to design and supervise the construction of this highway ; 


however, at the present time available funds are sufficient for oniy a purtion of 
the work. 


1.1 Specific Scope of Work 


This Contract is for the purpose of engaging the services of Engineer necessary 
for the design and supervision of construction of that portion of the entire project 
which it is estimated can be completed with available funds which are the 
equivalent of $7,500,000 and within a period of nineteen (19) months from date 
of signing of this Contract as follows: The Engineer shall provide the engineer- 
ing Services necessary for the design and supervision of construction or recon- 
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struction, including required bridges and other structures, of that portion of the 
highway which begins at Sari Buri and extends for an estimated distance of 
sixty-three (63) KM toward Pak Chong and Korat. More specifically these 
engineering services shall consist of: 
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1.11 Design of the highway including related bridges and structures in 
accordance with the most modern United States highway design techniques. 

1.12 Inspect and supervise the construction of the highway including 
related bridges and structures in accordance with the customary operating 
practices of the engineering profession in the United States. Construction 
of the road and bridges is to be by another organization hereinafter called 
the Construction Contractor. 

1.13 Train such Thai personnel, as are designated and employment by 
Government, in design, inspection and supervision of construction and main- 
tenance of such highway. 


Duties of Engineer 


1.21 Engineer shall collect and analyze engineering data and other in- 
formation and make such field investigations and preliminary studies 2s may 
be required for the formulation of definite plans, specifications and designs 
for the highway. In this connection, Government shall furnish to Engineer 
through its offices in Washington, D. C., one set of road profiles ond an 
alignment map and one set of aerial photographs constituting an aerial 
photographic strip of the entire route. 

1.22 Engineer shall prepare and submit to Government for approval in 
writing proposed variations from the existing right-of-way for the road, 
limiting grades, and plans and specifications in sufficient detail to indicate 
in general the standards of construction. 

1.23 Engineer shall lay out in the field by means of stakes, grades and 
alignment which shall be supplemented by plans, specifications, ete., the 
proposed construction work in sufficient detail that the Construction Con- 
tractor may perform its work. 

1.24 Engineer shall, as agent of the Government, inspect the materials 
used by, the work of, and shall exercise engineering supervision over the 
operations of, the Construction Contractor all in accordance with standard 
operating practices of the engineering profession in the United States, 
and from time to time as required, the Engineer shall furnish the Govern- 
ment with suitable information and advice so that the Government may 
be sufficiently informed as to whether or not it should issue a certificate of 
performance in connection with the construction contract. 

1.25 Engineer shall train on the job, as may be agreed upon by Gov- 
ernment and Engineer, Government engineering and related staffs in all 
aspects of engineering, inspection and supervision of construction, and 
maintenance of this highway. 

1.26 Engineer shall, upon completion of construction, prepare “as built” 
drawings including General Plans, Detailed Plans, Typical Cross Sections, 
Specifications and prepare and submit a final report. 

1.27 Engineer shall furnish all necessary tools, equipment and facilities 
as may be required for its work hereunder. 

1.28 Engineer shall provide such other engineering services, within the 


scope of the work, as may be necessary to assure suceessful completion of 
the work. 


1.3 General Design Criteria. 


Engineer shall design the highway in accordance with the following criteria, 
except where they may be modified with consent of Government, using En- 


gineer’s own standards in accordance with its best engineering skill and 
judgment. 


1.31 Roadway width shall be 12 meters on fills and 14 meters in cuts. 

1.32 Outslopes on fills and in earth cuts less than 1.5 meters vertical 
height shall be not less than 4 horizontal to 1 vertical; outslopes on fills 
and in earth cuts over 1.5 meters vertical height shall be not less than 2 
horizontal to 1 vertical and outslopes in rock cuts shall be not less than 
0.25 horizontal to 1 vertical. 

1.33 Base course shall be laid for the full roadway width and of suffi- 
cient thickness, taking into account the bearing capacity of subbase ma- 
terials, to carry the equivalent of A. A. 8. H. O. (American Association of 
State Highway Officials) H-20 loadings. 
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1.34 Surface course shall be laid to a uniform width of 7 meters, shall 
be not less than 5 CM in thickness and shall be of hot mixed asphaltic 
concrete. 

1.35 All bridges shall be reinforced concrete design, supported on rein- 
forced concrete piles or posts or upon composite concrete and timber piles. 
All bridges shall be 8 meters wide between curbs, and will be designed for 
A. A. 8. H. O. H—20 loading. 

1.36 All culverts shall be of reinforced concrete pipe, cast locally. 
Generally, headwalls will not be provided and multiple pipes may be em- 
ployed where required. 


2.0 Personnel and Equipment 


2.1 In providing the services described herein, Engineer will utilize Thal 
personnel to the maximum extent feasible. 

2.2 Engineer will assign to its Field Staff the minimum number of qualified 
personnel required to properly perform the services described hereunder. 


2.21 It is to be understood in the performance of all duties that one of 
the Engineer’s Field Staff shall be designated Project Manager and that 
he will be responsible for the Field Staff’s professional conduct and he shall 
have full authority and responsibility for taking any required corrective 
action with reference to the personal activities of Engineer’s non-Thai 
employees. 

2.22 Engineer will utilize, to the extent required, home office staff and 
executives to render assistance in the work contemplated herein. 

2.23 In the event Engineer decides to employ independent consultants in 
connection with the work hereunder, Dngineer shall obtain approval as 
described below. 

2.24 In connection with non-Thailand personnel employed by Engineer 
for the performance of its work in Thailand hereunder, Engineer will use 
its best efforts to select and employ personnel who, in Engineer’s judgment, 
will be reliable and most likely to perform satisfactorily the terms of their 
employment agreements with Mngineer and will comply fully with applicable 
laws and with Government’s policies and rules relating to the conduct and 
behavior of foreign personnel in Thailand. 

2.25 In the event any of Engineer’s Field Staff die or become incapaci- 
tated by illness or accident not due to their wilful misconduct to a degree 
which, in the judgment of a Doctor of Medicine, will prejudice their work 
under this Contract, or if the services of any such personnel on the Contract 
are terminated at the request of the Government for security, then Engi- 
neer shall have the right to receive from the Government reimbursement 
for return transportation for such personnel and families, if any, and for 
payment of personnel compensation and travel subsistence allowances as 
provided in Paragraph 3.211 and Paragraph 3.214, to the point of origin in 
the United States of such personnel, and the Government will reimburse 
the BPngineer for required transportation and costs of the same kind of any 
replacement. In the event any of the Engineer’s personnel is deemed un- 
suitable for good reason, as set forth in writing, other than security by 
the Government, or voluntarily resigns, Engineer shall not be entitled to 
reimbursement for return transportation of such personnel, but the Engi- 
neer will replace such personnel and Engineer will bear the cost of trans- 
porting to Thailand the replacement thereof. 

2.3 Engineer shall provide, and be reimbursed for all necessary equipment 
used in performance of the work hereunder other than the personally-owned 
instruments and tools of the trade of Engineer’s Field Staff. At the conclusion 
of the Contract, equipment for which reimbursement has been made shall be 
reeonditioned by Bngineer at Government expense and (with the normal amount 
of spare parts) shall be delivered to the Government and custody thereafter 
shall be in the Government. 


FINANCIAL PROVISIONS 
3.0 Contract Price 


3.1 Government shall pay Pngineer as full and complete compensation for work 
under this contract a total contract price consisting of the sum total amounts 
payable under Sections 3.2 and 3.3 of this Contract. Government and Engineer 
presently estimate that contract price will be a total of US$880,000 and 4,815,000 
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baht. It is understood and agreed that obligations of Government to Engineer 
hereunder shall not exceed the amount of the estimate without prior approval 
of Government. 


3.2 Reimbursable Costs. 


Engineer shall be reimbursed or otherwise paid as provided herein for all 
costs incurred hereunder, including but not limited to the following: 

3.211 Personnel Compensation. 

3.2111 The direct cost to Engineer of dollar salaries or wages cus- 
tomarily paid by Engineer for foreign work which, including differential 
payments, shall not exceed the sum specified in the last column of 
Appendix B plus vacation allowances and payments for lost time while 
employed on the job in Thailand because of illness, accident, or other 
eauses not dut to the fault of the employee, to the extent that such 
payments are actually made by Engineer in connection with work under 
this contract; provided, however, that salaries or wages for lost time 
for accident or illness shall be limited to the aggregate of 1144 days per 
month per employee while in Thailand. Salaries or wages of personnel 
sent to Thailand will be reimbursed from date of departure from point 
of origin to Thailand by the most expeditious air route and shall con- 
tinue unti lthe date of the return to point of origin or the normal place 
of duty or residence in the U. S. by the most expeditious air route. 
Salaries or wages of engineers and technical personnel employed on the 
project in the U. S. A. shall be reimbursed on the basis of actual hours 
worked. A schedule showing ranges of wages, salaries and allowances 
to be paid by Engineer to its U. S. employees under this Contract is 
attached hereto and marked Appendix B, and reimbursement shall be 
limited to amounts paid within said ranges. 

8.2112 A schedule showing ranges of wages, salaries and allowances 
to be paid in baht by Engineer to its Thai employees under this Contract 
shall be submitted for prior approval by the Government, provided that 
reimbursement for such salaries, wages and allowances in baht shall 
not exceed 1,036,000 baht without prior written approval of Government 
The schedule shall also include allowances which may be paid to Thai 
Ways Department employees who are in training under this Contract 
in lieu of the subsistence referred to in Section 3.2182. 

3.212 Payroll Taxes, etc. 

The actual amounts paid by Engineer for Social Security taxes, unem- 
ployment insurance and all other payroll insurance applicable to all per- 
sonnel compensation of all employees assigned to Thailand and reimbursable 
under this Contract. 

3.213 Consultants. 

The dollar cost to the Engineer of employing consultants in connection 
with the work, including their fees and expenses; provided, however, that 
consultants shall be employed only with prior written approval of Govern- 
ment. 

3.214 Personnel Travel and Subsistence. 

3.2141 The actual amounts paid by Engineer for transportation, 
plus travel subsistence allowances at the rate of $10 per diem in re- 
spect of personnel, including Engineer’s officers, and consultants in 
travel status between the point of origin in the U. S. and Thailand or 
within the continental United States in connection with work here- 
under; provided that such travel shall be by the most expeditious air 
route. During the term of this Contract, Engineer’s employees who 
are assigned to Thailand for one year or more may take their families 
(wives and children) to Thailand, and Engineer shall be reimbursed 
the actual amounts paid by Engineer for transportation, plus travel 
subsistence allowances at the rate of $9 per diem for dependents 11 
years of age and over and travel subsistence allowances at the rate of 
$3 per diem for children under 11 years of age, in travel status between 
the point of origin in the United States and Thailand, provided that 
such travel shall be by the most expeditious air route. 

8.2142 With regard to Engineer’s officers and consultants while they 
are in Thailand and those of Engineer’s employees who are required 
to travel in Thailand away from their permanent post of duty, the actual 
amounts paid by Engineer for transportation plus subsistence allow- 

ances at the rate of $11 per diem in Bangkok and $8 per diem else- 
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where in Thailand will be reimbursed or paid, when the persons men- 
tioned are unable to use Engineer-maintained or Contractor-maintained 
dining, living and sleeping facilities. Said payments will be reimbursed 
in baht. 

3.215 Other Personnel Services Allowances. 

The actual amounts paid by Engineer in respect of quarters allowances 
to Engineer’s personnel in Thailand not provided quarters by Engineer, 
and to those of Engineer’s personnel who have taken their families to 
Thailand, such allowances to be at rates not exceeding those provided for 
United States Government personnel by Standardized Allowances (Govern- 
ment Civilians, Foreign Areas). Reimbursement will be in baht. 

3.216 Insurance and Medical Service. 

3.2161 Subject to prior Government approval Engineer will be re- 
imbursed for the actual amounts paid by Engineer for premiums on the 
following insurance coverages related to operations in Thailand: 
employer’s liability and workmen’s compensation, internment insurance, 
comprehensive public liability, automobile liability and $100 deductible 
collision, aircraft liability, and transportation of property. 

3.2162 In addition, subject to prior Government approval Engineer 
will be reimbursed for the actual amounts paid by Engineer for pre- 
miums on insurance to cover accidental death of each of its non-Thai 
employees assigned to work in Thailand, in principal sums not to exceed 
Twenty-Five Thousand Dollars ($25,000) per employee. 

3.2163 The Engineer is authorized to provide necessary medical 
and hospital services for its employees while they are in Thailand and 
Engineer shall be reimbursed therefor; provided, if a Doctor of Medi- 
cine in the employ of the Construction Contractor is available, his 
services shall be used and charges therefor be reimbursed and, provided 
further, that for all injuries which are covered by Engineer’s work- 
men’s compensation insurance, the necessary medical and hospital 
services shall be supplied or paid by such insurance company. 

3.217 Equipment, Materials, Supplies, and Out-of-Pocket Costs. 

The cost to Engineer of all equipment in accordance with Appendix A 
attached hereto, not, however, to exceed $78,800.00, without prior Govern- 
ment approval. The cost incurred by Engineer in Thailand of materials, 
supplies, postage, express, long distance telephone, telephone installations, 
telegrams, cables, reproductions, translations, legal and auditing advice in 
respect to the application of Thai laws; telephone, cables, telegrams, pass- 
ports, visas, physical examinations, inoculations, and similar out-of-pocket 
costs incurred by Engineer in the U. S. in connection with the work here- 
under, in accordance with Engineer’s usual accounting practice; both, 
however, not to exceed $30,000 in dollars and/or baht, without prior Govern- 
ment approval. 

3.218 Thailand Central and Field Office Costs and Services. 

3.2181 The actual amount paid by Engineer for the establishment, 
construction or rental and maintenance of a Central Office and Field 
Offices at sites on the job, together with all supplies necessary therefor. 
The Field Offices shall be equipped to serve also as places of living, 
dining, and sleeping for Engineer’s employees and employees of Thai 
Ways Department in training (unless otherwise provided in Section 
3.2112). The cost of wages paid and/or food supplied to employees 
for maintaining and operating said Field Offices shall be reimbursed 
by Government to Engineer. If any of the foregoing facilities or 
service are provided by the Construction Contractor to Engineer, the 
amounts paid therefor by Engineer to the Construction Contractor 
shall be reimbursed by Government to Engineer. All costs incurred 
in baht will be reimbursed in baht. 

3.219 Motor Vehicles and Airplane Costs. 

The cost of operating, maintaining and repairing motor vehicles and 
rental airplanes, and of renting motor vehicles or aircraft, should such 
become necessary. All costs incurred in baht will be reimbursed in baht. 

3.220 Baggage and Household Goods Transporting Costs. 

The actual amounts paid by Engineer for transporting by surface trans- 
portation baggage and household goods of Engineer’s non-Thai employees 
and their families, including the cost of insurance, packaging, export 
agents’ fees, etc. not to exceed 5,000 pounds net per non-Thai employee, 
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from their homes in the United States to their stations in Thailand and, 
with reference to those employees who shall be entitled to receive return 
transportation, the actual amounts paid by Engineer for transporting such 
baggage and household goods not to exceed 5,000 pounds net back to a point 
in the United States not more distant than the place of origin. 

3.221 On completion of the work under this Contract or expiration of 
this Contract or in the event of termination of this Contract prior to such 
completion, Engineer’s personnel shall be returned promptly to their points 
of origin. If such prompt return is prevented by lack of transportation 
resulting from any cause beyond Engineer’s control, to be so certified in 
writing by Engineer, the Government will reimburse Engineer for neces- 
sary payments made by Engineer to such personnel for salaries plus post- 
differential and quarters allowances (while awaiting transportation) plus 
travel subsistence (while in actual travel) at the rates specified elsewhere 
in this Contract, provided that payment of such salaries, allowances and 
subsistence shall not cover a period of more than two months beginning 
with the day when such return is prevented by lack of transportation and 
shall not exceed the total sum of $18,000 in dollars and/or baht; provided 
further, that reimbursement for costs incurred under this Subsection will 
not exceed a sum equivalent to the unobligated dollar funds remaining 
under Section 3.1 at the time such costs are incurred. It is agreed that if 
under the circumstances covered by this Subsection transportation by 
water is available and if in the judgment of Engineer such transportation 
would expedite return of its personnel, Engineer is authorized to use such 
transportation. In the case of such transportation by water per diem 
allowance to Engineer’s personnel and dependents shall be limited to $5 
per day. 

3.222 Overhead Costs. 

An allowance in lieu of actual overhead shall be paid to the Engineer by 
the Government at the rate of 66.5 percent of the Engineer’s home office 
salaries incurred under this Contract and at the rate of 30.0 percent of the 
salaries of Engineer’s personnel sent to Thailand from the United States 
for work under this Contract. Costs properly included in Engineer’s over- 
head shall not be directly reimbursed. Costs not directly reimbursed under 
the terms of this contract shall be deemed to be included in the foregoing 
costs. [New matter in italic initialed: PS and LJS.] 


3.3. Fee Compensation. 


3.31 In addition to the reimbursements to Engineer for costs of work as 
provided in Section 3.2 hereof, Government shall pay Engineer for the benefit 
of Engineer’s specialized knowledge, experience and judgment developed over 
a long period of years in this field of work a total fixed fee of United States 
$100,000, payable for (and during the period of this Contract) as follows: 

Nineteen (19) payments of $5263.16 at the end of each month follow- 
ing the commencement of the field work hereunder on documentation as 
specified in the Letter of Commitment, provided that ten (10) percent 
of each monthly payment shall be withheld until completion of the 
Engineer’s services hereunder, upon receipt of Certificate of Perform- 
ance from the participating country. 


4.0 United States Dollar Payments 


4.1 As hereinafter set forth reimbursement or payment in U. 8S. dollars will be 
made to the Engineer of the dollar costs referred to in the following sections: 
3.2111, 3.212, 3.213, 3.2141, 3.2161, 3.2162, 3.217, 3.219, 3.220, 3.221, 3.222, and 3.31, 
except those costs in 3.217, 3.219, and 3.221 which are incurred in Thailand and 
paid for in baht shall be reimbursed in baht. 

4.2 Method of Payment of Fee and U. S. Dollar Reimbursable Costs. 

4.21 Payment to Engineer of the United States dollar reimbursable costs 
and fee specified under Section 4.1 shall be made monthly through the 
Foreign Operations Administration, an Agency of the United States Govern- 
ment (hereinafter referred to as “FOA”), or through a commercial bank 
in the following manner : 

4.211 The Government shall arrange with the FOA for the issuance 
of a Letter of Commitment in the amount of $880,000 directly to Engi- 
neer against which Engineer may draw its fee compensation and dollar 
reimbursable costs upon presentation of documents set forth in said 

Letter of Commitment; provided, however, that the Government during 
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the course of this Contract may at its option elect to finance the balance 
of the dollar costs by means of a Letter of Credit from a commercial 
bank to be agreed upon by the parties hereto. Engineer shall conform 
to the terms and conditions set forth in said Letter of Commitment or 
Letter of Credit. 

4.212 Notwithstanding the execution by Government of the Certificate 
of Performance to be required in said Letter of Commitment, Govern- 
ment shall not be deemed to be foreclosed from requesting reimburse- 
ment adjustments based upon examination of Engineer’s payment docu- 
ments, relevant payroll accounts, expense statements and other records 
pertaining to this Contract, and the Engineer shall promptly make such 
appropriate adjustments, if any. 


5.0 Payment of Baht Costs 


5.1 Other than the dollar payments referred to in Paragraph 4.1 and the sub- 
divisions thereof, all costs which the Government is obligated to pay or reim- 
burse pursuant to this Contract shall be paid to the Engineer by the Government 
in baht, which is the local currency of Thailand. The Government shall make 
an initial advance in baht by depositing the sum of 2,500,000 baht in an account 
in the name of Engineer in the Bank of America, Bangkok Branch. Government 
may require Engineer to submit vouchers, reports and other data covering all 
withdrawals which have been made from the baht account and all these vouchers, 
reports and data will be in such form and submitted at such intervals as may be 
requested by the Government. The Government agrees that in no event will it 
permit the balances in the Engineer’s baht account to fall below 500,000 baht, it 
being expressly understood that Engineer shall be obligated to perform work 
hereunder only to the extent that baht funds are available as provided in this 
Section. 

5.2 Repayment of Unexpended Portion of Account. 

Upon completion or earlier termination of work under this Contract, Engi- 
neer shall promptly repay to Government all unexpended or unobligated amounts 
in the baht account and shall furnish documentation as mutually agreed upon 
for all expenditures made or to be made thereunder. 

5.3. Rate of Currency Conversion. 

If and when necessary for the purposes of this Contract the conversion rate 
which shall apply to all transactions under this Contract shall be the Bank of 
Thailand average dollar open market rate on the date the expenditure involved 
is incurred, or if no such rate exists on the date of expenditure then the Bank 
of Thailand average dollar open market rate on the day next prior thereto shall 
apply. 

GENERAL PROVISIONS 
6.0 Performance 


6.1 Engineer shall begin work promptly and shall proceed diligently in ac- 
cordance with Engineer’s schedule and sequence of operations. 

6.2 While it is understood and agreed that the obligations of the Govern- 
ment shall not, without prior written approval of the Government, exceed the 
total of the amounts stated in Section 3.1 and that expenditures, payments 
and reimbursements shall not, without prior written approval of the Govern- 
ment, exceed the total amount stated in Section 3.1 or the maximum amounts 
specified in individual Sections and Subsections of the Contract, yet it is also 
understood and agreed that the Engineer shall not be required to perform 
services called for by this Contract or said Sections or Subsections when to do 
so would call for expenditures of money in excess of the amounts specified under 
this Contract or said Sections or Subsections unless the required additional 
funds for said purpose or purposes are made available by the Government. 


7.0 Responsibility of Engineer 


7.1 It is understood that Government desires that full use be made at the 
earliest possible date of the facilities to be designed by Engineer, and to that 
end, Engineer shall perform its work hereunder in an efficient and diligent 
manner and in accordance with good engineering practice. 


8.0 Taxes and Assessments 


8.1 All payments made hereunder to Engineer by Government or by Engineer 
to its employees or subcontractors or their respective non-Thai employees shall 
be exempted to the extent permitted by law from any tax or assessment which 
may now or hereafter be imposed thereon by the laws of the Government. Like- 
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wise, duties on equipment and supplies purchased and imported by Engineer for 
use in the performance of this Contract and fees assessed because of the presence 
of Engineer’s personnel in Thailand are waived by Government to the extent 
permitted by law. To the extent that any such taxes, assessments, duties or 
fees are actually paid, the same shall be reimbursed by Government. 

8.2 Government shall, without cost to Engineer or its personnel, grant and 
issue visas, licenses or permits of any kind required to enable Engineer and its 
personnel to enter Thailand and to carry on the work to be done hereunder to the 
extent that the law permits. To the extent that any cost or expense is paid by 


Engineer in securing visas, licenses, or permits of any kind, such expense shall 
be reimbursable. 


%.0 Independent Engineer 


It is understood and agreed that in all work covered by this Contract Engineer 
shall act as an independent engineer, maintaining complete control over Engineer’s 
employees. 


10.0 Title to Property 


Title to all equipment, materials, supplies, and tools, the cost of which has 
been reimbursed to Engineer, and title to sites shall be in the name of Government 
but shall be under the custody and control of Engineer until completion and 
acceptance of the work or earlier termination of this Contract, at which time 
custody and control shall be turned over to the Government. 


11.0 Consultation 


It is understood that Engineer and its personnel may at any time consult 
with FOA officials concerned and may give to them any information and reports 
concerning the work performed under this Contract. 


12.0 Modification 


No change or modification of this Contract shall be made except by mutual 
agreement in writing between Government and Engineer. 


13.0 Term of Contract 


13.1 This Contract shall be effective upon the establishment of the FOA 
Letter of Commitment referred to in Section 4.2 above, and shall continue in 
full force and effect until nineteen (19) months from such date, unless earlier 
terminated as provided herein, provided, that the term of this Contract may be 
extended by mutual agreement. 

13.2 This Contract may be terminated prior to the time mentioned in Section 
13.1 above, in the following manner: 

13.21 By Government giving at least thirty days’ written notice of 
termination to Engineer. 

13.22 By FOA giving to Government and Engineer at least forty days’ 
written notice of its intention to terminate FOA financing of dollar costs 
and fees as herein provided, but such notice shall not be effective to terminate 
the Contract if Government shall within fifteen days thereafter arrange for 
such financing in a manner satisfactory to Engineer, to be evidenced by a 
written supplemental Contract hereto. 

13.3 In the event of termination prior to completion of the work hereunder, 
this Contract shall be terminated on the effective date of any notice of termination 
provided for in Section 13.2, but Government shall be liable to Engineer for the 
following: 

13.31 Reimbursable costs to date of termination, including without limita- 
tion, costs resulting from commitments or obligations undertaken or incurred 
by Engineer in good faith in connection with the work. 

13.32 Costs incurred by Engineer to effect orderly termination of the 
work under this Contract. Reimbursement shall include such of the foregoing 
costs as necessarily are incurred after the effective date of termination, 
including salaries and cost of returning personnel and their families to their 
point of origin subject to limitation contained in Section 3.214. It is under- 
stood that Engineer will use its best efforts to minimize expense and com- 
mitments from the date of receipt of any notice of termination. 

13.33 That portion of the fixed fee payable to the effective date of 
termination in accordance with Section 3.3 plus the 10 percent of the fee 
that has been earned up to date of termination but which was retained by 
the Government. 
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14.0 Access to Site of Work 


The Government will take whatever action is necessary to provide Engineer 
with access to the site of the work and will assume liability or reimburse Engineer 
for damage which may occur to property which is used or occupied in connection 
with the work, except where such damage occurs through fault of the Pngineer. 


15.0 Notices 


Any notice given by any of parties hereunder shall be sufficient only if in 
writing and sent by telegraph or cable or registered airmail, postage prepaid, 
addressed as follows: 

To Government: Ministry of Communications, Bangkok, Thailand. 
To Engineer : 1134 Locust Street, St. Louis 1, Missouri. 


Or to such other address as either of such addresses shall designate by notice 
given as herein required. Notices hereunder shall be effective when received. 


16.0 Control and Approval by Government 


Government will designate an official or officials who shall keep in touch with 
the work, and shall be the authorized medium of communication and of approval 
in all matters pertaining thereto. Engineer will consult with and receive approval 
from Government in advance of important decisions and commitments. Before 
construction is authorized for any portion of the project the Engineer will pre- 
pare and submit to Government for approval in writing, proposed variations 
from the existing right of way for the road, limiting grades, and plans and 
specifications in sufficient detail to indicate in general the standards of 
construction. 


17.0 Registration and Qualification 


Neither Engineer nor any of its employees, subcontractors, or subcontractors’ 
employees, who are other than Thai citizens, firms or corporations, shall be 
required to register as engineers or architects or to qualify to do business under 
the laws of Thailand or any political subdivision thereof, in connection with the 
performance of their services hereunder. 


18.0 Language, Weights and Measures 


This contract is executed both in the English language and in the Thai language, 
but it is understood and agreed that in all questions involving the interpretation 
of the provisions of this Contract the English language text shall be controlling ; 
provided, however, that said Contract shall come into force when the English 
language text thereof shall have been executed by the parties hereto. The English 
language shall be used in all written communications between Government and 
Engineer with respect to the services to be rendered and with respect to all 
documents procured or prepared by Engineer pertaining to the work, except as 
otherwise noted herein or agreed upon between Government and Engineer. The 
project designed shall be based on the metric system of weights and measures. 
Estimates of quantities involved shall be made and recorded in metric units. 


19.0 Books and Records 


Engineer shall keep full and complete records and books of account in accord- 
ance with generally accepted accounting principles covering the financial details 
applicable to this Contract; Government, and any of its duly authorized repre- 
sentatives, shall until the expiration of three years after final payment under this 
Contract have access to and the right at all reasonable times to examine and 
audit such records and books of account (and in addition any or all other 
attachments, correspondence, memoranda and other records pertaining to this 
Contract) of the Engineer involving transactions relating to this Contract. 


20.0 Inspection 


Engineer agrees to permit authorized representatives of Government at all 
reasonable times to inspect the facilities, activities, and work pertinent to the 
Contract, either in the United States or abroad, and to interview personnel 
engaged in the performance of the Contract to the extent deemed necessary by 
Government. 


21.0 Assignment 


The Engineer shall not assign, transfer, pledge or make other disposition of 
this Contract or any part thereof, or of any rights, claims or obligations of the 
Engineer hereunder except with the prior written consent of the Government. 
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22.0 Subcontracts 


Except as authorized in writing by Government, Engineer shall not subcontract 
any part of the work under this Contract. 


23.0 Covenant Against Contingent Fees 


Engineer warrants that no person or selling agency has been employed or 
retained to solicit or secure this Contract upon an agreement or understanding 
for a commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained by 
the Engineer for the purpose of securing business. For breach or violation of 
this warranty, Government shall have the right to annul this Contract without 
liability or, in its discretion, to deduct from the Contract price or consideration 
the full amount of such commission, percentage, brokerage or contingent fee. 


24.0 Nondiscrimination 


In connection with the performance of work under this Contract, Engineer 
agrees not to discriminate against any employee or applicant for employment 
because of race, religion, color, or national origin. 


25.0 Modification or amendment 


No changes, modifications or amendments shall be made to this Contract, ex- 
cept as may be mutually agreed upon in writing by authorized representatives of 
the parties hereto. 


26.0 Reports and information 


Ten copies of monthly Progress Reports shall be delivered to the Government 
and ten copies to FOA. Within thirty days following completion of work under 
this Contract, Engineer shall deliver ten copies of a Final Report to the Govern- 
ment and ten copies to FOA. 

All information gathered under this Contract by Engineer and all reports and 
recommendations hereunder shall be treated as confidential by Engineer and 
shall not, without consent of Government, be made available to any person, party 
or government other than Government, except as otherwise expressly provided 
in the Contract. The tracings and other originals of all plans, drawings, engi- 
neering specifications and similar materials, and any and all construction records 
or documents pertaining to the work, shall be delivered to Government upon 
completion of the work and shall become the property of Government. It is 
understood, however, that Engineer may retain for its own records copies of said 
plans, drawings, specifications or other documents. 


27.0 Personnel 


oT 


27.1 Engineer agrees to furnish to Government the name and necessary 
identifying information with respect to the officers, and, if requested by Govern- 
ment, to submit biographical information on any of the individuals now or 
hereafter employed in the performance of this Contract ; provided that in respect 
of personnel to be sent to Thailand for work on this Contract, Engineer shall 
obtain prior approval from Government as to security and salary. Engineer 
further agrees, at the written request of Government, to terminate the em- 
ployment on this Contract of any individual or individuals if Government is 
of the opinion that, for security or other reasons, such termination is required. 

27.22 Government and Engineer agree that the necessary U. S. personnel, 
including engineers, specialists, and technicians, to be sent to Thailand will be 
supplied by Engineer. The following sets forth the job titles, grades, and num- 
bers presently contemplated. The numbers may vary according to work 
exigencies. The salaries are the maximum to be paid, except with prior Gov- 
ernment approval. 
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Number | Monthly 
salary 
| maximum 


Grade | of men 








Project Coordinator 

Project Manager. 

Highway Engineer 

Cemstruction Engineer 

Materials Engineer 

Office Engineer <a 
Bridge Engineer-_-_-_---_- Suakbiathire dames nGtkieieiadth dn ebltin caine nad natal 
Construction Inspector -- -_.-.-- 

Bridge and Road Designer-- 

Survey Party Chief............._. 
Assistant Survey Party Chief-__. 
Instrumentman..-____-- “ 

Soils Mechanic 

Camp Manager sia oa 
Accountant-__--- Bieindciep tie ; 

Office Manager estat Mia 
Assistant to Project Manager 


Total 


$1, 875. 00 
1,343. 77 
1, 182. 05 


. 38 
3.75 
. 75 
. 23 
22 
23 


feet et be et 








For work to be performed in Engineer’s United States Offices, the salaries 
currently in effect shall apply, the maximum of which are as follows: 


Title and monthly salary maximum 


Principal Engineer 500. 00 
Head Engineer 040. 00 
Senior Engineer III 920. 00 
Senior Engineer II 805. 00 
Senior Engineer I 700. 00 
Engineer II , - : 600. 00 
Engineer I 515. 00 
Assistant. Engineer 433. 33 
Draftsman II 385. 00 
Draftsman I 305. 00 
Engineer Aid I 225. 00 


ame) 


28.0 Law of Contract 


The Contract between Government and Engineer will be construed under and 
governed by the laws of the Kingdom of Thailand. 
29.0 Appendices 
The provisions set forth in Appendices A and B are incorporated as part of 
this Contract. 
IN WITNESS WHEREOF, the parties have caused this Contract to be executed in 
Washington, D. C. as of the day and year first hereinabove written. 
GOVERNMENT OF THE KINGDOM OF THAILAND 
MINISTRY OF COMMUNICATIONS, 
By P. Sarasin, Ambassador of Thailand. 
SVERDRUP & PARCEL ENGINEERING COMPANY, 
By L. J. Sverprup, President. 
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Item and description Number} Unit cost 
of units 


. Light station wagon, 2-door, 4-wheel drive, 6-cylinder 
. Power wagon, picku body, with winch V-8 engine 
Light sedan, 4-door, -8 engine 
Light station wagon, 4-door, V-8 engine 
Standard drafting table, 7-foot 
Fluorescent desk and drafting table lights 
Typewriter, 13-inch carriage 
Adding machine, 10-bank, hand-operated 
. Calculator, hand-operated 
. Reproduction machine, ammonia process blueline - 
. Reproduction machine, mimeograph model 430 or equal 
. Plan file, 3-section, 15-drawer, metal, 42- by 54-inch 
‘ Engineer’ s library, reference books 
. Erasing machine, electric 
. Parallel rule, 48-inch 
. Surveyors transit and tripod, 1-minute scale 
. Surveyors transit and tripod, 20-second scale ___- 
. Surveyors 18-inch dumpy level and tripod. 
. Sectional level rod and target 
. Range poles, 8-foot 
. peeveyec 6 steel chain, 30-meter. 
. 14-inch chaining pins, 11 per set 
. Hand level 
. Plumb bob and sheath, 16-ounce, brass 
. Engineer’s steel tape and case, 15-meter 
. Surveyor’s metallic tape and case, 30-meter 
. Electric fans, 30-inch ceiling type 
. Surveyor’s field book 
. Mechanical refrigerator, 8-cubic foot 
. Mechanical refrigerator, 6-cubic foot _- 
. Soils-testing equipment 
. Materials-testing equipment 
. Field testing equipment 
. Water pump and storage tank, 25 
. Chlorine proportioner 
36. Diatomite filter, 25-gallon-per-minute 
37. Kitchen range, fel-oil-fired 
. Hot-water heater, fuel-oil-fired, 100-gallon on 
. First-aid kits, drugs, medical supplies._..........-_- 
. Spare parts for motor vehicles : shicicbisbeteeuiislae pickiteasiinn 
. Electric generator, 10-kilowatt, diesel... 2, 100. 00 
. Small tools_- rete Sdhdpeira aguas oe | 200. 00 | 
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Total cost delivered, St. Louis 
Handling charges, inland freight, insurance 
I bit in cist bicntinhinintinbndiosdodianbbemsiieibies - 
Miscellaneous and contingency 


Total, Goer ertianeet COM in ss ec ecediins since... 





Norte.—Vehicle specifications: All vehicles largest availible tire sizes; md tires on items 1 and 2, suburban 


tires rear wheels items 3 and 4; right-hand drive if availobk 
oil filters, oil-bath air filters; spotlight on each vehicle. 


; tinted glass and windshields; turn indicators, 

The above equipment list and cost estimate describes the engineering equip- 
ment estimated to be necessary for the satisfactory and expeditious execution 
of this Contract which must be purchased with dollars. It is recognized that 
this list is an estimate and that job experience may indicate the necessity of 
additional or different items. Engineer is authorized, within the total estimated 
cost of $78,800.00, to delete, add or substitute items as may be necessary for 
the execution of this Contract. Engineer is also authorized to engage and 
utilize the services of a commercial freight forwarding agent for shipment 
of this equipment. 
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AMENDMENT No. 1 To ConTRAcT BETWEEN SveERDRUP & PARCEL ENGINEERING ComM- 
PANY AND THE MINISTRY OF COMMUNICATIONS OF THE GOVERNMENT OF THAILAND 


This contract entered into this 9th day of January 1956, between Sverdrup & 
Parcel Engineering Company, a corporation organized and existing under the 
laws of the State of Missouri, United States of America (hereinafter referred 
to as the “Engineer”) and the Ministry of Communications of the Government 
of Thailand (hereinafter referred to as the “Government”’) ; 

WITNESSETH : 

Whereas the parties hereto entered into a Contract dated May 5, 1955, and 

Whereas the parties now desire to amend said Contract to clarify certain 
provisions which only ambiguously reflect the agreement reached between the 
parties: 

Now, therefore, the parties mutually agree that for said purpose said Contract 
shall be and it hereby is amended, effective from and after May 5, 1955, as 
follows: 

1. The last sentence of Section 3.2111 is hereby amended to read as follows: 
“A schedule showing ranges of wages and salaries to be paid by Engineer to 
its U. S. employees under this Contract is attached hereto and marked Appendix 
B, and reimbursement for such wages and salaries shall be limited to amounts 
paid within said ranges.” 

2. Section 3.2112 is hereby amended by deleting the reference “3.2182” appear- 
ing in the last line thereof and substituting in lieu thereof the reference “3.218.” 

3. Section 3.218 is hereby amended to read as follows: 

“3.218 Thailand Central and Field Office Costs and Services. 

“The actual amount paid by Engineer for the establishment, construction or 
rental and maintenance of a Central Office and Field Offices at sites on the job, 
together with all supplies necessary therefor. The Field Offices shall be 
equipped to serve also as places of living, dining, and sleeping for Engineer’s 
employees and employees of the Thai Ways Department in training (unless 
such employees are being provided an allowance for such facilities) pursuant 
to the provisions of Section 3.2112. The cost of wages paid to employees for 
maintaining and operating said Field Offices, and of food supplied at such Field 
Offices for all employees of Engineer or of Thai Ways Department referred to 
in this subsection 3.218, shall be reimbursed by Government to Engineer. If 
any of the foregoing facilities or services are provided by the Construction 
Contractor to Engineer, the amounts paid therefor by Engineer to the Con- 
struction Contractor shall be reimbursed by Government to Engineer. Such 
sums as are received by Engineer from Contractor shall not be included in re- 
imbursement directly to the Engineer by Government. All costs incurred in 
baht will be reimbursed in baht.” 

Except as expressly hereby amended, said Contract is in all respects ratified, 
confirmed, and continued in full force and effect in accordance with its terms. 

IN WITNESS WHEREOF, the parties hereto have, by their representatives or offi- 
cers thereunder duly authorized, executed this Contract as of the day and year 
first above written. 

SvERDRUP & PARCEL ENGINEERING COMPANY, 
By STEPHEN F. Leo, Vice President. 
MINISTRY OF COMMUNICATIONS OF THE 
JOVERN MENT OF THAILAND, 
By P. Sarasin, Ambassador of Thailand. 


JANUARY 18, 1956. 
No. 92/2499. 
Subject: Northeast highway contract, amendment No. 2 
SverpruP & PARCEL ENGINEERING Co., 
St. Louis, Mo. 

GENTLEMEN: This will refer to the informal discussions between representa- 
tives of your Company and Mr. Robert L. Totten of the Washington office of 
the International Cooperation Administration (hereinafter referred to as ICA), 
and to your letter to ICA under date of December 23, 1955, concerning the com- 
mencement of the centerline survey for the proposed extension of the Northeast 
Highway, Thailand, from KM 63 to KM 166, at Korat. This will refer also to 
my telegram to you of January 6, 1956, and to the telegram from the ICA under 
date of January 7, 1956, with respect to this work. 


|S oF 1 le 
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This letter is your authorization to proceed with the survey, so that the 
Royal Decree of Condemnation may be issued promptly, and the approval of 
the Legislature obtained, all in time to prevent delay in securing the rights- 
of-way required for constructing the described extension of the highway. In- 
cident to the centerline survey, you are also authorized to proceed with the 
engineering services required for checking the survey and design and giving 
general direction to the supervision of construction by the Thai Highway De- 
partment of 4 kilometers of access road from Sikiew to the revised location 
of the Northeast Highway for which no additional fee or reimbursement is re- 
quired by your firm. 

This authorization is being given to you only on the following terms, condi- 
tions, and understandings: 

1. That it is expected that the centerline survey and this access road work 
ean be accomplished between January 7, 1956, and July 1, 1956. 

2. That the Thai Highway Department will furnish four qualified engineers 
to work with your organization for a continuous period of three months, be- 
ginning January 7, 1956, or as soon thereafter as possible. 

3. That you are authorized to purchase in Thailand the equipment necessary 
to perform the work, including two pick-up trucks, in an amount not to exceed 
$12,000. 

4. That the Thai Highway Department will cause a bulldozer and operator 
to be placed at your disposal. 

5. That your present contract on the Northeast Highway, dated May 5, 1955, 
will be amended to include the additional work described herein and to in- 
clude an appropriate adjustment of the fee provide therein. 

6. That it is expected that your present contract on the Northeast Highway 
will be amended by March 1, 1956 to cover all engineering services required on 
the proposed extension of the highway; that in view of this expectation, you 
may recruit such additional employees as are required for the centerline survey 
work prior to June 30, 1956, and who will be required thereafter to perform 
services under the proposed amendment, so that personnel temporarily as- 
signed to the centerline location can be returned on or before April 1, 1956, 
to Kilometer 0.0 to Kilometer 63 work now in progress; provided that if the 
proposed amendment is not executed, the return of personnel excess to the 
requirements of the work in hand will be treated as a reimbursable item of 
cost. 

7. That the Government agrees to pay you for costs incurred in performing 
the centerline survey work provided— 

(a) The cost does not exceed the sum of $102,400 and of baht 1,000,000; 
it being understood that these sums are estimates based on the assumptions 
stated in your said latter of December 23, and that if there is a substantial 
change from the assumptions stated in that letter the sums stated herein 
may be changed by mutual agreement. 

(b) The costs will be paid only upon presentation of the documents re- 
quired by your present contract and the ICA Letter of Commitment appli- 
cable thereto. 

(c) That such costs shall be subject to all of the limitations stated in 
your present contract and in the ICA Letter of Commitment applicable 
thereto, except, of course, as the work described in this letter already re- 
quires exception from those limitations. 

8. That you will agree to an amendment of ICA Letter of Commitment No. 
93-6 issued under date of June 13, 1955, applicable to your existing contract, to 
provide that the dollar amounts committed by that letter shall be applicable to 
the dollar obligations stated in this letter, as well as to the present contract; 
and should it appear to you that such amounts will not be sufficient, you shall 
notify the Government of Thailand and ICA of such fact within such time that 
the work under the present contract and this letter can be terminated in an 
orderly fashion. It is expected that when the dollar fiscal year 1956 funds 
required for financing the extension of the Northeast Highway become available, 
the ICA Letters of Commitment will be adjusted so that the amount of dollar 
obligations stated in this letter will be covered from such 1956 funds. 

If this letter meets with your approval, please sign the original and the eight 
attached copies hereof and return the copies to this office. The terms of this 
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letter shall be effective upon your acceptance of the amendment of the ICA 
Letter of Commitment heretofore referred to. 
Very truly yours, 
GOVERNMENT OF THE KINGDOM OF THAILAND, 
MINISTRY OF COMMUNICATIONS, 
By P. Sarasin, Ambassador of Thailand. 
Accepted : 
SveERDRUP & PARCEL ENGINEERING Co., 
STEPHEN F. Leo. 


AMENDMENT No. 3 To Contract BETWEEN SVERDRUP & PARCEL ENGINEERING 
COMPANY AND THE MINISTRY OF COMMUNICATIONS OF THE GOVERNMENT OP 
THAILAND 


This Contract entered into this 13th day of July 1956, between Sverdrup & 
Parcel Engineering Company, a corporation organized and existing under the 
laws of the State of Missouri, United States of America (hereinafter referred to 
as the “Engineer”’) and the Ministry of Communications of the Government of 
Thailand (hereinafter referred to as the “Government”’) : 

WITNESSETH : Whereas the parties hereto entered into a contract dated May 5, 
1955, and amended said Contract by Amendment No. 1 dated January 9, 1956, 
and by Amendment No. 2, in the form of an interim letter dated January 18, 
1956; and 

Whereas the parties now desire to further amend said Contract and to extend 
the work originally described to include the surveying, preparation of plans and 
specifications and the supervision of construction of that portion of the North- 
east Highway, Thailand, from KM 638 to KM 166, at Korat; and to incorporate 
into the text of the Contract the provisions of the interim letter that was 
Amendment No. 2; and to add, clarify and correct certain provisions which will 
eliminate ambiguity and further expedite the work to the mutual benefit of 
both parties: 

Now, therefore, the parties mutually agree that for said purpose said Con- 
tract shall be and it hereby is amended as follows: 

1. Section 1.0 of the Contract is hereby amended to read as follows: 

“1.0 Government plans to construct, in accordance with the most modern 
United States of America highway design and construction techniques, all or 
a major portion of a highway in Thailand between Sari Buri and Ban Phai, via 
Korat, a distance of approximately 309 KM; however, at the present time avail- 
able funds are sufficient for only a portion of the work.” 

2. Section 1.1 of the Contract is hereby amended to read as follows: 

“1.1 Specific Scope of Work. 

“The Engineer shall provide the engineering services necessary for the design 
and supervision of construction or reconstruction, including required bridges and 
other structures, of that portion of the Northeast Highway which begins at 
Sari Buri and extends one hundred and sixty-six KM to Korat. Engineer esti- 
mates that this work can be completed within a period of thirty-one (31) 
months from May 5, 1955, the date of signing of the Contract, provided that the 
funds become available as required. More specifically, these engineering serv- 
ices shall consist of :”. 

3. Subsection 1.33 of the Contract is hereby amended to read as follows: 

“1.33 The base course shall be laid for the full width of the roadway, out- 
side edge of shoulder to outside edge of shoulder. The thickness of the base 
course shall be designed in accordance with a standard practice for similar roads 
in the United States of America. The Engineer shall exercise his best judgment 
and experience in designing a roadway which shall be adequate to carry the 
normal expected loadings, but in no instance shall the design be for a wheel load 
of less than 8,000 pounds.” 

4. Section 2.23 of the Contract is hereby amended to read as follows: 

“2.23 In the event Engineer decides to employ independent consultants in con- 
nection with the work hereunder, Engineer shall obtain prior written approval 
as provided in Subsection 3.213.” 

5. Section 2.3 of the Contract is hereby amended to read as follows: 

“2.3 Engineer shall provide and be reimbursed for all necessary equipment 
used in performance of the work hereunder other than the personally owned 
instruments and tools of the trade of Engineer’s field staff. In order that the 
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maximum amount of usable equipment will be available to the Government 
upon conclusion of the work under this Contract, the Engineer will carry out 
an adequate preventive maintenance program, endeavor to maintain a normal 
inventory of spare parts, and upon completion of the construction work recon- 
dition such equipment the repair of which, in the opinion of the Engineer, can 
be economically justified in relation to its remaining useful life. This provision 
is subject to the availability of funds and applies to the equipment purchased 
by the Engineer under this Contract. At the conclusion of work under this 
Contract, equipment for which reimbursement has been made shall be delivered 
to the Government and custody thereafter shall be in the Government.” 

6. Subsection 2.4 is hereby added to the Contract to read as follows: 

“2.4 Engineer shall not be liable for the loss of any property for which it 
has custodial responsibility unless such loss is caused by the willful misconduct 
or negligence of Engineer’s personnel.” 

7. Subsection 2.5 is hereby added to the Contract to read as follows: 

“2.5 Government shall assume and indemnify Engineer against loss, including 
consequential damage, resulting from claims of others for damage to property 
caused by the work covered by this Contract, unless such loss is caused by the 
failure of Engineer to exercise its best engineering judgment. If any such 
claims be covered by insurance, carried by Engineer, Government shall assume 
and indemnify Engineer against only that part of such loss as is in excess of 
such insurance. In the event claim is made against Engineer, Engineer shall 
promptly notify Government thereof and send to Government any summons or 
other papers served upon Engineer and shall cooperate with Government in 
Government’s defense of such claim.” 

8. The Subsections of Section 3.0 of the Contract referred to below are amended 
to read as follows: 

“3.1 Government shall pay Engineer as full and complete compensation for 
the work covered by this Contract, the amount payable under Sections 3.2 and 
3.3 of this Contract. Government and Engineer presently estimate that such 
amounts will be a total of US$1,506,000 and 8,748,708 baht. It is understood 
and agreed that the obligations of the Government to the Engineer hereunder 
shall not exceed the amount of these estimates without prior approval of the 
Government. It is further understood that Government presently has available 
for commitment under this Contract the amounts of $1,249,000 and 6,812,300 baht. 
The availability of the balance required to complete engineering services will 
depend upon the approval of additional funds for fiscal year 1957. Engineer 
shall not be required to perform services beyond the sums made available herein. 
In the event that actual baht costs exceed the above baht ceiling, such excess 
may be applied against the dollar ceiling at conversion rates prescribed in Section 
5.3. The Engineer shall, however, advise the Government in writing at least 
thirty (80) calendar days in advance of the date on which it is deemed necessary 
that such excess baht costs shall be applied against the dollar ceiling. Further- 
more, the Engineer shall submit a complete breakdown showing costs already 
applied against the baht ceiling and shall submit complete justifications for the 
necessity of exceeding the estimated baht ceiling.” 

“3.211 Personnel Compensaticn. 

“3.2111 The direct cost to Engineer of dollar salaries or wages cus- 
tomarily paid by Engineer for foreign work which, including differential 
payments, shall not exceed the sum specified in the last column of 
Appendix B, unless otherwise approved in writing by the Government 
and USOM/Thailand, pius vacational allowances and payments for lost 
time while employed on the job in Thailand because of illness, accident, 
or other causes not due to the fault of the employee, to the extent that 
such payments are actually made by Engineer in connection with work 
under this Contract; provided, however, that salaries or wages for lost 
time for lost time for accident or illness shall be limited to the aggre- 
gate of 114 days per month per employee while in Thailand. Prior to 
such reimbursement, conditions prescribed in Section 27.1 of this Con- 
tract must be met. Salaries or wages of personnel sent to Thailand will 
be reimbursed from date of departure from point of origin to Thailand 
by the most expeditious air route and shall continue until the date of 
return by the most expeditious air route to such point or to any other 
point, provided that the salary to such other point does not exceed the 
salary to the point of origin. Salaries or wages of engineers and 
technical personnel employed on the project in the U. S. A. shall be re- 
imbursed on the basis of actual hours worked. A schedule showing 
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the salaries to be paid by Engineer to its employees working in the 
U. S. under this Contract is shown in Section 27.2 and reimbursement 
shall be limited to these rates of pay. 

“3.2112 A schedule showing ranges of wages, salaries and allowances 
to be paid in baht by Engineer to its Thai employees under this Con- 
tract shall be submitted for prior approval by the Government, pro- 
vided that reimbursement for such salaries, wages and allowances in 
baht shall not exceed 1,700,400 baht without prior written approval of 
Government. The schedule shall also include allowances which may be 
paid to Thai Ways Department employees who are in training under 
this Contract in lieu of the subsistence referred to in Section 3.218. 

“3.2113 Engineer’s salaried employees are authorized to observe the 
following holidays: New Year’s Day, Memorial Day, July 4, Thanks- 
giving, King of Thailand’s Birthday, and Christmas. 

“3.2115 Engineer is authorized to pay its non-Thai personnel working 
in Thailand a vacation allowance which shall be the equivalent of 
one day’s salary for each 12 days of foreign employment, provided such 
payments shall be limited to personnel who have completed their em- 
ployment contracts and to personnel whose employment was terminated 
by death, illness or accident not caused by their wilful misconduct. 
For the period prior to the effective date of Amendment No. 3, salary 
is to be deemed base overseas salary plus overtime compensation in 
effect when employment is terminated. For the period beginning with 
the effective date of Amendment No. 3, salary is to be deemed ‘total 
salary’ as set forth in Appendix B in effect when employment is termi- 
nated. ‘Foreign employment’ shall be deemed to be that period between 
an employee’s departure from his point of origin in the United States 
until his return thereto or a place not more distant. 

“3.213 Consultants. 

“The dollar cost to the Engineer of employing consultants in connection 
with the work, including their fees and expenses; provided, however, that 
consultant shall be employed only with prior written approval of Govern- 
ment and the ICA Mission to Thailand. 

3.214 Personnel Travel and Subsistence. 

“3.2141 The actual amounts paid by Engineer for transportation plus 
travel subsistence allowances at the rate of $10 per diem in respect 
of personnel, including Engineer’s officers, and consultants in travel 
status from the point of origin in the U. S. to Thailand and return to 
any other point, provided that the cost thereof does not exceed the cost 
of travel to the point of origin, or within the continental United States 
in connection with work hereunder; provided that such travel shall be 
by the most expeditious air route. During the term of this Contract, 
Engineer’s employees who are assigned to Thailand for one year or 
more may take their families (wives and unmarried children under 21 
years of age) to Thailand, and Engineer shall be reimbursed the actual 
amounts paid by Engineer for transportation, plus travel subsistence 
allowance at the rate of $9 per diem for dependents 11 years of age and 
over and travel subsistence allowance at the rate of $3 per diem for 
children under 11 years of age, in travel status between the point of 
origin in the United States and Thailand, provided that such travel 
shall be by the most expeditious air route. If travel of such families 
be by water, reimbursement for such transportation and subsistence 
shall not exceed the cost of transportattion and subsistence by the most 
expeditious air route. 

“3.215 Other Personnel Service Allowances. 

“The actual amounts paid by Engineer for quarters allowances to Engi- 
neer’s personnel in Thailand not provided quarters by Engineer, and to those 
of Engineer’s personnel who have taken their families to Thailand. It is 
intended that most employees of Engineer will be recruited in bachelor 
status to be stationed at field offices where quarters are provided. For those 
employees who are not provided quarters and for those of Engineer’s per- 
sonnel who have taken their families to Thailand, quarters allowances shall 
be at the rate of 6,000 baht per month; 4,000 baht per month for employees 
in bachelor status in Grades T—1 to T-5, inclusive, and A-3 to A—5, inclusive; 
and 5,000 baht per month for employees in bachelor status in Grades T-6 or 
A-6 and higher. Quarters allowances for families of personnel shall be 
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restricted to personnel in Grades T-6 and A-6 and higher, not to exceed 
six families in number. Reimbursement shall be in baht. Reimbursement 
of amounts paid for quarters allowances for employees in bachelor status 
will be made only if such employees are authorized by Government and 
U. S. Operations Mission to Thailand to live away from field offices. 

“3.216 Insurance and Medical Service. 

“3.2161 Subject to prior Government approval Engineer will be reim- 
bursed for the actual amounts paid by Engineer for premiums on the 
following insurance coverages related to operations in Thailand: em- 
ployer’s liability and workmen’s compensation, internment insurance, 
comprehensive public liability and property damage, automobile liability 
and $100 deductible collision, aircraft liability, and transportation of 
property. 

“3.217 Equipment, Materials, Supplies, and Out-of-Pocket Costs. 

“The cost to Engineer of all equipment in accordance with Appendix A 
and Appendix D attached hereto, not, however, to exceed $115,300 without 
prior Government approval. The cost incurred by Engineer in Thailand of 
materials, supplies, postage, express, long distance telephone, telephone 
installations, telegrams, cables, reproductions, translations, legal and audit- 
ing advice in respect to the application of Thai laws; telephone, cables, tele- 
grams, passports, visas, physical examinations, inoculations, and similar 
out-of-pocket costs incurred by Engineer in the U. S. in connection with the 
work hereunder, in accordance with Engineer’s usual accounting practice; 
both, however, not to exceed $50,000 in dollars and/or baht, without prior 
yovernment approval. 

“3.221 On completion of the work under this Contract or expiration of 
this Contract or in the event of termination of this Contract prior to such 
completion, Engineer’s personnel shall be returned promptly to their points 
of origin. If such prompt return is prevented by lack of transportation 
resulting from any cause beyond Engineer’s control, to be so certified in 
writing by Engineer, the Government will reimburse Engineer for necessary 
payments made by Engineer to such personnel for salaries plus post differen- 
tial and quarters allowances (while awaiting transportation) plus travel 
subsistence (while in actual travel) at the rates specified elsewhere in this 
Contract, provided that payment of such salaries, allowances and subsistence 
shall not cover a period of more than two months beginning with the day 
when such return is prevented by lack of transportation and shall not exceed 
the total sum of $30,000 in dollars and/or baht; provided further, that reim- 
bursement for costs incurred under this subsection will not exceed a sum 
equivalent to the unobligated dollar funds remaining under Section 3.1 at 
the time such costs are incurred. It is agreed that if under the circum- 
stances covered by this Subsection transportation by water is available and 
if in the judgment of Engineer such transportation would expedite return 
of its personnel, Engineer is authorized to use such transportation. In the 
ease of such transportation by water per diem allowance to Engineer’s 
personnel and dependents shall be limited to $5 per day. 

“3.222 Overhead Costs, 

“An allowance in lieu of actual overhead shall be paid to the Engineer 
by the Government at the provisional rate of 66.5 percent of the Engineer’s 
home office salaries incurred under this Contract and at the provisional rate 
of 30.0 percent of the salaries of Engineer’s personnel sent to Thailand 
from the United States for work under this Contract. Costs properly in- 
cluded in Engineer’s overhead shall not be directly reimbursed. Costs not 
directly reimbursed under the terms of this Contract shall be deemed to be 
included in the foregoing costs. In lieu of the foregoing, beginning July 
1, 1956, Engineer shall be reimbursed for indirect expense allocable to 
this Contract at the tentative rate of 66.5 percent of direct technical sal- 
aries paid by Engineer to its home office employees engaged in performance 
of work under this Contract and at the tentative rate of 30.0 percent of the 
base salaries, including overtime payments but excluding overseas differ- 
ential and completion incentive payments, of Engineer’s personnel sent to 
Thailand from the United States for work under this Contract, provided, 
however, that annually (after July 1, 1956) during the term of this Con- 
tract and also within a year following completion of work under this Con- 
tract, an audit of Engineer’s books and records shall be made by Interna- 
tional Cooperation Administration (ICA) acting on behalf of Government; 
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or in lieu of such audit ICA, acting on behalf of Government, shall 
accept from Engineer a certification by an acceptable certified public account- 
ant, of the correctness of the costs included in the overhead for the 
period of certification, for the purpose of enabling Engineer and ICA, act- 
ing on behalf of Government, to agree upon the actual overhead rates ap- 
plicable to the period covered by such audit or certification. The new rates 
shall be tentative rates applicable until revised in accordance with the next 
audit or certification. Fixing actual rates for a specified period shall be 
evidenced by letter to that effect from ICA, acting for Government, to 
Engineer. 

“3.31 In addition to the reimbursements to Engineer for costs of work 
as provided in section 3.2 hereof, Government shall pay Engineer for the 
benefit of Engineer’s specialized knowledge, experience and judgment devel- 
oped over a long period of years in this field of work a total fixed fee of 
United States $207,500 payable for and during the period of this contract 
as follows: 

“Nine (9) monthly payments of $5,263.16 each beginning at the end 
of August 1955 (when fieldwork hereunder commenced) and continuing 
thereafter with nineteen (19) monthly payments of $8,006.58 and one 
(1) payment of $8,006.54, all of the above on documentation as speci- 
fied in Letter of Commitment, provided that ten (10) percent of each 
monthly payment shall be withheld until completion of the Engineer’s 
services hereunder, upon receipt of Certificate of Performance from 
Government.” 

9. The subsections of Section 4.0 of the contract referred to below are amended 
to read as follows: 

“4.2 Method of Payment of Fee and U. 8S. Dollar Reimbursable Costs. 

“4.21 Payment to Engineer of the United States dollar reimbursable costs 
and fee specified under section 4.1 shall be made monthly through the In- 
ternational Cooperation Administration (formerly Foreign Operations Ad- 
ministration), an agency of the United States Government (hereinafter 
referred to as ‘ICA’), or through a commercial bank in the following 
manner : 

“4.211 The Government shall arrange with the ICA for the issuance 
of a Letter of Commitment in the amount of $1,249,000 directly to En- 
gineer against which Engineer may draw the fee compensation and 
dollar reimbursable costs upon presentation of documents set forth in 
said Letter of Commitment; Provided, however, That the Government 
during the course of this Contract may at the option elect to finance the 
balance of the dollar costs by means of a Letter of Credit from a com- 
mercial bank to be agreed upon by the parties hereto. Engineer shall 
conform to the terms and conditions set forth in said Letter of Com- 
mitment or Letter of Credit.” 

10. Section 13.1 of this Contract is hereby amended to read as follows: 

13.1 This Contract is effective June 13, 1955, which is the date of the issu- 
ance by ICA of its Letter of Commitment in the amount of $880,000, and shall 
continue in full force and effect until June 1, 1958, unless terminated at an 
earlier date as provided herein, provided that the term of the Contract may be 
extended by written mutual agreement.” 

11. Section 14.0 of the Contract is hereby amended to read as follows: 

“14.0 Access to Site of Work. 

“Government will take whatever action is necessary to provide Engineer with 
access to the site of the work and will assume liability or reimburse Engineer 
for damage which may occur to property which is used, occupied or affected 
by work done hereunder, unless such damage is caused by the failure of Engineer 
to exercise its best engineering judgment.” 

‘ 13. The subsections of Section 27.0 of the Contract are amended to read as 
ollows : 

“27.1 Engineer agrees to furnish to Goverment the name and necessary 
identifying information with respect to the officers, and if requested by 
Government, to submit biographical information on any of the individuals 
now or hereafter employed in the performance of this Contract. Engineer 
shall obtain for all non-Thai employees and consultants assigned to perform 
any work under this Contract in Thailand, an ICA security clearance prior 
to their departure for Thailand. 
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“A schedule showing the Professional, Technical, Managerial and Ad- 
ministrative positions and listing the ranges of wages and salaries and other 
payments to be paid by Engineer to its non-Thai employees under this Con- 
tract is attached hereto and marked Appendix “B”. The approved employ- 
ment and salary policy of the Engineer is contained in a side letter agreement 
dated April 25, 1955. 

“With respect to all non-Thai employees who shall perform work ir 
Thailand, it is agreed that the starting salaries of employees be considered 
as automatically approved upon Engineer’s certification at the time of re- 
questing reimbursement that employees by name, classification and salary 
are receiving salaries which are not in excess of the approved base salary 
rates, and that no U. S. base starting salary exceeds 112 percent of the 
maximum salary earned in the past three years (as attested by the em- 
ployee), and that the salary of the group of employees does not exceed in 
the aggregate 108 percent of the same maximum salaries. Starting salaries 
not within this formula shall be submitted for individual prior approval, and 
salaries so approved shall not affect the formula stated above. 

“It is understood that Engineer will in no event, without prior approval 
of ICA, seek reimbursement for salaries of Engineer’s officers at a rate in 
excess of $26,000 per annum, inclusive of overseas differential, nor non-Thai 
personnel other than officers, principals or partners at a rate in excess of 
$22,500 per annum inclusive of overseas differentials. 

“It is contemplated that an average of 5 hours overtime above the stand- 
ard 40-hour work week will be required to prosecute the Thailand Road 
Project diligently and expeditiously and with a minumum of U. S. personnel : 
therefore, in lieu of the actual overtime hours worked, it is agreed that all 
personnel will be paid for 5 hours overtime weekly as shown in Appendix 
B of this Contract. 

“It is agreed Engineer may pay customary overseas differential of 25 per- 
cent of the base salary in accordance with its policy. 

“It is agreed that Engineer may pay a completion incentive payment of 

50.00 for each month and proportionately for a fraction thereof of em- 
ployment in Thailand to each employee who satisfactorily completed his 
original employment contract or any renewal thereof. This payment schedule 
is set forth in Appendix B of this Contract. An original employment con- 
tract shall be considered satisfactorily completed if one of the following 
conditions is complied with : 

“1. The employee completes eighteen (18) months of employment in Thai- 
oa computed from the date of departure from point of origin in the 
U.S. A. 

“2. The employee satisfactorily completes the work for which he was 
hired and his employment is terminated by Engineer before 18 months of 
employment because his services no longer are required. 

“3. The contract between Sverdrup & Parcel Engineering Company and 
the Government of Thailand should be terminated or completed. 

“4. The employee dies or becomes incapacitated by illness or accident, not 
due to his willful misconduct, to a degree which, in the judgment of a doctor 
of medicine selected by Sverdrup & Parcel Engineering Company will 
prejudice the work. 

“27.2 Government and Engineer agree that the necessary U. S. personnel, 
including engineers, specialists, and technicians, to be sent to Thailand will 
be supplied by Engineer. Appendix B establishes the maximum salaries to be 
paid except with prior written approval of the Government. Appendix C lists 
the approximate number of employees with their job titles and salary grades. 
The number of personnel and job classifications may vary according to work 
exigencies. For work to be performed in Engineer’s United States offices, the 
salaries currently in effect shall apply, the maximum of which are as follows : 
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“Title and monthly salary marimum 


ee verre mena = aS i eee ee 9 $1, 500. 00 
ESE rel NR are el Ain eee ee SEG STN Te Sa a Eb 1, 040. 00 
Senior Engineer III__._________ Soe ee ee cee ee 920. 00 
ome meee ae ee ee ee eB Se ee 805. 00 
IU i oe ee eee 700. 00 
I rica SS ear as ee US eee 600. 00 
I Beer ct Et = ee EE ree ae 515. 00 
ET NN dE a ee SP ee Oe te 433. 33 
a ade Shag EER EES ER a en Ee PE a eT 2 Pe es 385. 00 
SMUT, Bach So a ie oa ek ee ee er cd 305. 00 
Ren wenn Bn oe a eG ses 125. 00” 


14. Section 29.0 of the Contract is hereby amended to read as follovs: 

“29.0 The provisions set forth in Appendices A, B, C, and D are incorporated 
as part of this Contract. Appendices A and B of the original Contract are un- 
changed by Amendment No. 3. Appendices C and D are added by Amendment 
No. 3.” 

15. Section 30.0 is added to the Contract to read as follows: 

“30.0 Government in signing this Amendment No. 3 hereby requests ICA to 
amend its Letter of Commitment in favor of Engineer to provide for the total 
sum of One Million Two Hundred Forty-nine Thousand Dollars ($1,249,000).” 

16. Section 31.0 is hereby added to the Contract to read as follows: 

“31.0 The words ‘Foreign Operations Administration’ and ‘FOA’ as used 
in this Contract are intended to include ‘International Cooperation Administra- 
tion,’ ‘ICA,’ and any successor agency. 

“Except as expressly hereby amended, said Contract is in all respects ratified, 
confirmed, and continued in full force and effect in accordance with its terms.” 

IN WITNESS WHEREOF, the parties hereto have, by their repersentatives or 
officers duly authorized, executed this Contract as of the day and year first 
above written. 


MINISTRY OF COMMUNICATIONS OF THE Goy- 
ERNMENT OF THAILAND, 


(Title) 


SvERDRUP & PARCEL ENGINEERING COMPANY, 
By STEPHEN F. Leo, Vice President. 
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APPENDIx C 


Estimated budget for Northeast Highway to Korat 
DOLLAR COSTS 























] ) 
Personnel 
| 
| Esti- 
Esti- Esti- | mated 
Grade Job title Appendix B classi- | mated | mated |months} Dollars 
fication num- | num- per 
ber, ber, indi- 
original amend-| vidual 
} } con- | ment 
| tract | No.3 
| } | 
| 1. United States personnel in | | 
Thailand: | 
T-9. Project manager. | Senior engineer III__} Bees 31 $41, 657 
T-8. Highway engineer | Senior engineer II___! 1 nal 31 36, 644 
T-8-. Construction engineer - - a «Ospina } A Aincesia 19 22, 459 
T-8. Location engineer - - - Sc | 1 |} 18 21, 277 
T-7. Materials engineer___- Senior engineer I 1 . pili } 31 32, 066 
T-6. Bridge engineer. __ Engineer IT. -- 1 | 31 27, 706 
T-6 Soils engineer__- amas | } 1 | 18 16, 087 
T-6 Assistant materials engi- | ioc 1 18 | 16, 087 
neer. 
T-6 Office engineer __-- | Ohi oc. y 1 | | 19 | 16, 981 
T-5. Soils mechanic__- Engineer I_. 1 | 27 20, 904 
T-5-. Construction inspector. - -| ia 2 27 | 41, 808 
T-5 Bridge and road dis- | ES 1 30 23, 228 
patcher. | 
T-5. Survey party chief_- i... 3 17 | 39, 486 
a5 do. |.....do 2| 18| 27,872 
T-5 Assistant party chief__ -- do 2 7 41, 808 
T-5 do- sae I 17| 13,162 
T+4 Instrument man__. Assistant engineer-. 2 27 | 37, 434 
T+4 do. | OG. 1] 24 18 61, 697 
A-5 or 6.. Camp manager. Chief clerk or office | l 29 29, 000 
| manager. | 
A-5. Accountant_- | Chief clerk 1 30 | 24,703 
A-5. Assistant to manager. | do_._-. 1 30 24, 703 
A-4 Secretary - | Stenographer IIT 1 30 20, 797 
T-7. Equipment operator_.....| Senior engineer I 1 6 6, 206 
| 
Total_- 23 10 #43, 772 
| 
2. United States personnel in | 
home office: 
Highway consultant. 1 5 8, 625 
Project coordinator l 11 20, 625 
Engineers | 2 1 24, 000 
Total | | 4 1 
3. Vacation allowances to! 
United States personnel in | 
Thailand, M2 of total sal- | 
aries ($638,652 | | 
4. Miscellaneous equipment | 115, 300 
costs (see appendices A | 
and D). | 
5. Other dollar costs. including | 210, 957 
insurance, travel, and sub- | 
sistence, freight, inocula- 
tions, ete. | 
6. Overhead, home-office  sal- | 30, 000 
aries, 
7. Overhead, field salaries | 192,000 
8. Fee.. | 207, 500 
Grand total | 1, 506, 000 
117 months 
218 months. 
BAHT COSTS 
[Equivalent dollars $416,605.00. 21 baht equals US$1] 
1. Thai personnel and living allowanee@.. 4 .nunceknn sede neon ineninonss 1, 606, 700 
2. Office, field offices, camp construction and furnishings, ete_......—--~~-~~- 1, 800, 000 
3. Other Baht costs, including food, supplies, transportation, medicine, hospital, 
ORE” CUM. c ciaisiad Scotian + 0 slain ini eee aaa 5, 342, 000 
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APPENDIx D 





Item and description | Number Unit Total 

















of units cost 
1. hae truck, %-ton, Dodge- 2 $1,700 | $3, 400 
Specifications: Grip- tread tires, left-hand ‘drive, tinted glass and 
windshield, turn indicators, oil filters, oil-bath air filters, and spot- 
light on each vehicle. } 
2. Electric generator, 15-kilowatt, diesel_........_...-_- | 2 | 1, 600 3, 200 
3. Spare parts for generators--- idnsd hepa ences | Lot | 550 550 
4. Blueprint paper and supplies____-- | Lot | 200 | 200 
5. Transit and tripod, 20-second, Berger - - - eé 1 | 715 | 71 
6. Dumpy level and tripod, 18-inch, Berger “ | 1 | 360 | 360 
7. Drafting paper, cloth, and supplies___-_- 2 : | Lot | 1, 000 1, 000 
8. Surveying books, chains, and supplies- = } Lot | 500 500 
9. Water system, 10-gallon-per-minute, F ‘airbanks-Morse____- 1 | 250 250 
10. First-aid kits and supplies____- 7 Samii | Lot | 80 | 80 
11. Hot-water heater --- --- : : : : 2) 125 | 250 
12. Washing machine__- ; bg avithinte eens : } 1 100 100 
13. Mechanical refrigerator___- bbaee tek , | 1 | 600 | 600 
14, Vehicle tires and spare parts - - _- sapele Lot | 6, 500 6, 500 
15. Equipment repair and parts__-_- af ee ; Lot | 1,000 1, 000 
16. Radio-telephone system. Lot 7, 500 7, 500 
Total cost delivered, St. Louis_- ase ioe ‘ putdnaal ae 
Handling charges, inland freight, insurance - ia | ..-| 3,300 
Ocean freight -_-. . _- Se : | |. 3, 350 
Miscellaneous and contingency - |- ie 3, 645 
i + Ve, we ie td 
Total dollar equipment cost__-.. I 
' 


The above equipment list and cost estimate described the additional engineer- 
ing equipment estimated to be necessary for the satisfactory and expeditious 
execution of the extended work in this Contract which must be purchased with 
dollars. It is recognized that this list is an estimate and that job experience may 
indicate the necessity of additional or different items. Engineer is authorized, 
within the total estimated cost of $36,500.00 to delete, add or substitute as may 
be necessary for the execution of this Contract. Engineer is also authorized 
to engage and utilize the services of a commercial freight forwarding agent for 
shipment of this equipment. 

Mr. Harpy. Mr. Stoneman, come up now, please. 

Have you been sworn ? 

Mr. Stoneman. No, sir. 

(Whereupon, Mr. Walter G. Stoneman was duly sworn as a witness 
by Mr. Hardy.) 


TESTIMONY OF G. WALTER STONEMAN, THAILAND OFFICER, 
OFFICE OF FAR EAST OPERATIONS, INTERNATIONAL COOPERA- 
TION ADMINISTRATION 


Mr. Harpy. Mr. Stoneman, you have heard the testimony of Mr. 
Larsen. 

Is the conduct of Mr. Larsen in making available these documents 
to a contractor proper ¢ 

Mr. Sroneman. I don’t think so, sir, based on what I have heard. 
There are, conceivably, circumstances under which consultation be- 
tween the USOM staff and the contractor with which a contract is 
being negotiated without competition might be in order, but the type 
of information that has been discussed would more properly come 
direct from Washington to the contractor if the contractor had : 
reason for knowing it. 

Mr. Harpy. Are there any regulations bearing on this particular 
type of activity ? 

Mr. Stoneman. Unless there is classified information involved, Mr. 
Chairman, I am not aware of any. However, there probably is some- 
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thing bearing on this in some of our ICA procedures, and I think 
that it is common knowledge in Government circles that this sort of 
thing should not go on if there is competition involved. 

Mr. Harpy. Is it true that this kind of information given to any 
contractor prior to negotiations and final determination with respect 
to negotiating with a single company could prejudice the interest of 
the Government ? 

Mr. Sroneman. It would appear so, sir, but this is a complex situa- 
tion and I can’t make a categorical statement that this would always 
prejudice the Government because I am thinking of such situations as 
a preliminary exploration with the prospective contractors, which I 
been is normal procedure with the Corps of Engineers, for instance, 
as to whether or not a contractor might be available or interested. 

I am not trying to avoid your question, Mr. Chairman, but there 
are many different combinations of circumstances that might be 
considered. 

Mr. Harpy. What I am wondering about is the universality of this 
kind of action. 

What basis does the committee have to reach any conclusion other 
than this is the customary procedure that goes on all over the world? 
I wonder whether actually there is a procedure going on that you 
don’t know about here in Washington that can result in our just dump- 
ing hundreds of millions of dollars needlessly here, there, and every- 
where. 

Is there any procedure that can provide any reasonable assurance 
that this kind of loose operation isn’t going on all over the world? 

Mr. Stoneman. As to a precise procedure, sir, [ am unaware of any 
I can cite to you, but I believe that I can assure you that it is common 
ethics and common knowledge among most Government employees 
that information should not be discussed or disclosed to prospective 
contractors under circumstances which might prejudice the best in- 
terests of the Government. 

Mr. Harpy. Are you suggesting there is a possibility of poor ethics 
on the part of Mr. revlon ¢ 

Mr. Stoneman. Yes, sir; I think there is a question of poor judg- 
ment on the part of Mr. Larsen, although I would not definitely state 
that it was without further study. 

Mr. Harpy. I have before me a cablegram to Bangkok, signed 
Hollister, dated August 30, 1957. 

Is this still classified? It has a classification of “official use only” 
on it. 

Mr. SroneMan. The substance is not classified and as long as the 
precise text is not read ; security is not involved. 

Mr. Harpy. This indicates that it was drafted by you, Mr. Stone- 
man. 

Mr. Stoneman. Yes, sir; if it is the one I discussed with Mr. 
Woods, I believe it was. 

Mr. Harpy. Classified “official use only.” It relates to this same 
contract I believe. 

Mr. SroneMan. Yes, sir. 

I am presuming, sir, you are referring to the one Mr. Woods and 
I discussed on Thursday. 

Mr. Harpy. I am told that is correct. 


24700—58—vt. 1—-—40 
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Now, the thing that I am wondering about, and I would like to have 
a little explanation if we can, that one is marked “official use only.” 
In January of 1956, a long time before that, discussing the same sub- 
ject, there was no classification. 

Is there a reason for that ? 

Mr. Stoneman. I think in this case that, as I recall the subject of 
the telegram, it was the type of thing that I would not want to have 
clearing through the Bangkok cable office in its open text for the 
reason it is presumed that anything that goes through commercial 
cable channels is available to more than merely the cable office and 
receiver. It involves questions that are administratively confidential. 
There is no security aspect to the message as I recall it. We have 

Mr. Harpy. I haven’t any notion whether this particular lassitude, 
or whatever you may call it, on the part of Mr. Larsen, caused extra 
cost to the Government. I don’t have any idea about that or whether 
it will. But it certainly indicates to me a procedure that if generally 
practiced throughout the world raises some question of our whole 
foreign-aid program. 

Mr. Stoneman. Well, sir, I would only ask that you not judge the 
whole foreign-aid program based on poor administrative judgment 
by one employee in one mission. 

Mr. Harpy. What do we have to indicate you have more able 
employees elsewhere ? 

Mr. Sroneman. Well, it would take a study, but I believe I could 
document it, sir. I have no question about Mr. Larsen’s professional 
competence. In fact, I understood he was quite good. I think his 
administrative judgment was poor in this case. 

Mr. Harpy. Prior to this hearing, had you any reason to suppose 
that his administrative judgment was poor? 

Mr. Sroneman. No, sir. 

Mr. Harpy. Then you have no reason to assume that you might not 
find out the same thing about a lot of other people in whom you have 
confidence ? 

Mr. Stoneman. That is quite true, sir. In fact, I am somewhat 
shaken by some things I have heard that have come out of these 
hearings. 

Mr. Harpy. Now here I have a copy of a letter over the typed signa- 
ture line of Mr. McGavock, dated April 24, 1957. It says: 

In the 1957 budget, they have programed funds for the complete engineering 
and the construction of the Wang Noi-Sari Buri section, which is the northern 
41 kilometers of the project. They intend that Raymond’s Northeast Highway 
contract be amended for this additional work. 

Mr. Hill tells me that their 1958 program will include construction for Don 


Muang Airport to Wang Noi, which is the center 41 kilometers of the project, 
for which they contemplate amending Raymond’s contract. 


Skipping a paragraph: 





Mr. Hill also tells me they are contemplating extending the Northeast High- 
way from Korat to the Laos border and that while they may encourage the 
highway department to do certain short sections of this route by force account, 
that again they expect Raymond and ourselves to be employed for the overall 
supervision and most of the construction of this work. 


Now, is that a proper type of information for Mr. Hill, an ICA 


employee, Mr. Larsen’s superior, to be dishing out to the contractors 
for transmittal to their home offices ¢ 
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Mr. Stoneman. Under the circumstances involved in Thailand as 
I knew them, I think that it is possible that it might be considered 
appropriate because of the necessarily close professional relationship 
between the USOM staff and their engineering contractors concerning 
the highway work throughout Thailand. 

Unfortunately, the personnel situation has been such that we have 
not been able for longer periods of time to have on our staff highway 
engineers who are fully qualified to pass professional judgments 
in connection with program planning. 

Mr. Harpy. In April of 1957, wasn’t your 1958 budget supposed 
to be classified ? 

Mr. Sroneman. In April of 1957, the 1958 budget? Yes, sir; I 
think it might have been. 

Mr. Harpy. Mr. Hill was quoted in here as saying: 


Mr. Hill tells me that their 1958 program will include construction— 
and so forth. 

Is that a proper thing for Mr. Hill or any employee of the Govern- 
ment to be disclosing to a contractor ? 

Mr. Stoneman. Insofar as this is classified information—and I 
believe you are correct about the timing, Mr. Chairman; and insofar 
as the information did not derive from professional consultations 
between the contractor and the USOM, I would say it was inap- 
propriate. 

The only exception I was trying to point out that might have 
existed, and I think in fact has existed in certain instances, is that 
the mission was forced by circumstances to solicit certain profes- 
sional advice and judgments from the engineering contractor on the 
spot. 

Mr. Harpy. So the mission is permitted the violation of classifi- 
cation which Members of the Congress cannot do? Is that right? 

Mr. Stoneman. I meant to say, sir, if the information was actually 
derived from consultation with the engineering contractor, it would 
appear that the engineering contractor is already aware of it. 

Mr. Harpy. Well, of course you know that that information would 
have been improper for me as a Member of Congress to have expressed 
at that time? 

Mr. Stoneman. Yes, sir. And I have said that I think it is im- 
proper for Mr. Hill to have expressed that except possibly, as a mat- 
ter of practicality it might have been the subject of consultation prior 
to the time it came under the classification. 

I am not disagreeing with you, Mr. Chairman; I am trying to give 
you as complete an answer as I can about the possible ramifications of 
the situation in Thailand. 

Mr. Harpy. As a matter of fact, Mr. Hill’s statement advising Mr. 
McGavock was in April and your telegram was in August. Your tele- 
gram was classified “official use only,” and Mr. Hill was passing the in- 
formation or similar information on to the contractor. 

Mr. Stoneman. Well, my classification, sir, was for administrative 
reasons, not for any security reasons. 

Mr. Harpy. Thank you. 

Mr. Stoneman. I wish to make one additional statement, if I may, 
to clarify—— 
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i Harpy. Yes, sir; if you can clarify anything, please make half 
a dozen. 

Mr. Sroneman. With regard to whether or not ICA has any way 
of learning about irregularities of this sort, I am not the seer that 
can answer everything concerning ICA regulations, although I am 
in a coordinating position at the desk. I am not aware of any specific 
regulation, but I would ask that my answer not be taken final on this. 
I would point out we have an investigative staff under general super- 
vision of Mr. Keating, which follows up on any reported ievegeteri 
ties, and I think that through that media we have learned in fact, from 
my personal knowledge, I know that we have learned about similar 
situations. 

Mr. Harpy. I am not too impressed by that observation with respect 
to Mr. Keating. Mr. Keating testified in the last hearing we had 
concerning Mr. Hill’s possible conflict of interest and we found out 
the entire investigations rested on his conversation with Mr. Hill. 

If that is the kind of investigation you conduct over in ICA, you 
might as well abolish the section. 

Mr. Stoneman. Thank you. 

It is not under my jurisdiction ; I cannot quite abolish it. 

Mr. Harpy. If that is the only way he performs—and I don’t know, 
that is all I have to go on—I think we might be at least less hood- 
winked than we apparently are now. 

Thank you, Mr. Stoneman. 

Mr. Stoneman. Excuse me for—— 

Mr. Harpy. Got anotherone? Fine. 

Mr. Sroneman. These situations in our overseas missions, I think, 
require the general supervision and close surveillance of the mission 
director and the mission director should be, and most of them I think 
and hope are, riding pretty close herd on this sort of thing. 

Mr. Harpy. Obviously this mission director has been falling down 
on his job. 

Mr. Stoneman. None of them can cover the waterfront completely, 
but I assure you this is not the type of thing we condone or like to 


eo rs 
Mr. y. Mr. Stoneman, we have brought up so many little 
things here in this series of hearings that apparently ICA didn’t have 
any idea what was going on, they “couldn’t happen”; but they are hap- 
pening. 

Mr. Sroneman. As I have already said, sir, I had not known about 
this particular matter in advance and I do think it is a bit irregular. 

Mr. Harpy. Thank you, Mr. Stoneman. 

General Sverdrup, would you come up, please. 

Mr. Leo, you may come up, too, if you like. 

(Whereupon, Gen. L. J. Sverdrup and Stephen F. Leo were duly 
sworn as witnesses by Mr. Hardy.) 


TESTIMONY OF GEN. L. J. SVERDRUP, PRESIDENT, SVERDRUP & 
PARCEL, INC.; ACCOMPANIED BY STEPHEN F. LEO, VICE PRESI- 
DENT, SVERDRUP & PARCEL, INC. 


Mr. Harpy. Have aseat, gentlemen. 
Mr. Reppan. Would you please give your name and address? 
General Sverprup. L. J. Sverdrup—S-v-e-r-d-r-u-p; St. Louis, Mo. 
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Mr. Reppan. And you are associated with the firm of Sverdrup & 
Parcel? 

General Sverprup. Yes, sir. 

Mr. Reppan. And what is the address? 

General Sverprur. 915 Olive Street. 

Mr. Reppan. What position do you occupy there? 

General Sverprur. President. 

Mr. Reppan. You are the president ; and how long have you occupied 
that position, sir? 

General Sverprue. Well, actually as president only 11 years. Prior 
to that we were in partnership, sort of, Sverdrup & Parcel, by the same 
name, for 30 years. 

Mr. Reppan. I am sure the committee would be interested in a brief 
statement as to your background, as to your education and experience. 

General SverpRUP. Well, Tama souinath in civil engineering from 
the University of Minnesota, masters degree. 

I have been an engineer continuously except for a couple of wars, 
World War I and later World War II. And our firm has, as I stated, 
been in existence for some 30 years. During that period of time, we 
have handled a great deal of engineering work, in a good many places 
in the world, all over the United States and a great many foreign coun- 
tries. It has been under my direction since it started. 

Mr. Harpy. Were you an engineer officer when you were in the serv- 
ice, General ? 

General Sverprur. Yes, sir. I was in the southwest Pacific area all 
the way through. I was part-time chief of construction in the south- 
west Pacific and I was chief engineer under MacArthur. I wound up 
commanding general of Engineer Construction Commands, which 
included all engineering in the southwest Pacific. 

Mr. Harpy. I am glad to get that in the record. Thank you. It is 
a very impressive background. 

Mr. Reppan. How long has your firm been doing business in Thai- 
land ? 

General Sverprur It will be a little over 24% years. 

Mr. Reppan. Did you have any contract in Thailand prior to the 
Northeast Highway ? 

General Sverprur. No, sir. 

Mr. Reppan. And when did you enter into that contract with ICA ? 

General Sverprue. I am afraid I can’t answer that directly. 

As I recall it, we made a preliminary survey over there in the sum- 
mer of 1955, actually we started this work over there, I believe, in 
August of 1955. 

Mr. Reppan. You had no office in that section—— 

General Sverprur. No, sir. 

Mr. Reppan (continuing). At that time in that part of the world? 

General SverpruP. No, sir. 

Mr. Reppan. And you had no other contracts ‘ 

General Sverprup. No, sir. 

Mr. Reppan. Was this Northeast Highway a negotiated contract? 

General Sverprup. Yes, sir. 

Mr. Reppan. Do you know whether or not any other engineers were 
considered for that work ? 

General Sverprur. That I wouldn’t know. 
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Mr. Reppan. To your knowledge was anyone else considered ? 

General Sverprur. I wouldn’t know, sir. 

Mr. Reppan. I say 

General Sverprur. I have no knowledge on the subject, but this I 
would like to add is far from unusual, we have negotiated a great 
many contracts with the Army, Navy, and Air Force; and as for what 
is referred to as bidding, we as a firm will not bid. We will make 
a proposal which outlines. If we were to bid, we would find ourselves 
promptly expelled from the American Society of Engineers—which 
has happened, I might comment. So it is not in the same sense as a 
contractor’s bid. 

Mr. Reppan. It is what they call “comparable proposal”? 

General Sverprup. Could be that, yes, sir, but 

Mr. Reppan. Would you say how much you will do the job for? Is 
that it? 

General Sverprup. No, not necessarily. First, the normal thing is 
that we make a proposal in which we outline our capability, what eng- 
ineers we have that are available, what work of a similar nature that 
we have done that is comparable to that, to see whether our firm is 
qualified for it. 

In the Army, the thing that is customary is three are selected. We 
will negotiate with the first one. If we can’t get together, it will be 
dropped and go to the second one, and so on down. And not until 
that time is your actual fee or the cost brought in. 

Mr. Harpy. Actually, General, there is ; competition of a sort, but 
it is not based on a bid 4 

General Sverprup. Yes, but I would say, Mr. Chairman, at least 
we hope so, that the competition is merely on—you are willing to 
perform. 

Mr. Harpy. Experience, capability 

General Sverprur. Yes, sir. In other words, we feel if an engineer 
hasn’t got the capacity or ability to save the client more than the fee, 
well, he made a pretty poor choice. 

Mr. Reppan. How long has Mr. McGavock been with you, sir? 

General Sverprur. Ever since the end of World War II, and 
during World War IT he served under me. 

Mr. Reppan. I see. Do you know anything of his background ? 

General Sverprup. Yes, sir. 

Mr. Reppan. Educational and experiencewise ? 

General Sverprup. Yes, sir. 

Mr. Reppan. Will you tell us briefly. 

General Svervrup. Mr. McGavock graduated from the University 
of Kentucky. I am not sure whether it was in 1933 or 1934, but it 
was about that period. And he worked for the Kentucky Highway 
Department. He then worked for the Corps of Engineers. He ended 
the war as lieutenant colonel of Engineers. Shortly after that, he 
went to work for us. 

Mr. Reppan. General, I am sure that you have heard the testimony 
while you were in the room this afternoon with respect to ProAgs 
on the Bangkok-Saraburi Highway ? 

General Sverprup. Yes, sir. 
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Mr. Reppan. I would like to quote the last paragraph of Mr. 
McGavock’s letter of August 22, 1957, to Mr. G. Wood Smith, your 
vice president, It says: 


I hope this document is of some value, even though it will be necessary 
that we not disclose that we have it in our possession. 

Now, was that letter called to your attention, General ? 

General Sverprur. It could be, I don’t recall it. I have seen it 
since. 

Mr. Reppan. Does your company have any policy with respect 
to accepting information that one of your employees feels should 
not be in your possession ? 

General Sverprup. Well, it is something that has never come up 
and, as a matter of fact, I find myself here that it depends on what 
kind of a job it is. 

In the first place, I would like to bring out that practically all the 
figures discussed here were prepared by “McGavock and the office, so 
actually as to the facts, those he had anyhow. 

Next, I would like to say there is a vast difference between an ex- 
tension to a contract, where you have to be asked what you think 
the cost. is, and a completely new job. 

Mr. Reppan. Actually, Gener al, I am directing my attention not 
to the specific ProAg here, or - the specific job, ‘but to the general 
proposition. 

General Sverprur. The general proposition, certainly we don’t 
encourage getting information we are not entitled to if that is classi- 
fied information. 

Mr. Harpy. General, is there any significance to the fact there are 
at least three of these letters from McGavock where he was transmit- 
ting information which he said was given to him in confidence and he 
wasn’t supposed to have ? 

General Sverprur. Yes; I think—what I draw from it is he is try- 
ing to do a fine job of polishing an apple; how wonderful he is, getting 
this information. 


Mr. Harpy. I hope that is the only conclusion that ought to be 
drawn from it. 


General Sverprup. I think it is, Mr. Chairman. I have known 
Mr. McGavock a long time. 


Mr. Harpy. I think you can readily appreciate that there are more 
sinister possibilities in this. 

General Sverprup. I certainly can. 

Mr. Harpy. And it not only reflects on Mr. McGavock, but in this 
kind of a situation it at least looks like your company may condone 
that kind of a practice on the part of your employee. 

I am delighted to hear your expression to the contrary, but, on the 
surface, it certainly doesn’t speak well. 

Mr. Reppan. General, do you know Mr. Tom Hill? 

General Sverprup. Yes, sir. 

Mr. Reppan. How long have you known him, sir? 

General Sverprup. I have known him 2% years. 

Mr. Reppan. And under what cire umstances did you first meet him ? 

General Sverprup. I first met a little over 2 years ago—I 





first met him in March of 1956 in Bangkok. 
Mr. Reppan. In his official position in USOM ? 
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General Sverprur. That is correct. 

Mr. Reppan. And you had contacts with him subsequent to that 
time in connection with your work over there? 

General Sverprup. I saw him in Washington once, I believe, after 
that, and then again in Bangkok in October of 1957. 

Mr. Reppan. Were you apprised by your other employees or officers 
from time to time as to Mr. McGavock’s contacts with Mr. Hill and 
information which was being supplied to Mr. McGavock by Mr. Hill? 

General Sverprur. Well, that isa little broad. I don’t know exactly 
how to answer that. 

Mr. Reppan. What I am trying to find out, sir, is whether or not you 
had any reason to believe that Mr. Hill was giving Mr. McGavock 
information which Mr. McGavock at least felt he was not entitled to 
receive, shall we say ? 

General Sverprur. If you are again referring to the same letters, 
it is rather apparent it is that. 

Mr. Reppan. Did that come to your attention, sir ? 

General Sverprup. Pardon? 

Mr. Reppan. Was that brought to your attention ? 

General Sverprup. Not that I recall it now. I may have seen it, 
but I don’t recall it. 

Mr. Reppan. Did your vice president, Mr. G. Wood Smith, ever 
discuss that with you ? 

General Sverprue. No. 

Mr. Reppan. I have before me some files—copy of a letter dated 
August 15, 1955, which Mr. McGavock addressed to Mr. G. Wood 
Smith. That was shortly after your contract on the Northeast High- 
way ; isthat right ? 

General Sverprup. Yes. 

Mr. Reppan. Asa matter of fact, this is letter No. 8. 

Mr. Leo. What is the date of that ? 

Mr. Reppan. August 15, 1955. 

The opening paragraph states : 

Mr. Tom Hill of ICA has told me confidentially the 1955-56 ICA program for 
Thailand includes: “Northeast Highway,” and amount; “Renovation of eight 
airfields,” and the amount; “Other road work,” and amount; “Military construc- 
tion,” and amount ; “Design of naval base, and aviation fuel system.” 

Mr. Hill has indicated his intention while in Washington of arranging engineer- 
ing and construction contracts for the above-mentioned airfield work, and I 
believe he feels our company should be given first consideration for the engi- 
neering. 

Did Mr. Smith ever bring that to your attention ? 

General Sverprup. I would presume he did. And I would like 
to comment that that might be Mr. Hill’s prerogative, to do what 
would have to be done in Washington. 

Mr. Reppan. Yes. 

General Sverprup. It might be of interest we did not do the work. 

Mr. Reppan. Well, of course, Northeast Highway is given here. 

General Sverprur. Oh, yes, and of course we already had that. 
As far as the other installations, another firm did that. 

Mr. Reppan. In the last paragraph of this same letter, Mr. McGa- 
vock states : 


Mr. Hill is leaving here for Washington on August 22 and should prove a 
friend in helping us obtain such of this work as may be of interest. 
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Now, do you know whether or not Mr. McGavock was ever told 
what portion of that work would be of interest to Sverdrup & Parcel? 

General Sverprup. What portion of this work would be of interest 
to Sverdrup & Parcel? Told by whom ? 

Mr. Reppan. By anyone. 

General Sverprup. No. 

Mr. Reppan. In other words, this is a letter McGavock is writing 
back to Mr. Smith telling him that he has a friend in Mr. Hill, who 
is coming to Washington August 22. The way I read this letter, 
McGavock is saying “If you are interested in any of this work, let 
me know.” 

General Sverprup. Well, I don’t read it that way at all. 

Mr. Reppan. I see. 

General Sverprup. I would like to say we have a man representing 
us out in the field, be it ICA or any private industry, we certainly ex- 
pect him to let us know about it. If he did in this case, and as I say 
we did not obtain the work, maybe we weren’t best qualified. Let me 
put it that way. 

Mr. Reppan. Yes, but that is a little bit different than what Mr. 
McGavock is saying here. He says: 

Mr. Hill is leaving here for Washington on August 22 and should prove a 
friend in helping us obtain such of this work as may be of interest. 

That is different. 

General Sverprur. Well, that is Mr. McGavock’s opinion he is ex- 
pressing there. 

Mr. Reppan. Yes. 

General Sverprup. He thinks we are qualified for it. 

Mr. Reppan. Yes. 

General Sverprup. That is Mr. Hill’s job, to get a decent outfit to do 
the work. 

Mr. Reppan. Do you know whether or not this particular letter 
was brought to your attention ? 

General Sverprup. I say I assume it was. I can’t say yes or no, but 
I would assume it was. 

Mr. Reppan. Now I have another letter of August 15, 1955, letter 
No. 10, from Mr. McGavock to Mr. G. Wood Smith, in which he tells 
in the second paragraph: 

After examining both the Sverdrup & Parcel and Raymond contracts, as well 
as the Sverdrup & Parcel letter side agreement and cost estimate, the sense of 
this meeting— 
that is the meeting, I might say, he had with USOM, including Mr. 
Tom Hill and the controller of ICA in Thailand, and Mrs. Jesse 


Kopp— 


the sense of this meeting was that free food would be supplied all employees of 
the two organizations in the construction camps but that an amendment to both 
contracts clarifying the point would be required. 


This is the part I want to direct your attention to: 


Mr. Hill volunteered his assistance while in Washington in accomplishing these 
contract changes. I gather he is anxious that the matter be brought up during his 
stay in Washington as partial justification for a request he proposes to make 
for more local authority in modifying and administering contracts. Mr. Hill 
pointed out that, as our contract is with the Government of Thailand, it would 
strengthen his position if he had a letter from our company requesting his 
assistance. I assured him Mr. Leo would work closely with him in this regard. 
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Mr. Leo, I would like to ask, did you work with Mr. Hill in connec- 
tion with that ? 

Mr. Leo. I think I recall that episode, Mr. Reddan. It is a situa- 
tion in which you had two contractors, essentially, in the sense that 
they were under contract with the IGA, Raymond and Sverdrup & 
Parcel, using joint facilities. 

The "language in the contract in one instance was interpreted, I 
believe by an employee of ICA, as being, at least, “cloudy.” We hada 
situation where personnel of two camps were being treated under the 
contract. 

Mr. Reppan. They are separate contracts? 

Mr. Leo. This is correct. There was, however, a provision in each 
contract—which, I am sure, if you have studied the contract you are 
familiar with—that there will be living facilities supplied, so it would 
not be necessary to duplicate camps. In other words, constructing 
camps or feeding personnel, our personnel would have the use of those 
facilities. 

It is a question as to whether reimbursement, cost reimbursement, 
would take place. Insofar as that particular operation is concerned, 
although I do not recall the letter, I do recall the episode. I do recall 
that it was the sense of all the parties concerned that there should be a 
standard provision across the board so that all people would be treated, 
the same. 

I might also point out in no instance did this in any way affect income 
to the individual contractor. This was a cost-plus-a-fixed-fee type 
of contract in which these were part of the estimated cost. 

Does that answer your question, sir ? 

I don’t recall Mr. Hill, specifically, in this negotiation. I do recall 
discussions with ICA on this point. 

Mr. Reppan. Did you eventually get this point clarified to your 
satisfaction ? 

Mr. Lexo. I believe it was adjusted so it was standard for both 
contracts. 

Mr. Reppan. You did—— 

Mr. Leo. This had been the intention from the outset. It was inter- 
pretation, a question of interpretation of the language in the field. 

Mr. Reppan. Whose intention was it? 

Mr. Leo. I want to point out it wasn’t free food. 

Mr. Reppan. He refers here to “free food.” 

Mr. Lxo. This may be his language. It was a question of a provi- 
sion for what would be called, in military language, “quarters and 

rations.” It was generally agreed it was the intent, the language was 
cloudy, and it was adjusted. 

Mr. Reppan. General, I have a letter here, your file, dated October 
15, 1955, letter No. 58, to Mr. Smith from Mr. McGavock. I would 
like to ask you one question about a statement Mr. McGavock makes. 
It doesn’t deal with any job that you have there, but it contains a 
statement that isn’t clear tome. His letter says: 

I have received your letters Nos. 15, 16, and 17. We are disappointed that the 


airfields, POL system, and Sattahib base went to another engineer, and are in- 
clined to agree with you that this could have only been a cold deck deal. 


What is a “cold-deck deal’ ? 
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General Sverprur. Well, to me, that is many, many times we have 
been asked to come in and make a proposal, and we knew when we 
made a proposal we weren’t going to get it anyhow. In other words, 
we have no reference to ICA. So we know we are, instead of No. 1 
we were No. 3, and they wouldn’t get down to us. That is one thing 
every engineer has; you go through the exercise, but you know you 
are not going to be selected. 

Mr. Reppan. Further on in his letter, he states: 

Mr. Tom Hiil tells me, confidentially, that proposals will be solicited in 
Washington on jobs 2 and 3, mentioned above. 

And 2 and 3 mentioned above, 2 is “Supplemental inspection services 
on the expanded aid highway program”; and 3 is “Four men—four 
months’ reconnaissance of roads in Laos, to be followed later by an 
engineering contract.” 


Mr. Hill indicated, obliquely, that we should point out to the appropriate ICA 
officials in Washington that our present northeast highway contract contemplates 
our services on the entire project. I gather from his attitude that he must have 
heard, while in Washington, some indication that either new proposals would 
be solicited or else some other engineering firm considered on the extension of 


this job. 

Now, was that information brought to your attention, sir? 

General Sverprur. Well, again I will have to use the same answer; 
that I probably heard about it, yes. 

Mr. Reppan. Mr. Leo is your Washington representative ? 

General Sverprur. That correct. 

Mr. Reppan. Mr. Leo, did you bring this question to the ICA offi- 
cials’ attention, either “obliquely” or otherwise ? 

Mr. Leo. Mr. Reddan, I am not inclined to work obliquely. I don’t 
know how you would work obliquely in a situation like that. 

Mr. Reppan. I said “obliquely or otherwise.” 

Mr. Harpy. You had ample suggestion. 

Mr. Leo. I can’t recall that, specifically, as an episode. I assume, 
if my attention was brought to the fact that some engineering work 
was upcoming in any area, whether it be private or government, I 
would inquire as to the availability of it and whether or not we were 
to be considered. 

Mr. Reppan. Do you feel this information is of value to Sverdrup 
& Parcel ? 

Mr. Leo. What information now? 

Mr. Reppan. Well, information of this type. 

Mr. Hill indicated, obliquely, that we should point out to the appropriate ICA 
officials in Washington that our present northeast highway contract contem- 
plates our services on the entire project. 

Mr. Lro. Oh, yes. Mr. Reddan, that is difficult to answer, the lack 
of communications by post being what they are. In this instance, it 
did not turn out to be particularly useful. There are many times 
when I receive information in this office about various prospective 
engineering work upcoming and found, on inquiry, that the matter 
has been out for consideration for some time. In this particular in- 
stance, I cannot recall the work in particular, but I can say that we 
did not receive the work, nor were we requested to make a comparable 
proposal in connection with it. 
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Mr. Reppan. Did you go up to Laos and make a reconnaissance? 
A four-man reconnaissance ? 

Mr. Lxo. To the best of my knowledge—on the highway program 
in Laos? 

Mr. Reppan. Yes, sir. 

General Sverprup. I will have to answer that; I don’t know if we 
had a four-man. What we did do was to send personnel to make a 
study of the crossing of the Mekong River to connect that up. We 
did that at the request of ICA/Laos and it was purely a bookkeeping 
charge between ICA/Laos and ICA/Thailand. There was no fee 
involved whatsoever. In other words, if we hadn’t been on the spot, 
it couldn’t have been done. The people we had were used for that. 
It was cost reimbursement. 

Mr. Leo. That was a different project, however. We did not do a 
highway survey in Laos. 

General Sverprup. No, we did not. 

Mr. Lzo. The one to which the general referred, we did as a service 
during a slack period and without additional charge without a fee. 

General Sverprur. We did two of those. That was one and the 
other was a housing, but no highway — 

Mr. Leo. That is not remunerative work, I might say. 

Mr. Harpy. Provided you get your cost back. 

General Sverprur. You don’t. 

Mr. Lxo. But you get no fee on it. I mean the fee remains fixed. 

Mr. Reppan. Actually you couldn’t have charged a fee for that 
work,could you? Themen were already there? 

Mr. Leo. Your inquiry to me was whether I went over with the 
purpose of endeavoring to make a contract, which was negative. 

Mr. Reppan. You charged no fee for Laos? 

Mr. Leo. I said we obtained no fee. 

Mr. Reppan. As a matter of fact, had you obtained the fee, you 
might have been in difficulty with General Accounting Office, would 
you not? 

Mr. Leo. This is quite possible. I am simply pointing out we re- 
ceived no fee. 

Mr. Reppan. I want to make sure that the record doesn’t appear 
that out of the goodness of your heart, you came up and donated cer- 
tain services; that is my point. 

Mr. Leo. This is precisely what we did. 

Mr. Reppan. But you already had a fee in connection with those 
men working in Thailand, did you not ? 

Mr. Leo. Not for this work. 

Mr. Reppan. No, no; but the men who were employed on this 
work 

Mr. Lxo. It becomes a finger exercise. 

Mr. Reppan. More than a finger exercise if you were to charge a 
fee for the work up there in addition to the fee you are receiving for 
those men being in Thailand. 

Mr. Leo. I am endeavoring to make clear we received no fee for the 
work, 

Mr. Reppan. All right; I think the record is clear. 

Mr. Harpy. That’s all right. 
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Mr. Reppan. I have a letter here, General, dated January 6, 1956. 
This is letter No. 105 from Mr. McGavock to Mr. Smith, and he refers 
here to the equipment and machinery which Raymond has on the 
job there. 

I would like to read one paragraph : 

Raymond is short of earthmoving equipment and their capacity will be about 
8 kilometers of embankment per month. This shortage is partly due to the 
small size of equipment which they purchased and partly to a shortage of tractors. 
They have six Westinghouse LeTourneau, model D, roadsters, which have a 
heaped capacity of 7 cubic yards. They also have six 10- and 12-yard Caterpillar 
pans, pulled by International T—D-18 tractors. Beyond this, they have 11 addi- 
tional T—D-18 tractors to pushload the pans and tournapulls, clear right-of-way, 
et cetera. I believe Raymond is doing all that could be expected with the equip- 
ment that is available, but they need additional and heavier units which they 
hope to purchase under the second section contract. 

Could you tell me, sir, in your opinion, was the work delayed in any 
way on the Northeast Highway because of the lack of adequate equip- 
ment by Raymond ? 

General Sverprup. I would say that it was slowed up, but there 
again I think the proper person to answer that is Raymond Con- 
struction Co. 

As I recall it, there was a, difference of opinion between their head 
office and the field as to the type of equipment that was needed and as 
was stated there, later on, they did get heavier equipment. But I was 
there at the time and my feeling was additional equipment was needed. 

However, there is one thing that seems to—well, it does, in a way, 
apply to this question. If 1 might, Mr. Chairman, I would like to 
bring something out. 

In reading Mr. Fitzsimons’ testimony, it would Tet that if the 
contractor did work that was not of the finest quality, but went a little 
faster, or if he were underequipped, he would make more money. 

I would like the record to show that is impossible. In other words, 
his fee was fixed regardless of the quality of the work and there was 
no gain to the contractor, The only thing he would have to lose 
was his reputation. 

I would also like to bring out that there was something else involved 
here besides building a road. Both—as far as we were concerned as 
a contractor, we had the job of training Thai engineers all the way 
through, had to use them as such; and we have trained a great many 
from periods of 6 months to 21% years. 

The contractor I would say trained between two and three hun- 
dred operators, that is to operate dozers, pans, and every type of 
equipment that he had. And at times you suffered because of inex- 

erience of the operators and certain work had to be improved on. 
3ut that was part of the job, to train these people so they could do 
it themselves, 

Mr. Harpy. You pointed out, General, that the contractor didn’t 
make any more out of the job if he used inferior material. 

General Sverprup. Yes. 

Mr. Harpy. But did you not recognize in some of the Fitzsimons 
statements indication of things witch could have caused increases in 
cost ? 

For instance, didn’t some work have to be done over because it 
wasn’t done right the first time? Didn’t that run the cost up? 
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General Sverprur. You had some places where part of the fill 
was taken out and replaced. On the other hand, let’s look at it this 
way, Mr. Chairman, Mr. Fitzsimons testified what specifications were 
being used and said they were not accurate specifications. 

Well, if you let highway work in America, the normal practice is 
_ make complete surveys, complete plans, complete specifications. 

ou show your borrow pit, you show everything which is obtained 
around the pit. 

These specifications were prepared by American Association of 
State Highway Officials and you had some very excellent people on it, 
like General Anderson, of Virginia, Genera] Cutterland, of Kentucky, 
and soon. But specifically 

Mr. Reppan. I handed Mr. Leo a copy of a manual, Highway Con- 
struction Practices and Methods, 

General Sverprur. Correct. 

Mr. Reppan. Is that the book ? 

General Sverprup. Yes, that is the one. 

Mr. Reppan. That is the one that was being used? 

General Sverprur. With correction. 

I would like to go on with that. 

We had no opportunity to make surveys like that because engi- 
neering and construction started simultaneously. So for this par- 
ticular locality, no better specifications were available than this. 

We had to find the location where the borrows had been made as 
we went along, and at times we found there was only a matter of 5 
or 6 inches of material that was suitable. Once in a while the scrapers 
went too deep and we have to move it. 

It was not a normal job in that sense because we didn’t have the 
opportunity to make the surveys. We didn’t have the opportunity to 
test the soils beforehand. 

Mr. Harpy. General, undoubtedly there are different factors enter- 
ing into that job from what there would be in most road construction 
jobs here in the States, and I am certainly not disposed to attempt to 
evaluate the engineering practices that went on. But I am concerned 
about any poor practices which resulted in increased cost. 

You talk about the contractor’s reputation. The contractor’s repu- 
tation is not going to suffer if he has to redo work because in all 
probability no one is going to find out what happened; and any ex- 
pense involved is going to be borne by the taxpayer. That’s the 
kind of thing I am disturbed about. 

General Sverprup. Yes; I can 

Mr. Harpy. I don’t think we will ever know the extent to which 
that was done on most of the roads built all over the world. 

General Sverprvp. I can tell you on this particular road, there was 
very little of it. 

Mr. Harpy. There is another road we have been discussing, and I 
don’t have the figures on his one, but we have been into this Cam- 
bodian road. Already it is rather clear the cost of the road is going 
to be well over twice what it was originally expected to cost. 

I don’t know whose fault it is but the American taxpayers are 
paying for it; and to the extent that it results from faulty engineering 
practices, I hope we can avoid those in the future. 
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Maybe we have some of the same things in Thailand, I don’t know; 
but that was the kind of thing Fitzsimons.was pointing out. Without 
attempting to evaluate any single one of them, it is our purpose, if we 
can, to try to avoid a repetition of them. 

General Sverprup. I couldn’t more agree. On the other hand, Mr. 
Chairman, we had the former chief engineer of Kentucky go over 
twice to look, and to make reports which ICA has, of what he found 
over there, and I will say his experience and background is consider- 
ably greater than that of Mr. Fitzsimons. I am inclined to put more 
credence in his reports than I am in Fitzsimons’. 

Mr. Harpy. General, there is only one problem about that kind of 
thing and I am sure you are as familiar with it as anybody else. 
When an individual official goes over to make an inspection, fre- 
quently he comes back with a lot of very fine reports based on the 
fact that he sees what the people on the job want him to see. 

Now, actually, I disappointed Mr. McGavock when we got on that 
road, as well as the folks from the mission, because I rode in a pickup 
truck with a supervisor driving instead of riding with the caravan 
so I could get the kind of lecture I wanted. 

I think I learned a little bit more about the road than I would 
have had I been with the others. I am talking about this particular 
road, the Northeast Highway. 

But actually, if one of the Kentucky highway engineers goes over 
there, he sees just what somebody over there wants him to see. I would 
hope you could have somebody on the job who would show him the 
best of the stuff. 

I am reminded on that of what the Secretary of the Army said to me 
a few years ago when he was getting ready to go over and inspect some 
housing construction in France. I had just come back from over there. 
I said, “Mr. Secretary, I hope that you will learn more about the 
housing than we did because we got something of a snow job.” He 
said, “If you think you got a snow job, you ought to know what the 
big brass is going to give me.” He said, “They won’t let me see the 
stuff where it is bad if they can help it.” 

Now, that’s the kind of thing I am talking about and you know it 
goes on. 

General Sverprur. Yes; but when a man is as used to construction 
as he is and spends weeks on a job, I don’t think that would exactly 
apply. 

Mr. Harpy. Of course, it depends on what his purpose is and the 
extent to which he exercises his own personal ingenuity. 

General Sverprur. Yes, sir. 

Mr. Harpy. In that connection, here is a letter from Mr. McGavock 
to Mr. G. Wood Smith, dated October 19, 1957. This was shortly 
before we went over, the latter part of November. Mr. McGavock goes 
on to say he has understood that our group was going to stop by for an 
inspection on November 22, staying until November 24. He makes 
specific reference to Mr. Meader. He says: 


Among this group is the Congressman who wrote the critical article on foreign 
aid published by Reader’s Digest concerning the Northeast Highway project. 
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The point I was about to comment on is contained in Mr. McGavock’s 
last paragraph to Mr. Smith. Hesays: 

This should be a good time for an inspection of the road and I sincerely hope 
it gives us the opportunity to correct the misinformation about the project which 
these gentlemen have had. Any suggestions or advice which you and Mr. Leo 
have to offer on this are welcomed. 

There is a little penciled note on the bottom here which is right 
revealing. Hesays: 

Steve, I'll caution Mac not to overdo it. 

G. W. S. 

Now you see the kind of thing we have to put up with and you see 
what a hard job it is to find out what the facts are. 

General Sverprur. Yes; I see, Mr. Chairman. 

Mr. Harpy. Mr. Leo, what did you do about it ? 

Mr. Leo, Sir, I read the article in Reader’s Digest and although I 
had had an association with Mr. Meader prior to that time and during 
the war years, I felt that probably the best thing, the best contribution 
I could make would be to let Mr. Meader see the road without any help 
from me. 

Mr. Harpy. Well, they were very hospitable and it was very pleasant. 
I will have to say that, at least insofar as we were able to determine, 
they were very cooperative. But I understood that some of them were 
right disappointed that I did not stay with the group and rode with 
the pickup. 

It was a rough ride, but I was used to that. 

Mr. Lxo. I assure you, Mr. Chairman, I made no effort to gild the 
lily. 

General Sverprup. Mr. Chairman, I just returned from there where 
I rode over the highway and certainly our company isn’t a bit ashamed 
of it. Along with that, I would also like to how that upon the com- 
pletion of that, we will return to ICA some $90,000, so that our actual 
cost is less than our estimated cost. 

Mr. Harpy. That is on your engineering contract ? 

General Sverprup. Yes, sir. 

Mr. Harpy. Now of course, as you pointed out a little bit earlier, 
the key to the worthiness of an engineer frequently is more to be 
found in the performance of the contractor than in the fee that the 
engineer charges. 

Now, what is going to be the comparison between the ultimate cost 
of the contractor and that which was anticipated ? 

General Sverprur. That I couldn’t answer at all because if you go 
back to the original cost, which was made before anyone went over 
there, of course that was entirely out of line. I don’t remember, it 
seems to me something like $7 million was the first thought for the 
first section. We sent a team over there at that time and said it 
couldn’t possibly be done for that. 

The final cost, construction cost that is, where it came within the 
amended estimate I dont’ know. 

Mr. Harpy. In any event, it is going to be a far cry from what 
was envisioned when the contract was originally let ? 

General Sverprur. When it was originally thought about. 

I don’t know about when it was originally let. 

Mr. Harpy. Did your firm make an estimate on the cost? 
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General Sverprur. We made an estimate at the time we went over 
there in early 1955, yes, sir, on part of it. 

Mr. Harpy. How is the final cost going to compare with that? 

General Sverprur. I couldn’t say. 

Mr. Harpy. Mr. Leo. 

Mr. Leo. Mr. Chairman, it is my recollection that initially we are 
talking about the $7.5 million estimate, which by inspection appeared 
to be light. Then as a result of that, a reconnaissance was made and 
certain estimates were arrived at based on certain criteria to apply 
to the road. I believe those criteria were subsequently amended and 
I think there is where the figures that we are speaking of may come, 
though I think Mr. Stoneman or someone in the ICA will be able to 
answer that. 

Mr. Harpy. Mr. Stoneman, what is the final estimate on the road? 

Mr. StoneMAN. About $22 million, sir. 

Mr. Harpy. $22 million compared to $7.5 million original estimate. 

Mr. Leo. This was planning estimate made without benefit of 
survey. 

Mr. Harpy. You know, that is the basis on which they get their 
original funds, Mr. Leo. Of course they don’t tell us even that much 
sometimes. We have a hard time even finding that out. We start 
out on a project based on an estimate that somebody thinks is reason- 
ably good but often it turns out that the project costs three times as 
much as was estimated. 

General Sverprur. I don’t think that was all 

Mr. SroneMaAN. I would appreciate an opportunity later to make a 
more complete statement on the cost of your measures. 


Mr. Harpy. You will get plenty of opportunity to do that, Mr. 
Stoneman. 


Mr. Stoneman. Thank you, sir. 

Mr. Harpy. That is the kind of thing we run into every time we 
turn around. Estimates don’t mean a thing. As long as we are 
working on a cost-plus job, it will never mean anything, T am afraid. 
I wish it weren’t so. 

Mr. Reppan. General, you were referring there to the Manual of 
Highway Construction P ractices and Methods ? 

General Svervrup. Yes, sir. 

Mr. Reppan. And as I understand, you say that that is the docu- 
ment or the book which you used for your specifications on this road ? 

General Sverprur. We used two and then we issued amendments to 
that as we went along as we found out the materials we had. 

We used this [ indicating], which is the same as you have; and then 
we used this one [indicating |, “Specifications for Construction, Bitum- 
inous Surfacing” (AASHO). 

Mr. Reppan. I see. 

I would like to address your attention to the third paragraph of 
the preface in the manual there, and I would appreciate if you would 
read that paragraph and then make any comments you wish to the 
committee concerning it. 

General Sverprur. Concerning the manual ? 

Mr. Reppan. Yes. 
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General Sverprur (reading) : 

The manual does not purport to be a scholarly treatise for the specialized ex- 
pert nor for the construction engineer who, because of knowledge and judgment 
gained through years of experience, has little need for such a manual. The pur- 
pose has been to provide something which would be helpful to those lacking 
practical or widespread experience and to engineers from foreign lands, and 
others who may not be entirely familiar with the practices and methods de- 
scribed. For this reason, the discussion is intentionally detailed and somewhat 
elementary in nature. 

To me, that meant that this is exactly the manual we wanted for 
the training of the Thai engineers who did not know our methods. 
They were graduate engineers from their own university. In addition 
- that, we had some 140 employees of the highway department who 

‘ame to us for from anywhere from 3 weeks to 6 weeks in addition 
de the graduate engineers we had for from 6 months to 21% years. 

This “particular thing is lengthy and goes more into detail than 
normal specifications do. For training purposes that was the best 
thing available, in our opinion. 

Mr. Reppan. General, how do you select from that book your par- 
ticular specifications for this road ¢ 

General Sverprup. That is easy enough. 

Mr. Reppan. That covers all types of roads. 

General Sverprur. Yes, you just take the sections that apply as far 
as we are concerned—covers drainage, covers earth work, covers ex- 
cavation, shallow rock cut, material, et cetera. You just apply where 
youare. Thisisa general treatise. 

Mr. Reppan. How would the young engineers know whether or not 
the roads were being built to specification if this treatise which you 
have covers specifications for all types of roads ¢ 

General Sverprup. Because they were pointed out. We pointed out 
to them what particular paragraph we used. 

Those engineers had a rotating training. They did not start under 
construction first, they started on survey parties first. Next we took 
them into the design office, showed how the road was designed, Next, 
out on the construction, under experienced engineers, who pointed out 
the sections of the manual which we were followi ing. 

Mr. Reppan. But you had your own engineers, ‘qualified engineers ¢ 

General Sverprur. Yes, sir. 

Mr. Reppan. What specifications were they using ¢ 

General Sverprup. We used this—plus an addendum we issued. 

Mr. Reppan. Saying what? 

General Sverprur. This particular paragraph applies, this applies; 
this paragraph, there is a change, we spec ified 6 inches of selective 
materials whereas in this it states it will be so many inches of selective 
materials. 

Mr. Reppan. Could you supply the committee with a copy of that 
addendum, sir / 

General Sverprup. I think I can. 

Mr. Harpy. I think we ought to clearly establish, if we can, the 
date that that addendum was issued, too, and what circulation it was 
given. It is important to know who had access to it. 

Mr. Reppan. Could you tell us that, sir? 

General Svexprur. i will have to find it for you. 

Mr. Reppan. We would like to have the information. 
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General Svervrur. But there isn’t anything for building that road 
that can’t be gotten in these two manuals [indicating]. 

Mr. Reppan. I have a letter here dated January 26, 1956, from Mr. 
McGavock to Mr. Leo. Itstates: 


Tom Hill tells me that he dispatched a number of Christmas presents by an 
Army officer who left here just before the holidays. To date he has had no 
acknowledgment that any of these gifts were received and is considerably 
concerned as some of them were to his children. 

Among the gifts, he tells me, were one-half dozen spoons to you, and I would 
like to know if these have been received. I assured him I could get this informa- 
tion without causing him embarrassment. 


Do you have any comments you wish to make on that, Mr. Leo? 

Mr. Leo. Yes. They were received and the embarrassment was 
caused to me rather than to Mr. Hill because I had neglected to ac- 
knowledge their receipt. 

[ requested for the purpose of my wife’s brithday that he get me 
some so-called Tongwear at the time he was going back. He agreed 
todoso. I asked him if he could tell me the cost; he could not. He 
said that he — finance the purchase, which was not really extrava- 
gant. He did so. I dispatched the check to him and belatedly 
acknowledged th: at what he had sent me had been received in time for 
the oceasion for which I had requested it. 

Mr. Reppan. In oher words, this does not refer to a gift from Hill 
to you, but a gift that Hill got for you to give to your wife? 

Mr. Leo. This is correct. I might add parenthetically, I have had a 
little complaint about keeping them polished since. 

Mr. Reppan. General, I have a memorandum here dated March 19, 
1956, from you to Mr. Fred Harrison. 

Who is Mr. Harrison ? 

General Sverprup. He is my assistant. 

Mr. Reppan. This was apparently written when you were in Bang- 
kok. Your second paragraph says: 

I really believe that possibilities here are good, both as far as Thailand is 
concerned and considerable territory around here. It is going to take consider- 
able high level work, both here and in Washington. I feel that Steve probably 
should get closer to the various ICA desks, particularly Laos, Cambodia, Burma, 
and Vietnam. Stassen told me that a great deal of money will be spent here and 
from what I hear, here I am sure he is right. The President has a $100 million 
fund, and I think a lot of it will soon be jarred loose for this part of the world. 

A 4,000- or 5,000-foot bridge, maybe suspension, is very probable between Laos 
and Thailand—over the Mekong River. The ICA locally have made a $1 million 
horseback estimate. 

General Sverprup. $10 million ? 

Mr. Reppan (reading) : 

$10 million horseback estimate. The bridge would have to carry railroad and 
highway on the same deck. 

McGavock is, as you know from copy of my letter to Mr. Yost, going up there 
on the 28th, and will give us a report on his return. Mr. Hill of the local ICA 


is going along. Right now, he is at least selling us on the idea that he is very 
cooperative. 


What did you mean by that, General ? 

General Sverprup. He was working with us in getting his estimate 
out for, which we sent our people. That is the same one I mentioned 
before, that we sent them upon a loan basis. 





626 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Reppan. General, I have a letter dated here May 12, 1956, from 
Mr. McGavock to you. Hestates in his second paragraph: 

Tom Hill has been terribly disappointed by ICA—Washington’s refusal to allow 
him and Herluf Larsen, his assistant, to come to Washington. As I discussed 
with you when you were here, there is considerable revamping of the expanded 
aid highway program in the making and the Thai Government has asked that 
outside contractors be brought in so that a substantial part of the available funds 
will not be lost. Ostensibly, Hill wants to come to Washington to present these 
changes and to assist in any way possible in expediting the contractual com- 
mitments. I believe he has gone quite far out on a limb in commitments to the 
Thai Government for speedy service. 

Do you know what McGavock was referring to there, or when he 
said, “Ostensibly, Hill wants to come to Washington to present these 
changes”? Do you know what Hill’s real purpose was in coming to 
Washington ? 

General Sverprup. No, you will have to ask Mr. McGavock. That is 
his language, not mine. 

Mr. Reppan. Did you ever ask Mr. McGavock what he meant by 
that ? 

General Sverprup. No, it didn’t occur to me. 

Mr. Leo. If I may speak to that point, Mr. Reddan, I have had 
occasion to correspond with Mr. McGavock over the years. I think you 
are reading into his use of the word “ostensibly” something that 
doesn’t exist there. 

I think what he meant, what he actually means, is that this is what 
Mr. Hill has told him. I don’t think there is anything covert in what 
he intends. 

Mr. Harpy. What was the date of that? 

Mr. Reppan. May 12, 1956. 

Mr. Harpy. Is that the time Mr. Hill was employed by you? 

General SverprupP. I think it was in June of 1957. 

Mr. Leo. July. 

General Sverproup. July 1. 

Mr. Reppan. Now, General, I understand that you hired Mr. Hill 
personally. 

General Sverprupr. No, I wouldn’t say that I did. I discussed it 
with him personally, but I think the final arrangement was made be- 
tween Mr. Hill and our executive vice president, Mr. Grant. But I 
certainly discussed it with him. I discussed salary, and so forth. 

Mr. Reppan. When did you first discuss with Mr. Hill the possi- 
bility of him becoming employed with the firm of Sverdrup & Parcel ? 

General SverpruP. First time I recall, it was probably about a year 
ago, at which time I hold him that if, as, and when he was finished 
with the ICA, I would be glad to discuss the matter with him. 

We actually had no serious discussion until after he came back in 
1957, at which time he told me that he had—well, I don’t recall what 
he said, whether he said he had offers or he was looking into other 
employment opportunities and wanted to know what opportunities 
were with us. 

I invited him to come out to St. Louis and discuss the matter, which 
he did; and the result of that was an offer we made to him and which 
he accepted. 

Mr. Reppan. Do I understand from your testimony that he ap- 
proached you in connection with this matter? 
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General Sverprup. Yes, that is correct. 

Mr. Reppan. And approximately a year ago was the first time that 
you ever discussed that with him ? 

General SverpruP. I would say around that time, yes. 

Mr. Reppan. Where did this conversation take place ? 

General SverpruP. The first one ¢ 

Mr. Reppan. Yes, sir. 

General Sverprup. The first time was in Thailand. 

Mr. Reppan. General, of course you would have much better knowl- 
edge than I would, but there is nothing in the correspondence from 

your files which I have here that would make it appear you were in 
hailand last May. I believe it appears you were t anes in March. 

General Sverprup. Well, 1 month 

Mr. Reppan. I was trying to place it as close as I can. 

General Sverprur. Well, that could be. It was in Thailand when 
the matter came up. 

I informed Mr. Hill that we were continually engaging engineers. 
He said he had no intention of remaining with ICA or Thailand, 
and that he was looking for a change. I told him when that time 

‘came, I would be glad to talk the matter over with him; but certainly 
not at that time because neither he nor I were free to talk about it. 

Mr. Reppan. Did you ever see this application form [indicating] ? 

General Sverprur. I would say no, I probably haven’t. 

Mr. Reppan. It is an application submitted to Sverdrup & Parcel 
by Hill. 

General Svervrup. No, I would say I have not. That normally 
wouldn’t come to me at all. 

Mr. Reppan. And your best recollection is you never saw this? 

General Sverprup. That is my best recollection, yes, sir. 

Mr. Reppan. Now there is nothing in Mr. Hill’s file that has been 
submitted to the committee, the personnel file from your office, other 
than this application form. 

Did you write any memorandums, or do you know of any com- 
munication bearing on employment of Mr. Hill? 

General Sverprup. No. I can’t imagine why there would be one 
because I discussed it with him in Washington and suggested he come 
out and talk with our people, which he did. And as I say, most of 
his discussion was with Mr. Grant, after I had some discussion with 
him, about range of salary, and so forth. 

Mr. Reppan. Was it your decision to hire Mr. Hill? 

General Sverprour. Yes. 

Mr. Reppan. Did you ever tell Mr. Hill that Mr. Larsen had ap- 
plied for a position with your firm ? 

General Svervrur. I don’t recall telling him. 

I knew Mr. Larsen had made an applic ation, but I don’t recall 
discussing it with Mr. Hill. 

Mr. Reppan. What is Mr. Hill doing at the present time with 
Sverdrup & Parcel? I believe he is with one of your subsidiaries. 

General Sverprup. He is with Sverdrup & Parcel International. 
Our firm is selected for design and supervision of a $100 million 
hydroelectric project in Thailand, which is financed in part by the 
World Bank and partly by the Kingdom of Thailand. He is the 
manager of that project for us. He spent part of his time in Thai- 
land and part of his time in this country. 
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Mr. Reppan. Now during the time Mr. Hill was with ICA, did 
he have any discussions with you or any employee or officer of the 
firm to your knowledge relative to this Yanhee Dam project? 

General Sverprur. Yes, I think we had several discussions. 

Mr. Reppan. What were the nature of those discussions, General ? 

General Sverprur. Well, mainly we were trying to find out any- 
thing anyone knew about the development of it, what chances are 
of going through, and in general finding out whether the project 
was developing. 

Mr. Reppan. Was there ever any thought on the part of Sverdrup 
& Parcel that they would be selected on a negotiated basis to do the 
engineering work on this Yanhee Dam? 

General Sverprur. Any thought? 

Mr. Reppan. Yes, sir. 

General Sverprur. There was hope because, after all, on that par- 
ticular job there were 33 engineers all over the world invited to give 
their prospectus. There were French, Italian, British, Swiss, and 
a number of American firms. The final selection had to have the 
approval of the World Bank. 

Mr. Reppan. I have a letter from Mr. G. Wood Smith to Mr. E. R. 
Grant, under date of February 27, 1957. He is referring to a meet- 
ing which he had with the director general of the Department of 
Irrigation in Thailand. He said that the appointment was made by 
Mr. Tom Hill. Hill had this meeting arranged because it seemed 
the Minister wanted to see him and discuss the matter of five engi- 
neer importees. 

General Sverprur. I didn’t get the discussion. 

Mr. Reppan. Five engineer importees. 

General Sverprure. Oh, training program. 

Mr. Reppan. Yes. They were young Thais. 

The letter goes on to say: 

However, after the discussion of the personnel situation, the Minister imme- 
diately launched into the Yanhee Dam situation—somewhat to the embarrass- 
ment of Tom—and explained in great detail why he could not just simply 
select us as engineers without inviting in other consultants. 

Now do you have any idea why the Minister made that statement? 

General Sverprup. I haven’t the slightest idea. We knew all the 
time that there would be a great many others. 

Mr. Reppan. Had anyone made the suggestion to him that he 
negotiate with you? 

General Sverprup. I can’t imagine anyone would, because it 
couldn’t be done—period. World Bank procedures are such that that 
is impossible. 

Mr. Reppan. Do you have any idea why this was somewhat to the 
embarrassment of Tom Hill? 

General Sverprur. Yes, because at that time we had in the past, 
in the training program we had engineers from Thailand, from Pak- 
istan, from a great many other places. We have them trained in 
our place. We had offered that we would take a certain number over 
there. Mr. Hill had arranged a conference for that purpose and 
not for the purpose of discussing the dam, which was entirely outside 
of his sphere because it didn’t involve ICA in the slightest; and he 
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probably felt that the conversation should have been limited to the 
matter of the trainees. 

That is my interpretation of it. 

Mr. Reppan. You think that would embarrass him ? 

General Sverprurv. I imagine that is the reason. 

Mr. Reppax. Did Mr. Hill ever supply you with any information, 
you or members of your firm, concerning the progress ‘of this matter 
which was pending before the World Bank? 

General Sverprur. I think we discussed the matter with Mr. Hill 
when he came back in the spring of 1957, but I have no knowledge of 
any particular information that he supplied us. 

Mr. Reppan. Now under date of June 3, Mr. McGavock wrote to 
Mr. Smith. 

General Sverprur. What year? 

Mr. Reppan. June 3, 1957. And he is discussing here Tom Hill’s 
departure from Bangkok and also the Yanhee Dam. He is talking 
about Mr. Chuchart’s sudden return to Thailand. He said: 

I have heard several rumors since his return—one to the effect that World 
Bank had given him a list of 10 engineers, 4 American and 6 foreign, but all 
of this is rumor. I understand that Tom Hill has more of the details and plans 
to contact the general upon his arrival. 

Now, did he ever contact you concerning it’ 

General Sverprur. In June of 1957? 

Mr. Reppan. June of 1957, sir. 

General Sverprur. I am sure he discussed it with me at that time. 

Mr. Reppan. Do you recall the nature of your conversation with 
Mr. Hill? 

General Sverprup. No, general discussion of the Yanhee Dam 
and what the status was insofar as Thailand was concerned. 

Mr. Reppan. Well, there is another letter from Mr. Smith to Mr. 
McGavock of June 11, 1957. He referred to this again. He said 
that— 


Tom Hill * * * stated he would land in Boston on the 4th and would get in 
touch with General Sverdrup immediately as he had some important news to 


give him. 

Do you recali what this important news was? 

General Sverprup. No, I sure don’t. 

Mr. Reppan. This was prior to being employed by Sverdrup & 
Parcel ? 

General Sverprur. Yes, July 1 is the time he was employed. 

Mr. Harpy. It looks sort of like he was employed but wasn’t on your 
payroll, doesn’t it ? 

Mr. Leo. I think he was sympathetic. 

General Sverprur. Well, he wanted to be on our payroll, I know 
that. 

He is a very good engineer. I would like the record to show that, 
too, 

Mr. Harpy. I think we had just as well quit unless there is some 
further statement you and Mr. Leo would like to make on any matters 
we have covered. 


Do you have anything you would like to add for the good of the 
cause, Mr. Leo? 
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Mr. Leo. No, sir; I don’t think I have further comment to make. 
Mr. Reppan. General, I have one other question. 
Mr. Harpy. Go ahead. 


Mr. Reppan. Have the specifications for the Northeast Highway 
been downgraded ? 


General Sverprup. Down graded ? 

Mr. Reppan. Yes, sir. In other words, have they reduced their 
wheel load weights on that specification ? 

General Sverprup. The wheel loading is H-20 loading. There was 
considerable discussion when I was in Thailand in March of 1956 
about the loading of the bridges, but insofar as the road is concerned, 
there has been no downgrading at all; that is on the Northeast High- 
way. 

The Pitsa-Nunak-Dansai is not. 


Mr. Reppan. Does the P-D highway connect with the Saraburi- 
Korat road ¢ 

General Sverprup. No, sir. No, sir. And as a matter of fact, 
probably now it will not go to Dansai. 

Mr. Reppan. Then you still have what is referred to as the H-20 
load ? 

General Sverprup. Yes, sir. 

Mr. Reppan. On the road surfaces of Northeast Highway ? 

General Sverprup. Yes, sir. Yes, sir. 

(There follows a letter from General Sverdrup, correcting his tes- 
timony, together with a copy of a letter and a memorandum from 
the Sverdrup & Parcel files relative to the change of specifications for 
the Northeast Highway :) 

SverpRuUP & PARCEL ENGINEERING Co., 
St. Louis, Mo., May 21, 1958. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, 
Washington, D. C. 

DEAR Mk. Harpy: On examining my testimony of May 5 as it appears in the 
transcript, which I am returning herewith, I note that I replied inaccurately to 
a question put to me by Mr. Reddan, and I request that you consider this letter 
as a substitute for the testimony as it appeared in the transcript on the subject. 

The portion to which I refer commences at the bottom of page 994 of the 
transcript and concludes six lines from the bottom of page 995. Mr. Reddan 
inquired whether the specifications for the Northeast Highway had been down- 
rated. Although the question was put specifically and clearly, I note that my 
testimony reversed the actual facts. I stated that there had been a question 
about the loading of the bridges when I was in Thailand in March of 1956, but 
that, insofar as the road surfaces were concerned, no downrating of specifica- 
tions had occurred. 

I have since refreshed my recollection. The facts are that the wheel loading 
of the bridges remained at H-20 and that amendment No. 3 of the contract 
changed the wheel loading, insofar as the roadways are concerned, from the 
equivalent of H—20 to a wheel loading adequate for normal expected traffic, but, 
in any case, for loadings of not less than 8,000 pounds. The original contract 
containing paragraph 1.33 calling for the higher specifications was entered into 
May 5, 1955, and amendment No. 3, containing the substitute paragraph, was 
entered into July 13, 1956. 

On examining material which was returned by Mr. Reddan, May 20, which 
had been provided under your subpena of March 13, I find that we were noti- 
fied in May of 1956 that the above-mentioned reduction in loadings had been 


approved by the ICA and the Thai Government and that the Joint United States 
Military Assistance Group concurred. 
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I deeply regret my confusion as to the facts on this particular point, and I 
sincerely hope you will find it possible to correct the record in the light of the 
information contained in this letter. 

Sincerely, 
L. J. SverpRuP, President. 
[Letter No. 181] 
SverpRuP & PARCEL ENGINEERING Co., 
Bangkok, Thailand, March 19, 1956. 
Mr. G. Woop SMITH, 
Vice President, Sverdrup & Parcel Engineering Co., 
St. Louis, Mo. 

DEAR Woop: Attached is a copy of a letter I wrote to Mr. Utai on March 8,a 
memorandum General Sverdrup delivered to him yesterday, and a cable I sent to 
you. I believe these are self-explanatory. 

The bare facts are that traffic on the Northeast Highway just doesn’t warrant 
the cost of building for more than an 8,000-pound wheel load, particularly in 
view of the 9,000-pound design used on the primary roads in such States as 
Illinois, Louisiana, Minnesota, North Dakota, and Oklahoma. 

The Thais are of course, reluctant to cut back the design from 12,000 pounds, 
but we believe this can be resolved locally. We just don’t want the situation 
perpetuated into section IT. 

Yours very truly, 
Joun H. McGavock, Project Manager. 


Marcu 8, 1956. 
Mr. UTArI VooDHIGULA, 


Ministry of Communications, 
Bangkok, Thailand. 


Dear Mr. Urar: Reference is made to the contract between the Government 
of the Kingdom of Thailand, Ministry of Communications, and Sverdrup & Parcel 
Engineering Co., dated May 5, 1955, and particularly to paragraphs 1.3 and 1.33 
thereof which we quote as follows: 

“1.3 General Design Criteria. 

“Engineer shall design the highway in accordance with the following criteria, 
except where they may be modified with consent of Government, using Engineer’s 
own standards in accordance with its best engineering skill and judgment. 

“1.33 Base course shall be laid for the full roadway width and of sufficient 
thickness, taking into account the bearing capacity of subbase materials, to carry 
the equivalent of A. A. S. H. O. (American Association of State Highway Officials) 
H-20 loadings.” 

As you know, H-20 loading may be liberally interpreted as corresponding to a 
12,000-pound wheel loading. We have made a review of the design criteria used 
by the highway departments of the several States of the United States, for pri- 
mary roads and find that some two-thirds of the departments base their design 
on wheel loadings and that of these the highest design loading used by any State 
is 11,200 pounds with the average considerably less than 10,000 pounds. 

We have also made a study of the traffic now using the Bangkok-Saraburi and 
Saraburi-Pak Chong roads, which we believe to be representative of the traffic 
that may be expected to use the Northeast Highway. In our judgment, this traf- 
fic does not now nor should it in the foreseeable future, warrant design for a 
12,000-pound wheel loading, particularly when we take into account the low 
density of traffic and the lack of frost action which so materially influence high- 
way design in the United States. 

We have now completed a thorough study of the available granular materials 
in the section of the Northeast Highway between kilometer 0 and kilometer 63. 
These materials, particularly the limestone at kilometer 25 plus 500, are suitable 
for construction of a road of the highest type and for any wheel loading. The 
sources of supply, however, are limited in number and the materials will require 
crushing or other processing, and the resulting hauling distances are considerable. 

In view of these facts it is apparent that design for a wheel loading of 12,000 
pounds would result in a very great increase in construction costs over those 
anticipated at the time of our initial reconnaissance. In this connection it must 
be realized that the original reconnaissance to which all parties agreed, contem- 
plated a base course of 8 inches of unprocessed local material. 
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After a study of these facts, and in accordance with paragraph 1.3 of the con- 
tract quoted heretofore, we respectfully recommend your concurrence in elimi- 
nating the 12,000 pound wheel loading as a design requirement and instead base 
design in conformity with the requirements of the present and reasonably antici- 
pated traffic. 

Yours very truly, 
Sverprup & Parcet ENGINEERING Co., 
JoHN H. McGavook, Project Manager. 


Marcu 19, 1956. 
MEMORANDUM 


(Attention: Mr. Utai, Thai Ways Department; Mr. Tom Hill, ICA.) 
NORTHEAST HIGHWAY DESIGN CRITERTA 


Reference is made to your letter of March 16, 1956, in regard to the desired 
thickness of pavement on the Northeast Highway. 

While we do not in all instances agree with your computations, this is of 
minor consequence, as the main point to be settled is the wheel loading to be 
used in figuring the thickness. 

The specifications we are working under use an H-—20 loading. This is, of 
eourse, a bridge loading and is not, as far as we know, used any place as a 
criteria for design of the roadway proper and should, therefore, not be elimi- 
nated but augmented. The augmentation should, in our opinion, be that H—20 
should be used for all bridge design (where it, of course, is applicable) and for 
the roadway a wheel loading should be used. 

We are not familiar with the Victorian Country Roads Board method you 
outline. It does, however, seem to parallel the method used by the State of 
Colorado. The information regarding this is available at our camp at Muak 
Lek but not here at Bangkok. 

We would like to refer you to Highway Research Board Bulletin 80, Flexible 
Pavement Design, as issued by the National Academy of Sciences, National Re- 
search Council, Washington, D. C., 1953. On pages 2, 3, 4, and 5 you will find 
the wheel loads given for the various States in the United States where such 
loads are used as a design criteria. 

You will find the following States use equivalent wheel loads of 5,000 pounds : 
California, Kentucky, Washington, West Virginia, and Wyoming. You will 
further find that there are only 2 States in the Union, Utah and Maryland, 
that specify over 9,000 pounds. Utah, which has an exceedingly heavy mining 
industry, specifies 12,000 pounds on certain selected roads only. On the re 
mainder of its roads it specifies 7,000- to 12,000-pound axle loads. Maryland 
uses 11,200-pound wheel load in special cases. While we want to engineer first- 
class roads in Thailand, we do not want to be a party to wasting funds, either 
yours or those contributed by the United States. To overdesign a road is, from 
an engineering standpoint, just as bad as to underdesign it. 

With this in mind and using our best engineering judgment as to the type 
and volume of traffic that will use the road in the years to come, we are strongly 
recommending that a wheel loading of 8,000 pounds be used for the pavement 
design and the H-20 loading be used on bridges where it belongs. Once this 
point has been settled, we can design the thickness of pavement to meet the 
loading agreed upon. 

SvERDRUP & PARCEL ENGINEERING Co., 
L. J. Sverprup, President. 

Mr. Leo. Mr. Chairman. 

Mr. Harpy. Yes? 

Mr. Leo. Mr. Chairman, if | may change my mind for a moment, 
on the Bangkok-Saraburi road, there has been considerable discussion 
about it. 1 would like if possible to just make clear in the discussion 
in connection with ProAgs and other such items that throughout our 
early discussions, in connection with the Northeast Highway, we had 
considered up until the time that this was put out for comparable 
proposals that that would be handled as an amendment to our con- 
tract in connection with the Northeast Highway for the reason that 
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it was the connecting link between the outer fringe of the Northeast 
Highway and Bangkok proper, which is where the road became mean- 
ingful. If you have been over the road, I am sure you know the area 
I am discussing. 

As a consequence of that, it was our purpose in the field to keep 
a fairly accurate estimate as to what was going on in terms of cost, 
what was necessary in terms of equipment, and it was only at the 
very last stages of the discussions that a determination was reached 
within the ICA to handle this as a matter, to use a colloquialism, that 
was “up for grabs,” rather than as an amendment to our existing 
contract. 

It was in the light of this procedure we now appear to perhaps, in 
terms of the record, have been asked to do things, let alone the pos- 
session of the document, we appear to have been asked to do things 
which normally a person in as competitive a situation as is now the 
case perhaps should not have been asked to do. 

But I do think it’s important to bear in mind that throughout the 
conduct of the Northeast Highway, and through its various amend- 
ments, it was generally considered that this would be handled as an 
amendment, Ww hich is why we are now in the position with the know]- 
edge of facts which appear to give us an inordinately good position. 

Mr. Harpy. W ell, it may be, Mr. Leo, that it’s entirely proper for 
it to be handled as an amendment. It may be that it was a perfectly 
proper position for Sverdrup & Parcel to take. 

Mr. Leo. This was a joint position that I believe was general think- 
ing within the agency and was certainly our thinking. The point I’m 
trying to make is that the change in circumstance which put this up 
in terms of internal decisions in the ICA for comparable proposals 
as compared with an amendment 

Mr. Harpy. Well, don’t you think, Mr. Leo, regardless of the in- 
ternal actions of ICA, that we are confronted w ith a situation where 
there is at least an appearance of unusual collaboration on the part 
of ICA employees with a contractor 

Mr. Leo. This I understand, sir. 

Mr. Harpy. Relating to a future contract? Now, whether there 
is impropriety remains to be seen. I don’t know, and I’m not going 
to pass judgment on it. But I certainly cannot escape the obse rvation 
that on the surface it certainly looks questionable, and it looks par- 
ticularly questionable in the light of the gratuitous comments that 
Mr. McGavock put in his letters back to his home office. 

Now, he certainly put your home office on notice that he was the 
recipient of information from ICA personnel which was handed to 
him in confidence and which on the surface it appeared that he was 
going to use for ulterior purposes. 

Mr. Leo. Mr. Chairman— 

Mr. Harpy. I don’t think you can come up with any other conclusion 
but that on the face of it. 

Mr. Leo. Mr. Chairman, this I understand. And this is the position 
I think that I took initially when this came to my attention. The 
point that I’m trying to make is that the information contained in the 
ProAg—and granted that there is a question as to whether that should 
have been in possession—the point I’m endeavoring to make is that 
the information contained therein was information which basically 
emanated from our organization. 
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Mr. Harpy. Well, I understood that from testimony today. 

Mr. Leo. Yes, sir. 

Mr. Harpy. Now, there is just one other question that is a little bit 
off this general picture that we haven’t touched on before at all, and 
it doesn’t relate to the engineering or the construction of the highway. 
When we were in Thailand we had some testimony concerning possible 
misapplication of property by individuals over there. 

Since that time, the Laos development has entered the picture. 
There has been at least some suggestion of the possibility that some 
of the—maybe I should say a substantial part of the—imports going 
into Laos under ICA auspices pass through Korat. Do you know 
whether that is correct ? 

General Sverprvup. I certainly wouldn’t know anything about it at 
all. If it went on a train it went through Korat because it’s the only 
line that goes through Laos that goes through Korat. 

Mr. Harpy. You have no knowledge of any of your employees being 
in any manner involved in connection with ICA-financed materials 
for Laos which passed through Korat ? 

General Sverprup. No, sir. Certainly have not. 

Mr. Harpy. Thank you, sir. 

Anything further ? 

Mr. Reppan. No. 

Mr. Harpy. I think this is a good time to adjourn. Let the com- 
mittee stand adjourned to reconvene in this room at 10 o’clock to- 
morrow. 

(Whereupon, at 4:40 p. m., the subcommittee was adjourned to 
be reconvened at 10 a. m., Tuesday, May 6, 1958.) 
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TUESDAY, MAY 6, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, in room 304, Old 
House Office Building, at 10:15 a. m., Representative Porter Hardy, 
Jr. (chairman of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., John A. Blatnik, 
Elizabeth Kee, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator ; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Today, we are continuing our hearings on the contracting procedures 
of the Internation: al Cooperation Administration. 

Yesterday, in continuation of the testimony concerning the engi- 
neering and construction of an ICA-financed highway in Cambodia, 
we heard some additional testimony from Mr. A. ‘Leonard Dougherty, 
proprietor of the firm which holds the construction contract. 

In conjunction with that contract, he was authorized to undertake 
procurement of necessary construc tion machinery. 

Mr. Dougherty, in yesterday’s hearing, took issue with earlier testi- 
mony by representatives of the Bureau of Public Roads cone erning 
pricing and availability of certain of this equipment. 

Today we have with us Mr. Royster, of the Bureau of Public Roads, 
and after hearing him we will receive further testimony from ICA 
witnesses on the subjec t of the agency’s contracting procedures—award 
yrocedures partic ularly—with reference to the Bangkok-Saraburi 
Highws ay. 

Mr. Royster, we appreciate your coming over again to be with us 
this morning. I understand that you did not receive the substance of 
Mr. Dougherty’s testimony until this morning. But if you will come 
forward and give us the benefit of any observations you are in a posi- 
tion to make at this time, if we don’t ‘complete it, we may have to asi 
you for further comment. 

Will you have a seat please? I believe you have been previously 
sworn, 

Mr. Royster. I have been sworn; yes, sir. 
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TESTIMONY OF PAUL F. ROYSTER, ASSISTANT COMMISSIONER FOR 
OPERATIONS, BUREAU OF PUBLIC ROADS 


Mr. Harpy. Thank you. I presume, Mr. Royster, that you have 
been advised of the import of Mr. Dougherty’s comments of yesterday. 

Mr. Roysrer. At 9 o’clock this morning, Mr. Chairman, I got a 
chance to read a copy of some of the things he said yesterday, which 
were, of course, quite shocking to me because I had not realized that 
the data we had prepared had been questioned. 

Now, I have full confidence in the accuracy of the statement we have 
made that was prepared for us by our Procurement Division. How- 
ever, in fairness to the committee and in fairness to Mr. Dougherty 
and the ICA, I will not be able to comment on each individual item 
until we have made a thorough and complete check. 

I want to comb the record thoroughly so that we will be able to give 
the committee the information that they must have, and it will be, 
I believe, in justice to Mr. Dougherty, exactly what the facts are. 

Now, so far as I know, to the best of my knowledge and belief, the 
statements we gave in the original hearing are accurate. I have no 
reason to doubt that our people did everything in the short time that 
we had to prepare this statement to see that it was accurate. But, 
nonetheless, 1 would ask the committee if I might have the privilege 
of submitting for the record a statement which will take up each indi- 
vidual item that was questioned by Mr. Dougherty and give the facts as 
they exist in our records. 

Mr. Harpy. Well, the committee would be pleased to have you do 
that, Mr. Royster. Our purpose is to try to develop as complete infor- 
mation and as completely factual information as we can get. 

Mr. Dougherty did raise some rather serious questions about some of 
the information which you have previously furnished on behalf of the 
Bureau, and I do think that it is essential that we reconcile these two 
extreme expressions on some of these specific items. I hope that you 
will be able to do it from your records. 

One of the things that disturbed me yesterday was Mr. Dougherty’s 
statement to the effect that all of his contention was based on informa- 
tion that he gathered at the Bureau, and I would have assumed that 
there shouldn’t have been that wide a variation in interpretation of the 
same records by him and by your people. 

Mr. Royster. I appreciate the opportunity to have a look at this 
thing myself so that we can give you exactly what the committee must 
have, of course, to make a fair decision. 

I had not known to what extent Mr. Dougherty went through our 
records. I was requested by Mr. Dougherty to have access to the 
records, which was given, because we have nothing to conceal. 

I am confident we will be able to come back with information that 
will satisfy the committee and will satisfy Mr. Dougherty, as a matter 
of fact. 

I am not prepared to discuss any of the details of this information 
because in 30 minutes’ time you just can’t do that sort of thing. It 
wouldn’t be fair to any of us to do it that way. 

Mr. Harpy. Of course, the committee can appreciate the problem 
that you have had to respond to the assertions Mr. Dougherty made 
yesterday. 
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Any questions by members of the committee? 

Mrs. Kee? 

Mrs. Kre. No questions, Mr. Chairman. 

Mr. Harpy. Mr. Knox? 

Mr. Knox. Well, the only question I would have, Mr. Chairman, 
would be this: Your statement which you will furnish to the com- 
mittee will be supported by copies of documents within the office to 
substantiate the statement which you will file with the committee? 

Mr. Royster. If you so desire, it will be furnished. 

Mr. Knox. Should it not, Mr. Chairman ? 

Mr. Harpy. I think where there is any serious question of fact per- 
haps it should be. I don’t believe, though, that in this kind of thing 
it’s going to require any voluminous submission of copies of documents. 
[ think that is a matter that Mr. Knox is right about. Where there 
is serious question of fact, we ought to have documentation. But 
that is something I think your folks can resolve with our staff. 

Mr. Royster. Right. We will be very happy to do it that way, Mr. 
Chairman. 

Mr. Harpy. We certainly appreciate your presence. You don’t 
have anything further you want to offer at this time? 

Mr. Roysrer. No. 1 want you to understand I’m not trying to 
duck this situation. I just want time enough to do it the right way. 

Mr. Harpy. Mr. Royster, while you’re here, there is one other thing 
I would like to inquire about in connection with prices on machinery. 
Does the Bureau of Public Roads have a continuing contract or a con- 
tinuing price list of Government prices on the various makes of 
equipment of this kind ¢ 

Mr. Royster. Only as any other purchaser would keep in touch 
with the people who supply him. We undertake to keep current 
with the prices as they’re issued. But, as a matter of fact, the Bureau 
of Public Roads, almost without exception, in contracting for any 
sort of roadbuilding equipment puts it up on a competitive bid basis 
so that we are always at that time aware of the prices to be furnished 
by the people who supply. 

Mr. Harpy. Do you do that directly with the manufacturers or with 
their distributors ? 

Mr. Royster. With the manufacturers. 

Mr. Harpy. Does the Bureau maintain an up-to-date list of manu- 
facturers’ list prices ? 

Mr. Royster. Well, now, that I’m not able to answer. I should 
suspect our Procurement Division does, but I’m not sure enough about 
that to say yes or no. 

Mr. Harpy. Do you know whether the various manufacturers 
operate on a basis of list prices generally ? 

Mr. Royster. Do you mean they submit their bids on the basis of 
list prices ¢ 

Mr. Harpy. No, I’m thinking in terms of their normal operation. 

Mr. Royster. Oh, I’m sure they do. 

Mr. Harpy. There are some commodities, some machines that don’t 
necessarily carry list prices as such, and I didn’t know whether this 
kind of equipment normally carried a manufacturer’s list price. 

Mr. Royster. Well, Mr. Chairman, we are talking about a great 
variety of equipment. Now, some of the smaller equipment, of course, 
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has list price which is available to anyone. Some of the larger, more 
specialized types of equipment do not have a list price. 

Mr. Harpy. Let us take, for instance, tractors and earthmoving 
equipment. 

Mr. Roysrer. Yes; it is. 

Mr. Harpy. Does that normally have a list price ? 

Mr. Royster. It has a list price. 

Mr. Harpy. It normally does have a list price? 

Mr. Royster. That’s right. 

Mr. Harpy. Now, what does that list price represent? It doesn’t 
represent the retail price necessarily, does it? I don’t know how much 
of this business is done at retail. Does it represent a basis upon which 
the manufacturer normally determines his distributor’s price? Or can 
you tell us just what it is? 

Mr. Roysrer. It represents the price at which the equipment is 
available to the purchaser, whether through distributor or from any 
other source. 

Mr. Harpy. Well, now, what purchasers? The individual who 
might accidentally need a Caterpillar tractor, one tractor for some 
special use, or the contractor who buys a million or so dollars worth of 
equipment a year? 

Mr. Royster. Well, the starting price, of course, is the same for 
everybody, but, naturally, quantity price in most anything you buy 
in the way of equipment is better than the individual price for one 
item. So that the starting price is your list price. 

Mr. Harpy. Well, actually, isn’t it normal that a contractor who 
buys a lot of equipment during the course of a year would operate 
more nearly on a dealer’s price or fleet operator’s price or something 
of that kind rather than starting with the list if he just bought one, as 
a matter of fact? 

Mr. Royster. I can only speak about our own purchases. Because 
of the volume we purchase, we usually get a much better price than 
the individual list price would be on an item. I assume it would apply 
to a contractor who bought in quantity. 

Mr. Harpy. Do you have, normally, a flat percentage discount from 
a list price that is available for Government purchases? 

Mr. Royster. We do not. 

Mr. Harpy. Do you know whether you have such an arrangement 
with Euclid ? 

Mr. Royster. That I’m not able to answer definitely. IT’ll have to 
check on that. I can give you an answer for the record if you would 
like to have it. 

Mr. Harpy. I would like to have it. I would like to know whether 
there is a continuing percentage discount from list price. 

Mr. Royster. With Euclid particularly ? 

Mr. Harpy. With Euclid. 

Mr. Royster. We willsupply that for the record, Mr. Chairman. 

Mr. Harpy. Any questions on this? 

Can you advise the committee concerning the application of excise 
taxes on equipment bought for use by the Government, whether it 
is bought under contract or bought directly 4 

I’m thinking in terms of this: If you buy equipment for govern- 
mental use to be paid for by the Government, is it subject to excise 
tax. 
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Mr. Royster. It is not. 

Mr. Harpy. If a procuring agent operating under contract buys 
for Government use, is it subject to excise tax ? 

Mr. Royster. That too I’ll have to check. I think it is not subject 
to the tax, but I don’t want to make that positive statement, Mr. 
Chairman. I can check on that one. I’m not positive about that. 

You see, this Procurement Division operates in the Office of Admin- 
istration, outside my Office of Operations, and I want to be sure of the 
answer. I can give that answer to you also if you would like it. 

Mr. Harpy. We would like to have it. 

Mr. Royster. Along with this information about Euclid [ll give 
you that answer. 

Mr. Harpy. I’m thinking in terms of the procurement made by Mr. 
Dougherty in this case. 

Mr. Royster. For Government use ? 

Mr. Harpy. For Government use. 

Mr. Royster. I'll be happy to find out. I'll be happy to give you the 
information. 

Mr. Harpy. For use on Government contract. 

Here was a triangular arrangement under which the International 
Coperation Administration actually worked out a contract with Mr. 
Dougherty to buy equipment which was bought in the name of the 
Cambodian Government, I believe. I am trying to understand where 
the tax situation might have entered. 

Mr. Royster. I think perhaps ICA can give you the answer to that 
more than I. 

Mr. Harpy. I think they probably can. 

Any questions of Mr. Royster on this ¢ 

We certainly do thank you, Mr. Royster. 

Mr. Royster. Thank you, Mr. Chairman. It has been a privilege. 

(Mr. Royster submitted to the subcommittee a memorandum of 
comment and a new exhibit E, correcting certain minor inaccuracies 
in the material earlier submitted by the Bureau of Public Roads. 
See p. 368. ) 


FURTHER TESTIMONY OF WALTER G. STONEMAN, THAILAND 
OFFICER, OFFICE OF FAR EAST OPERATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Harpy. Mr. Stoneman, will you come on back up here, please, 
sir? You made such a hit with the committee yesterday we want to 
start out with you as the first ICA witness this morning. 

You were sworn yesterday, I believe. 

Mr. STroNeMAN. Yes, sir. 

Mr. Harpy. Mr. Reddan. 

Mr. Reppan. Mr, Stoneman, you were here yesterday, I believe, 
when we introduced this ProAg which had been given to Sverdrup & 
Parcel’s representative by the mission in Thailand ¢ 

Mr. SroneMan. Yes, sir. 

Mr. Reppan. I want to direct your attention to the Bangkok- 
Saraburi Highway. I would like to show you a copy of a cable to 
ICA Washington from the USOM in Bangkok and ask you if you 
can identify it and tell the committee just what that cable refers to. 

24700-—58—pt. 1 42 
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Mr. Sroneman. This is an airgram from USOM in Bangkok 
which outlines—which first confirms or calls attention to the fact 
that the project as established calls for amending the Sverdrup & 
Parcel contract to cover the engineering of the Bangkok- Saraburi 
Highway, and, in accordance with that, ‘submits gratuitously on the 
part of USOM a suggested scope of work for such an amendment. 

Mr. Harpy. Wait a minute. You said “gratuitously.” Are we to 
understand that ICA Washington had not asked for such infor- 

mation ? 

Mr. Sroneman. To the best of my knowledge, no—because norm- 
ally the scope of work is drafted by the technical staffs in ICA, 
Washington, based on a project description, which, if it is complete 
and accurate and up to date, should be adequate for establishing the 
scope of work. 

I mentioned “gratuitous” here because our procedure doesn’t call 
for it according to my understanding. However, such submission 
from the mission is oftentimes quite ‘helpful in phrasing the scope 
of work that would otherwise have to be phrased by our own tech- 
nical staffs from other documents. 

Mr. Harpy. Then, this kind of information coming from a mission 
gratuitously is not unusual ? 

Mr. Stoneman. No, sir. In case of Bangkok, which is the mission 
I’m most acquainted with, it has on several occasions—not. all oc- 
casions—submitted such a suggested scope. But the— 

Mr. Harpy. Have you had any reason to inquire into the back- 
ground of such a submission as to where it originated, whether it 
grew out of zealousness on the part of the contractor or whether it 
was an unusual amount of animation on the part of the mission 
director, or some of his people? That is a little surprising. 

Mr. Stoneman. I don’t think that either would account for it, 
sir, except that the mission I believe e discussed this 
with various levels of mission personnel visiting here—felt that the 
contracting procedure would be expedited and aided if they sub- 
mitted a scope of work which reflects field conditions as they see 
them. 

Mr. Harpy. Well, don’t they make periodic reports that reflect 
field conditions without getting into that extent of the discussion of 
the scope of work which is contemplated ? 

Mr. StoneMAN. This is covered prima? ily in the project submission, 
sir, which sets forth the scope of work for an entire project. This is 
an annual document which is, on various occasions, supplemented by 
airgrams describing or reporting on developments in the field. 

Nevertheless, I would leave this to the technical staffs to comment 
on further, but I have the feeling that it is helpful to have a field sug- 
gested scope of work. 

Mr. Harpy. Well, if that is helpful, why don’t you make it a part 
of your regular procedures? 

Mr. Stoneman. Sir, I would think that it perhaps would be a good 
part of the regular procedures, but I’m not responsible for writing 
contracting procedures. 

Mr. Harpy. Have you ever made such a suggestion to your people 
who are responsible for that ? 
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Mr. SroNeMAN. I have made a number of suggestions on contracting 

rocedures. I don’t recall that this was a specific and explicit one, 
hentorer. But I have favored getting all of the information from the 
field that we can in hand as an aid to intelligent contracting in Wash- 
—" On various occasions, in various ways. 

r. Harpy. That gratuitous information contained in the airgram, 
is it strictly gratuitous on the part of USOM personnel, or does it 
necessarily embody some gratuity on the part of contracting per- 
sonnel] ¢ 

Mr. SToNEMAN. I have no reason to believe, sir, that it doesn’t reflect 
a USOM conviction. 

Mr. Harpy. You don’t detect in that any special activity on the part 
of representatives of any contractor ? 

Mr. SroneMAn. I would say, in light of the testimony which I heard 
yesterday, that my conclusion which I have just outlined for you, 
which was my conclusion until yesterday, might be thrown in some 
doubt, and I expect to correspond with the mission regarding whether 
or not there’s any hangover or carryover of the sort of thing that the 
committee discussed yesterday. 

Mr. Harpy. Well, I’m just a little bit disturbed about what might 
be—I don’t know whether it is—what might be gullibility on the part 
of you folks who sit back here and read this kind of stuff in Washing- 
ton. It seems almost to glare with evidence of inspiration from some- 
body other than mission personnel—to me. Maybe I’m wrong. 

Mr. Stoneman. Well, with regard to this matter—and I believe the 
point, specifically, is the question of amending the Sverdrup & Parcel 
contract to include additional work, is it not, sir? And if that is the 
particular point in question, I would like to point out, sir, that this 
isn’t the only occasion on which this particular argument has been used 
and, it would appear, with a substantial amount of validity from an 
overall management point of view. 

Mr. Harpy. Do you have any procedure by which you are kept aware 
of correspondence between USOM officials and the host governments 
which might relate to this kind of a proposition ? 

Mr. SroneMAn. Not all inclusive of all correspondence. The mis- 
sion, within its discretion, passes on either abstracts or copies of ex- 
changes of correspondence between itself and the host government. 

Mr. Harpy. Well, I don’t know just exactly how this ties in, but 
let’s read into the record a letter which is in the files of Sverdrup & 
Parcel Engineering Co. It’s a copy of a letter to the Deputy Director 
General, Royal Thai Highway Department, Bangkok. It’s dated 
January 26, 1956. What is the date of the airgram you have been 
discussing ? 

Mr. Reppan. Mr. Knox has it. 

Mr. Knox. February 21, 1957. 

Mr. Harpy. A year later. It says: 

As you know, the existing Bangkok-Saraburi Highway is very narrow and in 
need of resurfacing for the major portion of its entire length. Furthermore, 
with the construction and impending completion of the modern-type northeast 
highway the Bangkok-Saraburi Highway will be obsolete and totally inade- 
quate as an access road from Bangkok to this new highway. 

It is quite obvious that steps must be taken to widen and resurface this high- 


way in the near future in order to derive maximum economic benefits from the 
Northeast Highway. 
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It is our recommendation that a project for the rehabilitation of the Bangkok- 
Saraburi Highway be included in the 1957 program. 


In order to assure that we have the necessary engineering data and prelimin- 
ary plans and specifications for the proper presentation and justification of 
such project, we further recommend Sverdrup & Parcel be retained to conduct 
a survey and prepare a report on feasibility of such a project. It is conserva- 
tively estimated that such a survey, including submission of a final report 
thereon, will cost approximately $30,000. 

Your concurrence in this matter at your earliest convenience will be appre- 
ciated. 

Again, that letter is dated January 26, 1956, and it’s typed in: 
“Thomas R. Hill, Public Works and Industry Officer,” with a copy 
going to Sverdrup & Parcel Engineering Co. at Bangkok. Now, did 
a copy of that also come to ICA, Washington ? 

Mr. Stoneman. I’m not sure, sir. 

Mr. Harpy. Did you ever hear of this proposition before, originat- 
ing in 1956, in January of 1956 ? 

Mr. Sroneman. I have heard of the substance of the matter. I 
don’t recall whether or not I received a copy of the letter at that time, 
sir. 

Mr. Harpy. Do you recognize the relationship of this letter, over 
the signature of your Mr. Hill or over the name of your Mr. Hill, to 
the airgram that we discussed a moment ago which was written a year 
later ¢ 

Mr. SroneMan. Yes, sir. And there is, furthermore, a relation- 
ship between both and the general management consideration that has 
been extant in USOM and Washington for some time on this par- 
ticular matter. 

I mean to say, sir, that the airgram, I don’t feel derives only from 
this letter or from these Hill-Sverdrup & Parcel-Thai Government 
contracts. 

Mr. Harpy. Well, now, actually, this thing got delayed a little bit, 
and the interest of the engineering contractor in it seems to be pretty 
keen. On April 10, 1956, it was the subject of a letter from Mr. Me- 
Gavock to Mr. Smith, and he says: 

On January 26 the ICA locally wrote a letter to the Thai Highway Depart- 
ment proposing this survey be done. A copy of that letter was transmitted to 
you by letter No. 2124. The iCA has waited for a reply and have on several 
occasions inquired of the Thai Highway Department their intentions. 

A few days ago one of the ICA officials of the Agricultural Branch came up 
with a letter dated January 30 from the Thai Highway Department requesting 
this survey to be made. 

So, the Thai Highway Department did act pretty fast after they got 
this letter on January 26. 

It seems this man had been holding the letter for 2 months or more wondering 
what to do with it. You can imagine how provoked Tom Hill and his group 
were. 

I don’t quite know what connotation to place on that. 


In any case, it seems that the project is now off dead center, and the ICA here 
should come forward to Washington within the next few days for concurrence 
in it. 


Now, this last sentence: 


I hope you will soon hear of this job in Washington and that we can add 
it to our list. 
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Now, the whole thing just seems, to me, to be a pattern of maneu- 
vering. Maybe I’m misreading it, but ’'m wondering if there is any 
other interpretation that can be placed on it. 

Mr. Stoneman. May I treat on it in two compartments, sir? 

Mr. Harpy. Yes; treat it under 3 or 4, if you want to. 

Mr. Stoneman. To the best of my recollection—and I have heard 
about this officially over a period of years—there is a management 
consideration and a programing consideration that I’d like to discuss 
inia noment. However, the type of thing that you have alluded to 
and is, by innuendo, in these letters and the type of thing that was 
brought out in the testimony yesterday, we have no sympathy with, 
and do not condone; namely, the passing of information or documents 
to contract personnel or any other personnel who are not entitled to 
receive them. 

So I don’t wish that any of my remarks about the merits of the 
project or project management be confused in any manner with con- 
doning collusion or near collusion between our USOM personnel and 
a contractor. 

Now, there is an intermediate consideration—so I may discuss this 
in three compartments, sir. The second consideration is that by virtue 
of our having engineering contracts let by a competitive procedure, 
which is not directly competitive bids but is called “comparable pro- 
posals,” and which is a stricter approach to engineering contracting 
than most other agencies of the United States Government employ— 
by virtue of that we have a situation here which is not quite normal 
between Government officials and their consulting engineers. 

The type of conversations and the type of exchanges of information 
that occurred between USOM and Sverdrup & Parcel as consulting 
engineers on the highway projects would not appear to be nearly so 
damning if it were not for the competitive situation which arose later 
and which neither ICA, Washington, nor the USOM expected to 
develop. 

It was planned in both Washington and the field that this engineer- 
ing work be handled by amendment of the S. & P. contract. So at the 
time 

Mr. Harpy. Do you get the impression from all of this that the ma- 
jor objective of Mr. Hill and some of the other people, perhaps, over in 
USOM in Bangkok was devoting more of their time toward trying 
to build up business for the contractors than to carrying out the other 
aspects of their job? 

Mr. Sroneman. The information which has been presented before 
the committee would certainly raise that suggestion. The normal 
trend of project management had not so indicated. 

Mr. Harpy. How much do you know about what is happening in 
other contracts? How do you know that this same kind of thing 
doesn’t go on in all of them ? 

Mr. Stoneman. Except for the reports that we have from USOM 
and from occasional inspection visits from our technical staffs of the 
Office of Far East in Washington, we don’t have any means, sir. 

Mr. Harpy. Well, you got reports on this. You had visits from 
your technical people out here. And yet you had nothing to indicate 
this was going on. 
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Mr. Sroneman. Nothing to indicate—let me say this, sir: That the 
conversations of the sort that have been cited between Hill and the 
Thai Government and Sverdrup & Parcel would not be particularly 
out of order under the circumstances that prevailed at that particular 
time, because it was expected by all concerned, including Washington 
by virtue of project approval, that the S. & P. contract would be 
amended to cover this. So there was no question of competition or 
giving S. & P. undue advantage. This was a matter of a new project 
requirement which had been discussed both in Washington and Bang- 
kok and which was a valid requirement in the ICA program. 

Mr. Harpy. Well, if you had already made up your mind that this 
thing should be handled through an addition to Sverdrup & Parcel’s 
contract, why did you put out proposals to a flock of other people? 

Mr. SroneMan. Because, sir, after the project was approved and 
after this approach had been approved in general, when it came to the 
time to actually issue the contract amendment, we went through the 
normal administrative procedure of processing a request for waiver 
of competition. And at that time the Legal Office and the Controller’s 
Office in ICA objected. And at that time, for the first time, we had an 
intimation that this was not going to be a feasible procedure. 

At that time we had to make a decision at the management level as 
to whether or not the request for waiver of competition would be 
appealed to the Director for his personal decision or whether we would 
go through the comparative proposal procedure which our General 
Counsel and Controller Offices require. 

And at that time, as I discussed with Mr. Woods the other day, be- 
cause I was greatly distressed about the delays in the project to date, 
I held a couple of meetings at which I determined from the technical 
staffs and the contract office that, under a new and streamlined proce- 
dure for getting engineering proposals, this should be resolved within 
about 1 month, namely, meaning proposals received. 

So on August 30 of 1957 I drafted a cable which was discussed 
yesterday, which indicated that rather than to press for a waiver of 
competition we thought it would have a salutary effect upon the con- 
tractors in Thailand anyway; and that, if the delay was not as great 
as we had feared, we weren't going to appeal the matter further but 
were going on with the comparable proposals idea. 

Mr. Reppan. I think perhaps in order to take this in chronological 
fashion I will hand you here documents dated June 28, 1957, July 1, 
1957, and July 26, 1957, and ask you if you prepared the originals 
of those documents. 

Mr. Sronrman. Your question, sir, was did I prepare these docu- 
ments? 

Mr. Reppan. Yes. 

Mr. Stoneman. No, sir; I did not prepare these, although I prob- 
ably contributed the substance of some of the material that went into 
them. 

Mr. Reppan. Now, the document dated June 28, 1957, it appears, 
was addressed to Mr. Kessler—or perhaps you had better tell me. ' The 
names which appear starting from the top are Mr. Julius Kessler, then 
Herbert Crane, N. E. Thompson, and Sam A. Anderson, in that 
order. Now, can you tell me who prepared the document? 
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Mr. SroneMAN. Subject to correction from the gentlemen here, I 
would say Mr. Anderson prepared them, going through Mr. Thomp- 
son to Mr. Kessler and specifically for Mr. Crane working for Mr. 
Kessler. 


Mr. Reppan. Allright. Now, this document reads: 


AMENDMENT TO CONTRACT, Progect 93-31-066, SpectiaL NorTHEAsT HigHWay, 
THAILAND 


It is recommended that action be taken to amend Sverdrup & Parcel subject 
contract to include the engineer work on the Bangkok-Saraburi Highway. It is 


my understanding that you have already a scope of work included in a proposed 
amendment from USOM, Bangkok. 


I would like to review this proposed amendment before it is actually made a 
part of the contract. 


Should there be any way I could help you in expediting this work, please 
eall me, 


Do you know who prepared that amendment to the Sverdrup & 
Parcel contract ? 

Mr. Stoneman. I believe from the way the memo read that they are 
referring to the one that you pointed out to me earlier submitted by 
USOM. 

Now, however, that scope of work would not have been adopted— 
such USOM suggestions have never been adopted verbatim. They are 
reviewed by our technical staffs. And the technical staffs present to 
the contract office their recommended scope of work, which may reflect 
most of the contents of USOM’s suggestion, however. 

Mr. Reppan. Do you know whether or not USOM prepared the pro- 
posed amendment themselves or had someone else prepare it for 
them? 

Mr. Stoneman. You mean the submission USOM sent to Wash- 
ington ? 

Mr. Reppan. Yes, sir. 

Mr. Stoneman. I do not. 

Mr. Reppan. Do you know whether or not that was prepared by 
Sverdrup & Parcel ? 

Mr. Stoneman. No, sir; I donot. 

Mr. Reppan. The memorandum I have just read is dated June 28, 
1957. 

Mr. Stoneman. I might point out, sir—excuse me Mr. Chairman. 

Mr. Harpy. Go ahead. 

Mr. Sroneman. I might point out that under the circumstances 
consultation between the USOM engineering staff and Sverdrup & 
Parcel would have been in order, because it was an accepted premise 
that the S. & P. contract was going to be amended. And in working 
out what the relationship might be between the Government and 
a prospective consulting engineer with whom negotiations were going 
to take place it would be, in fact, wise to have this consultation so 
that there would be an understanding in advance of the first negotiat- 
ing meeting. 

I would see nothing out of order in that. 

However, in the hght of competition which was later required, it 
would not have been proper—in my personal opinion. 

Mr. Harpy. Let’s see exactly what amendment we’re talking about. 
Are we talking about amendment to a contract, or are you talking 
about.a revised budget estimate ? 
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Mr. Stoneman. It would be amendment to the S. & P. contract, 
which would, of course, add funds and add material to the scope of 
work. 

Mr. Harpy. Well, if it was a foregone conclusion that the contract 
was going to be amended, I would have thought somebody would have 
had to do a little negotiating with the engineer. But if it hadn’t 
reached that stage and if there was still a question as to whether it 
was going to be an addition or whether it was going to be opened up 
for consideration by other engineers, then you have a different set of 
circumstances, haven’t you ? 

Mr. StroneMAn. Yes, sir. Quite different. 

Mr. Harpy. Had a decision already been made that it was going 
to be an S. & P. addition ? 

Mr. Stoneman. It had, sir, by virtue of approval of the project 
and I believe by other correspondence. I haven’t had an opportunity 
to go back and do research in the files since I learned the committee 
was interested in this. 

Mr. Harpy. Are you saying, then, that somebody back in ICA, 
Washington, changed horses on the thing and decided to open it up 
after they had originally given the okay “to go ahead and amend the 
S. & P. contract ? 

Mr. Sroneman. Yes, sir. That’s what I meant to bring out by 
recounting the chronology of the project. 

Mr. Harpy. It’s your testimony, then, that the mission actually 
had been authorized by ICA/W to proceed on the basis of amend- 
ing S. & P. contract ? 

Mr. Sroneman. Yes, sir; by virtue of our having approved the 
project which came in ‘describing the proposed contracting arrange- 
ments, which indicated specifically that the S. & P. contract would 
be amended to cover the Bangkok-Saraburi engineering. 

Mr. Harpy. Well, let’s go back to another authorization then. 
Yesterday we were talking about a budgeted figure for this engineer- 
ing work, and we brought out, I believe, that the budget for 1957 
was discussed by ICA people with the contractor. If my es 
serves me correctly, Mr. Larsen testified that the estimate which 
submitted for the 1957 budget was prepared by Sverdrup & Fuvvel. 
Do you recall that testimony ¢ 

Mr. StoneMAn. Yes, sir, I do. 

Mr. Harpy. Is that customary ? 

Mr. Stoneman. Under the circumstances I would think it might 
be in order. As to whether or not it’s customary in other countries, 
I’m not able to say. But I would suggest, sir, that it’s my under- 
standing based on a general knowledge of contract procedures in 
other agencies that this w ould be a customary sort of contract devel- 
opment for consulting engineering services with the Corps of 
Engineers. 

Mr. Harpy. The consulting engineer prepares, on behalf of your 
Mission, a budget estimate for an extension of his own contract? Is 
that what you’re telling the committee ? 

Mr. SToNEMAN. I would phrase it slightly differently. The sub- 
stance is similar. I would say that the project planners should obtain 
some general understanding with the prospective consulting engineer 
as to what the services are going to cost so that their budgeting would 
be able to accurately reflect what the requirement is going to be. 
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Mr. Harpy. Did you understand from Mr. Larsen’s testimony 
yesterday that that’s what they did? 

Mr. Stoneman. Mr. Larsen’s testimony wasn’t explicit on oar I 
believe, as you have suggested, as I recall, his wording was 8S. & P. 
prepared it—period. 

Mr. Harpy. That’s exactly what my recollection of it is, too. And 
it sounded to me as though your people over there didn’t do a thing 
in the world except turn it over to S. & P. to do. 

Mr. Stoneman. Well, this is why I wish to slightly change the 
phrasing of what you said, Mr. Chairman. The substance amounts 
te approximately the same. But I don’t think it’s appropriate for a 
commercial contractor to do ICA programing or budgeting. But 
the programers and budgeters should do their work ‘realistically, 
based on consultations with whatever sources of information are 
needed. And in this case before they could intelligently establish 
the requirement for engineering services, they would need to consult 
the engineer involved. 

Mr. Harpy. Oh, I think that undoubtedly if you got an engineer 
on a job who’s working with a portion of the total project, he would 
be a normal one to consult. But to ask him to come up with a bill 
of particulars, an estimate on what the total cost is going to be, and 
what you’re going to put in your budget is getting just about as far 
off base as a Government employee can get. 

Mr. Stoneman. Well 

Mr. Harpy. If that’s the way ICA is operating, I think the Con- 
gress ought to find it out and find it out pretty fast. I’m going to 
try to tell them. 

Mr. Sroneman. Well, sir, as I have tried to point out, this is not 
the normal practice and this is not what we condone. 

Mr. Harpy. How do we know what the normal practice is? Can 
you tell us what the normal practice is on the basis of anything that 
1s verified? I haven’t found it anywhere. As far as I ‘know, it 1s 
normal. 

Mr. Stoneman. Well, I can speak only of the Thailand situation, 
and I don’t believe I am in position to answer your question in a 
comprehensive way for the entire agency, Mr. Chairman. 

Mr. Harpy. Well, can you give us any assurance or can you provide 
any assurance that we can rely on that you know to be factual to 
indicate that this is the only situation of this kind that has developed 
in Thailand ¢ 

Mr. Stoneman. This—let me make sure as to what your question 
is, Mr. Chairman. 

Mr. Harpy. I’m trying to understand whether or not actually this 
isn’t a pattern of procedure. 

Mr. Sroneman. That a contractor prepare budget and program 
estimates # 

Mr. Harpy. Yes. 

Mr. Stoneman. On this I would have to rely on reports. 

Mr. Harpy. So you don’t have anything except what you have 
heard before; and you have had reports covering this that are, to all 
intents and purposes, just as adequate as the ones covering other 
projects ? 

Mr. Stoneman. I believe so; yes, sir. 
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Mr. Harpy. So that you don’t have any reason at all stronger than 
the reason that you had to believe that this couldn’t happen to believe 
that it hasn’t happened in other instances in Bangkok ? 

Mr. Stoneman. No, sir. 

Mr. Harpy. All right. 

Mr. Stoneman. On the other hand, this type of thing, the irregular 
part of this procedure which we are discussing, is recognized as being 
irregular by our mission directors—I’m sure by our Thai mission 
director at least—and the officers presently in the mission. And 
we have to rely to a great extent on the integrity of the people that 
we hire and put overseas to report to us. 

Mr. Harpy. How do you know that they recognize this as ir- 
regular ? 

fr. SronemMAN. Well, it’s commonsense, sir, based—— 

Mr. Harpy. Well, now, are you exercising your commonsense or 
theirs ? 

Mr. SronemMan. I’m exercising what I hope is mine and which I 
hope they have too. 

Mr. Harpy. Well, you’re working on a hope, which | hope is not-a 
forlorn one. 

Mr. Stoneman. Well, I certainly do too, sir. 

Mr. Harpy. I don’t know that we have any basis to assume that 
your mission director didn’t know exactly what was going on; do 
you? 

Mr. Stoneman. No, sir, except—I don’t have any direct. docu- 
mentary evidence. But the distinction, as I understand it, is: Did 
a contractor draft verbatim or almost verbatim what was put in an 
ICA programing document? I’m contending, sir, that this is not 
normal and should not occur and is irregular. But, on the other 
hand, there is only a shading of difference between that and asking 
the contractor for an estimate of the figure. 

Mr. Harpy. I’m afraid we're getting into a very shady proposition. 
[’'m just afraid of it. I don’t know. We eee couldn’t prove it. 
You probably wouldn’t ever prove what the facts in this are. The 
truth of the matter is if, in fact, the contractor did specifically work 
up the whole thing to be sent to Washington, you probably wouldn't 
ever find it out; and you know that as w ell as I do. 

Mr. Svoneman. Well, I would not expect to find it out because I 
would think that would be irregular and if it were undertaken it 
would not be revealed readily. 

Mr. Harpy. Of course it wouldn't. 

Mr. Stoneman. But I wish to—the shading is one which is slight 
between what would be required for sound programing and—— 

Mr. Harpy. The borderline between competition and bad ethies 
is sometimes awfully close too, isn’t it / 

Mr. SroneMAN. It is, sir. But may I point out we are discussing 
a time when competition was not in the picture. Competition was 
superimposed on this situation later. 

Mr. Harpy. It may be unfortunate—— 

Mr. Stoneman. Sir? 

Mr. Harpy. It may be unfortunate that it wasn’t. 

But let’s get back to something that we can tie to a little more closely. 

Mr. Reppan. Mr. Stoneman, when did you first find out that the 
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figure that appeared in the “ProAg” of one-million-seven-hundred- 
some-odd-thousand dollars was put in there by Sverdrup & Parcel? 

Mr. Stoneman. As far as its being found out in the sense that the 
chairman has just discussed it 

Mr. Harpy. You still don’t know it ? 

Mr. Stoneman. I still don’t know it. 

Mr. Harpy. That would be what I would expect you to testify to. 

Mr. SroneMAn. But, on the other hand, there was general know]l- 
edge that this was developed, that this requirement figure was de- 
veloped in consultation with S. & P. 

Mr. Reppan. Yes; in consultation with S.& P. But did you know 
that S. & P. prepared it? 

Mr. SronreMAN. No, sir; and as the chairman suggested, I still don’t 
have direct knowledge except from Mr. Larsen’s testimony. I would 
like to—— 

Mr. Harpy. You still won’t ever prove it, and neither will you ever 
prove that they didn’t. Not tomy satisfacton. 

Mr. Stoneman. It would be a difficult matter. 

Mr. Reppan. Could we have Mr. Anderson come up? Because | 
have some questions for him. 

Mr. Harpy. Come on up, Mr. Anderson. 

Mr. Sroneman. Mr. Chairman, would this be an opportune time for 
me to finish compartment 3 ¢ 

Mr. Harpy. Forgive me for not doing that. Let’s finish compart- 
ment 3. 

Have you been sworn, Mr. Anderson / 

Mr. Anperson. No, sir. 

Mr. Harpy. Let’s swear you so you can sit down there. 

(Whereupon, Sam A. Anderson was duly sworn as a witness by Mr. 
Hardy.) 





TESTIMONY OF SAM A. ANDERSON, OFFICE OF INDUSTRIAL RE- 
SOURCES, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Go ahead. Let’s get to that compartment and then 
we'll come back to where we left off. 

Mr. StonemAN. To recap, the first consideration was we don’t con- 
done the type of collusion that was suggested here yesterday. 

The second consideration was that this matter of injecting competi- 
tion into hiring engineering consulting services complicates this pic- 
ture, especially when it was superimposed upon it after a year’s 
planning had gone on under a previous assumption. 

But the third general consideration I wish to bring out was the fact 
that as a management matter it was considered over a period of a year 
or 18 months to be sound management on the part of USOM, it was 
recommended by USOM and generally accepted in ICA, W ashington, 
as witness the project approval that embodied it, that the best, cheap- 
est and most expeditious way of securing engineering services for 
certain additional highway work in Th: ailand, ine luding the Bangkok- 
Saraburi Road, was to amend the Sverdrup & Parcel contract. 

This was based on several considerations which I shan’t detail un- 
less you would like for me to submit for the record, Mr. Chairman, 
various documents which we developed to point this out internally. 
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But, briefly, the time element was important to us. The normal 
contracting procedure with comparable proposals would, by our expe- 
rience, involve about a year’s delay as compared to simply issuing a 
letter of intent or amending the contract with the contractor who was 
already on the spot. 

In addition, Sverdrup & Parcel was, and I think still is, recognized 
as being a competent and honest engineering contractor. He was on 
the spot. He was acquainted with the situation. And if you bring 
a new contractor into a situation such as this, he has to educate himself 
and his personnel, and we feel that educating a great number of new 
persons or new contractors in the same situation is, from a manage- 
ment point of view, wasting some of the taxpayers’ money, because 
there is a certain period of Teduced efficiency or ineffectiveness when 
a contractor first arrives. 

There was, furthermore, the consideration that overhead such as 
project manageys and certain administrative personnel, could be the 
same for two yadiaeenk projects operated under the same contractor, 
whereas there would be certain duplicate services and overhead if we 
brought in an additional contractor. 

Mr. Harpy. W ell, 1 think most anybody will recognize that, from a 
commonsense standpoint, if we had commonsense people that we could 
rely on to operate a Government business like they would their own 
business, that theory would probably be a very, very sound one. 
I don’t know where it breaks down, but it doesn’t seem to work out 
as well in Government as it does in private business, unfortunately. 

Mr. Stoneman. Well, I understand, sir, that it does work rather 
well and, in fact, it’s generally accepted practice with the other estab- 
lished Government agencies such as the Corps of Engineers, Bureau 
of Yards and Docks in Navy, Atomic Energy Commission, Bureau of 
Reclamation. 

And we have felt and did feel at the time we approved this project 
which embodied this concept and at the time we had conversations 
with USOM personnel here in Washington and at the time that cer- 
tain other airgrams were exchanged on this subject that this was a 
sound, valid management consideration and was in the best interests 
of the Government. 

Mr. Harpy. It’s certainly one that you could rationalize on the 
basis of theory. 

Mr. Stoneman. Well, sir, it’s one that we operated on up until 
about August 30th of 1957 in connection with this project. And we 
recognize, sir, this is a matter of judgment, and we certainly would 
welcome refinements of our judgments if they happen to be in error. 
This is a point which has been debated and w ill continue to be debated. 

But the joint judgment of the people that were responsible in USOM 
and the people who are responsible in Washington was that this was 
the best course in which to proceed, given the set of circumstances 
which existed. 

And there are certain other circumstances which, if we might pre- 
sent it off the record or in executive session, also bore on this that 
are of a classified nature. But I don’t believe that classified testimony 
is necessary to bring out the general management considerations on 
which we operated. 

Mr. Harpy. Does that complete your compartmentalization ? 
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Mr. Stoneman. I believe so, sir, unless you would like for me to 
submit a more orderly statement as regards the general management 
considerations that led us to consider and approve in principle the 
amendment of the Sverdrup & Parcel contract. 

Mr. Harpy. No, you’re talking now in an area of judgment, and 
it was your business, ICA’s business, to exercise judgment. I’m not 
going to try to superimpose mine. It might be worse. But I am 
trying to understand what you all did, because maybe it will give us 
an opportunity to evaluate it. 

Now, you spoke of some classified information. We haven’t run 
across anything that was classified thus far except your current budget 
and a few documents that had “Official use only” on them. 

Mr. Sroneman. I’m only referring to certain background things 
which bear on our judgment in programing and decisions but which 
are not essential to bringing out the story which I have tried to tell 
you just now. 

But I would appreciate the oportunity of—I think perhaps they 
are already in the committee’s file in classified form, but I would ap- 
preciate the opportunity of discussing it with some of your staff. 

Mr. Harpy. Well, we shall certainly be glad to have that. I cer- 
tainly don’t want to shut off any information that will tend to clarify 
this whole thing. But I’m afraid that we’re not going to be able 
to find enough literature to make it look good and get rid of these 
shady areas we have been talking about. 

Let’s get back to where we left off. Mr. Reddan, will you pick up? 

Mr. Reppan. Mr. Stoneman, just one thing. You referred several 
times to the fact that things were going fine until competition was 
injected. Do you mean that it was up to ICA to go out and get other 
people and interest them in this work? Or didn’t the competition 
actually already exist there, but this decision to negotiate with Sver- 
drup and Parcel kept competition from raising its attractive head, 
as it were? 

Mr. Stoneman. I’m not sure I follow you completely, Mr. Reddan. 

Mr. Reppan. What I mean is, don’t you have a whole list of engi- 
neers in your files who would be very happy to do this work 

Mr. SToneMAN. Yes, sir. 

Mr. Reppan (continuing). If you give them the chance? 

Mr. SronemMan. Yes, indeed. 

Mr. Reppan. That’s what I’m trying to get at. 

Mr. SroneMAN. Yes indeed. 

Mr. Reppan. It didn’t take any injection on the part of ICA to 
get, them interested ? 

Mr. Stoneman. No, sir. 

Mr. Reppan. Just sort of opened Pandora’s box a little bit? 

Mr. Stoneman. The point I meant to bring out was there was a 
general decision and agreed position within ICA that this was to be 
handled by amendment, and it was only when we came down to act- 
ually processing the amendment that certain internal objections were 
raised, and further internal staff meetings took place which led to 
the decision to have a set of comparable proposals come in under a 
streamlined procedure which would meet our time factor, we hoped, 
and at the same time inject competition. 

Mr. Reppan. Now, you say the time element was important. 
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Mr. Stoneman. Yes, sir. It certainly was. 

Mr. Reppan. What was the importance of the time element ¢ 

Mr. Stoneman. There are several reasons. This was an approved 
fiscal year 1957 project. 

Mr. Reppan. It was what? 

Mr. Sroneman. It was an approved fiscal year 1957 project for 
which funds had been obligated in the previous spring. There had 
been agreement with the Thai Government that this work would pro- 
ceed expeditiously. It had been the general plan that work be under- 
taken in the summer or autumn—that is, work of an engineering na- 
ture be initiated in summer or autumn of last year to enable start of 
construction at the beginning of the dry season. 

Mr. Harpy. When was it approved ¢ 1 don’t want to interrupt 
your line of thinking, but I think it’s important that we try to lab 
lish this as we go. You have given a little chronology here. 

Mr. SroneMAN. In the spring of 1957, sir, about a year ago. The 
precise date I don’t have with me. I would say April or May of 
1957 

Mr. Harpy. That was well after the budget had been fixed, and this 
was an allocation that was approved by ICA—is that right—because 
it was in your 1957 budget, wasn’t it? 

Mr. STONEMAN. Yes, : sir. 

Mr. Harpy. I mean in your 1957 funds. 

Mr. SToneMAN. Yes, sir. 

Mr. Harpy. So this became an approved project in April 1957? 

Mr. Stoneman. Approximately; funds were obligated at that time. 

Mr. Harpy. Which was only a few months before your fiscal year 
ended ? 

Mr. Sroneman. Yes, sir. As some of the documents already 
brought out here show, it had been in the planning stage for perhaps 
a year before funds were finally obligated for it, which is a normal 
sort of a thing. 

Mr. Harpy. Very normal where you use the illustrative procedure 
of getting money from the C ongress. 

Mr. SToneMAN. In this case, sir, the illustrative project is one 
which we have followed through on and which was a valid illustra- 
tion. 

Mr. Reppan. You talked about the time element, the urgency in 
this highway, Mr. Stoneman. It appears from the ICA records that 
after a decision was made in August of 1957 to inject competition, 
us it were, a period of several months passed before a list of contrac- 
tors was prepared ” whom proposals should be sent. As a matter 
of fact, on October 1, 1957, Mr. Thompson’s office had to be advised 
or had to be jacked oe on this. And I’m reading now from a copy 
of a memo duted October 1, 1957, to Mr. Norman Thompson, appar- 
ently prepared by Mr. N. Siow. Do you know Mr. N. Skow? 

Mr. Stoneman. Yes, sir. 

Mr. Reppan. What is his position ¢ 

Mr. Stoneman. He is one of the negotiators in the contract. office. 
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Mr. Reppan. This memo, which bears a signature “N. Skow,” reads: 


ENGINEERING SERVICES FOR BANGKOK-SARABURI HIGHWAY——ScoPpeE OF WORK AND 
List OF PREQUALIFIED BIDDERS 


In a memorandum from Mr. Edward Kunze—S/CO, dated August 12, 1957, 
your office was advised that a waiver of a requirement for comparable proposals 
for the subject program cannot be granted and that proposals should be obtained 
in accordance with PMCD No. 35. Accordingly, the Office of Contract Relations 
has assumed since the above date that the Industrial Division has the action 
in the preparation of an adequate scope of work and a list of qualified bidders 
required by this Office for sending out letters of invitation. 

Could you tell the committee what delayed this action from August 
12 to October 1? 

Mr. Stoneman. As I understand it, sir, the general workload and 
priority situation within Industrial Engineering Division, which is 
something which they are better qualified to speak to than I. But 
I did discuss it a number of times with them, and I understood that 
they had some priority work already in process which precluded 
their handling this. 

Mr. Harpy. I’m a little bit worried about this urgency thing. You 
still haven’t let the contract for engineering; have you? 

Mr. SroneMAN. I really didn’t finish the statement on the urgency 
a moment ago, sir, 1f—— 

Mr. Harpy. Allright. Proceed. 

Mr. Stoneman. The urgency of the engineering, as I started to say, 
was connected also with the fact that we wished to get the local con- 
struction contractors started by the beginning of the dry season. 

Now in the case of the Northeast Highway the dry season is not so 
significant because it’s up on a plateau. But in the Bangkok area, 
weather interferes more with construction activities than it does along 
the Northeast Highway. So it’s a matter of economy of scheduling 
operations to start construction operations in the dry season. 

Furthermore, once the project has been recognized as a valid require- 
ment and justified as work that needs to be done and funds allocated 
for it, it is, I think, a sound management consideration that it’s best 
to get on with it as quickly as possible. We have money tied up and 
there is a requirement which is not being met. 

The nature of the requirement I could discuss more in detail, but I 
think as a general principle it suffices merely to say that there was an 
approved and established requirement and good management would 
dictate that we get on with it before another year passes, especially 
in view of the seasonal considerations. 

Mr. Harpy. Well, I notice the first thing we have on it is January 
1956, when Mr. Hill was talking about it and sending copies of his 
letters to Sverdrup and Parcel. 

Now you still haven’t gotten to the point of getting an engineering 
contract, so it couldn’t have been so all-fired urgent. 

Mr. Stoneman. Well 1 would submit, sir, that it is not necessarily 
a criterion of the urgency as to whether or not we have been able to 
meet the requirements because of competing priorities. We did feel, 
especially beginning in the spring of 1957, when we obligated funds 
within the Thai program, that it was a priority project. 

Mr. Harpy. Again we get to a matter of judgment, I suppose, on 
the basis of which it received priority. 
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Go ahead. 

Mr. Reppan. Mr. Anderson, I have shown you copies of two memo- 
randums there. 

Mr. Anpverson. Yes, sir. 

Mr. Reppan. Did you prepare those ? 

Mr. Anverson. Yes, sir; I did. 

Mr. Reppan. One is dated July 1, 1957, and the other is dated July 
26, 1957. Do you know whether or not the content of these two docu- 
ments is substantially the same ? 

Mr. Anverson. They are substantially the same. Yes, sir. 

Mr. Reppan. The one dated July 26, 1957, is addressed to Mr. Kunze. 
Is that right ? 

Mr. ANperson. Yes. 

Mr. Reppan. And the one dated July 1, 1957, is addressed to Mr. 
Kessler. Is that right? 

Mr. ANnperson. Yes. 

Mr. Reppan. Why is the one addressed to Mr. Kunze? 

Mr. Anperson. I don’t remember just at that time. I think the 
one addressed to Mr. Kunze was because Mr. Kessler was on vacation, 
I’m not sure. 

Mr. Reppan. The one addressed to Mr. Kessler, dated July 1, 1957, 
relates to the amendment to the Sverdrup & Parcel contract for en- 
gineering work on the Bangkok-Saraburi highway, and it refers to 
the airgram dated February 21, 1957, which we identified here this 
morning. 

The second paragraph states : 

Inasmuch as this really is an extension of the Northeast Highway south to 
Bangkok, it is definitely related to and should be accomplished under the same 
specifications as the Northeast Highway. 

Did you participate in the conference which resulted in that de- 
cision ¢ 

Mr. Anverson. In the conference which resulted 

Mr. Reppan. In the decision that this was really an extension of 
the Northeast Highway ? 

Mr. Anperson. Not to the extent there was a conference on it. It 
connects with the Northeast Highway on the south end and goes to 
Bangkok, and I was just pointing it out. 

Mr. Reppan. The decision was made that the same specifications 
should be applied to the Saraburi-Bangkok Highway as the North- 
east Highway. 

Mr. Anpverson. That was generally my understanding. 

Mr. Reppan. Do you know whether or not that was actually a fact, 
whether the same specifications were applied to the both, that is, the 
same specifications applied to the Bangkok-Saraburi Highway as are 
in existence for the Northeast Highway ? 

Mr. ANnperson. Well, practically the same specifications. Yes. 

Mr. Reppan. Do you know what the wheel loads are for the North- 
east Highway ? 

Mr. Anperson. Well, on the Northeast Highway the wheel loads 
were reduced to 8,000 pounds. 

Mr. Reppan. The testimony we had here yesterday from General 
Sverdrup was that the wheel loads had never been reduced on the 
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Northeast Highway and although it applies to the road surface as 
well as bridges, they referred to it as the H-20 bridge loading. 

(General Sverdrup subsequently corrected his earlier testimony in a 
letter to Chairman Hardy, May 21, 1958, which appears on p. 630.) 

Mr. ANnperson. Yes. 

Mr. Reppan. And he said the same loading applies to the surface 
of the highway, which is around 12,000 pounds. 

Mr. Anperson. I think if he would check his records he would 
find it has been reduced. 

Mr. Reppan. That is of interest to me because I understand that it 
was a military consideration that first entered into this heavy wheel 
load of 12,000 pounds, and you say that has now been reduced to 8,000 
pounds. 

Mr. Anverson. That is my understanding. Yes, sir. 

Mr. Reppan. Does this in any way affect the use of the road by 
military equipment ? 

Mr. Anpverson. No, sir. There was a check made and the heaviest 
military vehicles they had in Thailand did not require more than 
an 8,000-pound wheel load. 

Mr. Reppan. Do you know how much more it costs per mile to build 
a road which will bear 12,000 pounds wheel load than it does to build 
one of 8,000 pounds wheel load ? 

Mr. Anverson. Not offhand. No, sir. 

Mr. Reppan. Do you know that, Mr. Stoneman ? 

Mr. Stoneman. No, sir, but I know it is considerably more expen- 
sive. As regards the serviceability to the military, it is my general 
recollection that at the time the Northeast Highway contract was 
established, at which time the H-20 wheel loading applied both to 
bridges and road surfaces, that this was a military recommendation 
or requirement. Upon reevaluation there was considered, among 
other things, likely traffic density, as well as weight of the vehicles, 
and it was decided that if the bridges were left as H-20, it would 
be permissible to reduce the wheel loading for road surfaces to the 
8,000 pounds. This did not mean vehicles which have a wheel load- 
ing of more than 8,000 pounds might not traverse it on certain occa- 
sions, but the likely density of such traffic was considered to be low 
enough, so that the design criteria could be reduced. 

As I understood too at the time—and I am not a highway engineer, 
but as it was explained to me—a reevaluation of the situation per- 
mitted a reduction of the design criteria and a saving in cost. 

Mr. Harpy. Let us talk about that just a minute. That is a very 
important item in cost. 

Mr. StoneMAN. Yes, sir. 

Mr. Harpy. The original determination to require 12,000-pound 
wheel load, I think we were told, was based on military considera- 
tions. 

Mr. Stoneman. Yes, sir. I believe that 

Mr. Harpy. Did the military revise their requirements? 

Mr. SronemMan. Basically, no, sir. The military vehicles which 
had been furnished under the military aid program to the Thai Army 
were still the same vehicles. Consultations between our highway staff 
in Bangkok with the Thai and United States military resulted in 
this recommendation, as I recall it. 
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Mr. Harpy. If my memory serves me correctly, discussions we 
have had on some of the highways in that area indicated that deci- 
sions were based not so much on the load of the vehicles that are 
currently on hand, but on contemplated future use as a military 
highway. Do you ‘know whether that consideration entered into the 
wheel loads for the Northeast Highway ? 

Mr. Stoneman. I don’t recall that it did. On this I have to recall 
back to 1954 and 1955, but as I recollect, the type vehicle used as the 
basis for the military criteria was a medium tank, and that was what 
was being supplied at that time, and had been supplied to the Thai 
Army, and as I gather, was contemplated for the foreseeable future. 

Mr. Harpy. Do you know what the present estimate of cost of the 
Thai highway is; total 4 

Mr. Stoneman. Tw enty-one and four-tenths million dollars. 

Mr. Harpy. What was the original ? 

Mr. StoneMAN. The original reconnaissance estimate was $22 mil- 
lion for a highway about twice the length and about $14 million for 
the present Saraburi to Korat section. 

Mr. Harpy. Fourteen million against twenty-one and four-tenths? 

Mr. SroneMANn. Yes, sir. 

Mr. Harpy. The original concept was based on a 12,000-pound 
wheel load and 21.4 million was what it would cost to build an 8,000- 
pound wheel load ? 

Mr. Stoneman. I do not believe that—I would have to search the 
cecords, but I do not believe the 12,000-pound wheel load was origi- 
nally used—I am not aware of it—I do not have personal recollection 
of this. 

Mr. Harpy. You are not going to tell the committee the $14 million 
original estimate was based on no consideration as to what the wheel 
lead would be? 

Mr. Stoneman. No,sir. I merely said I do not know what that con- 
stderation was at this time. There has been a revision of the design 
criteria between the time of the $14 million estimate and the present 
time. 

Mr. Harpy. The thing I am trying to understand—and I do not 
know whether you are a competent witness to testify on it—is this: 
TIsn’t it true that the actual reason this wheel load was changed was 
because of the cost? And were you not already so far over your esti- 

mate that you could not go u to what the final cost would be without 
getting an awful lot of criticism ? 

Mr. Stoneman. I am not aware of that, sir, in that fashion. Cer- 
tainly cost was an element in wanting to reduce it, but I was informed 
that the 8,000-pound wheel loading would meet the requirement quite 
adequately. 

Mr. Harpy. Do you know when that information reached you? 

Mr. Stoneman. I can only approximate it, sir, as being in early 
1956; shortly after construction was initiated. 

Mr. Harpy. Shortly after construction was initiated. On March 8, 
1956, Mr. McGavock wrote a letter to the Ministry of C ommunications 
in Bangkok, having to do with this. He does discuss the current 
traffic. Asa matter of fact, the main traffic that is on this highway 
now is water buffaloes, Isn’t that so? 
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Mr. Stoneman. Not completely at the present time, and certainly 
not when the road is completed. 

Mr. Harpy. I didn’t say when the road is completed. The most 
locomotion you see along the line from Bangkok to Saraburi is water 
buffaloes, although you do see some other traffic on there, too. But 
this letter does discuss the present traffic, and it has this interesting 
observation : 


In view of these facts, it is apparent that design for a wheel loading of 12,000 
pounds would result in a very great increase in construction costs over those 
anticipated at the time of our initial reconnaissance. In this connection it must 
be realized that the original reconnaissance, to which all parties agreed, con- 
templated a base course of 8 inches in unprocessed, local material. 

I don’t know what that would mean in terms of wheel loading, but 
I do get the impression that, in the beginning, a 12,500-pound wheel 
load was anticipated. 

Mr. Stoneman. I would like to check that, or perhaps Mr. Ander- 
son is in a better position to check it, but I say a general consideration 
and substantial part of the increase in cost between $14 million and 
$21.4 million had to do with revised design criteria, for instance, a 
widening of the road embankment, based on a eae recommenda- 
tion, as compared to the reconnaissance report assumption. Also, 
there is a general worldwide increase in construction cost of about 5 
ab ap per annum, as I understand it, and over a period of time that 

egins to mount up. 

Mr. Harpy. When you go from a $14 million estimate to $21 million 
for a road that won't carry but two-thirds of the load, you have an 
awfully heavy increase in cost. 

Mr. Stoneman. There is a very heavy increase in cost, regardless 
of how it is viewed, Mr. Chairman. I would like to check this matter, 
as to whether or not the 12,000-pound wheel load was applied through- 
out the length of the highway at the time of the reconnaissance report. 

Do you know, Sam ? 

Mr. Anperson. [ am not sure on that point. 

Mr. Harpy. Of course, it is entirely possible that the whole thing 
got started on the wrong foot because somebody got overambitious 
and put the original 12,000-pound wheel load requirement in. But 
if you had an estimate based on 12,000 pounds and then you come up 
with a revised estimate of 8,000 pounds, and you have a 50-percent in- 
crease in cost to get a road that will carry only two-thirds of the load, 
there is something awfully cockeyed about what was happening 
originally. 

Mr. Sroneman. As was explained to me, the information about 
changing wheel loading would have justified changing it, whether 
there has been a pressure—whether there had been an increase in cost 
apparent or not. This was, in fact, a reevaluation of engineering 
and military judgments, as I understand it. 

Mr. Harpy. Mr. McGavock wrote to Mr. G. Wood Smith on March 
19, 1956, a short while after the letter I read a moment ago, which he 
had written to the Thai Government. In his letter he said: 

The bare facts are that traffic on the northeast highway just does not warrant 
the cost of building for more than an 8,000-pound wheel load, particularly in view 


of the 9,000-pound design used on the primary roads in such States as Illinois, 
Louisiana, Minnesota, North Dakota, and Oklahoma. 
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Is there anybody in ICA that can give the committee the reason for 
putting a 12,000-pound wheel load in on this road in Thailand to build 
it to specifications one-third greater than are used on the primary 
roads in States like Illinois? 

Mr. StoneMAn. I am not aware of the answer to that. I can only 
say that the revised criteria have been substantiated in a series of 
reviews—the 8,000-pound wheel load—as being appropriate. This has 
been challenged by some people, and, again, it gets to be a matter of 
engineering judgment. The density of truck and bus traffic, present 
- oo as anticipated, I am informed, justifies the 8,000-pound wheel 

oad. 

Mr. Harpy. You think the bus and truck traffic in Thailand on the 
northeast highway will be comparable to that in Illinois? 

oe STonEMAN. I wouldn’t state it that way, sir. I would state 
that 

Mr. Harpy. You and I just don’t state things the same way. 

Mr. Sroneman. Well, I come from Oklahoma, sir, and I believe 
that this highway has requirements for being somewhat better than 
some of our Oklahoma highways. 

Mr. Harpy. Better than your Oklahoma primary highways? 

Mr. Stoneman. Not Highway 66. 

Mr. Harpy. I said primary Sokeine and that is what this letter 
says. Maybe you have got more traffic over there. At least, you don’t 
have water buffaloes in Oklahoma. 

Mr. Stoneman. No, sir. Our Hereford cattle are not quite that 
heavy. 

Mi. Harpy. One more comment from this letter from Mr. Mc- 
Gavock, which, I think, has some bearing on this subject. When he 
talks about reducing this to an 8,000-pound wheel load, he says: 

The Thai are, of course, reluctant to cut back the design from 12,000 pounds. 

Do you suppose that was because we oversold them ? 

Mr. Stoneman. I would suppose it is natural reluctance on the part 
of any recipient of grant aid to want to maintain what the original 
understanding was. 

Mr. Harpy. Hesays: 


We believe this can be resolved locally. 


Now, this is a very significant observation, I think, in his last 
sentence, where he says: 





We just don’t want the situations perpetuated into section 2. 


Section 2 was the Bangkok-Saraburi section. 

Mr. Stoneman. No, sir. I believe he must have been referring to 
section 2 of the northeast highway. 

Mr. Harpy. That would have been up toward Korat ? 

Mr. Stoneman. Yes, sir. I believe so. Wouldn’t you understand 
that ? 

Mr. Anpverson. Yes,sir. That is what it meant. 

(Subsequently International Cooperation Administration was re- 
quested to supply an explanation of the change in wheel loading. The 
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request and International Cooperation Administration’s reply 
follow :) 
May 10, 1958. 
Hon. JAMES H. SMITH, Jr., 
Director, International Cooperation Administration, 
Washington, D. C. 

Dear Mr. SmitH: During the course of the hearing held on May 5 by the Inter- 
national Operations Subcommittee, a representative of your agency testified 
that the design criteria for the Saraburi-Korat Highway in Thailand have been 
changed, reducing the wheel load capacity from 12,000 pounds to 8,000 pounds. 
This does not agree with the testimony previously received from the engineer, 
jeneral Sverdrup, who stated that although his firm has recommended such 
reduction in the design criteria, no such change had been made. This apparent 
conflict is probably due to a misunderstanding or mistake on the part of one 
of the witnesses, and it is therefore requested that you furnish this subcom- 
mittee with such documentary evidence as may be necessary to resolve this 
guestion. In addition, it would be appreciated if you would advise us as to 
the justifications for and the principal factors considered in making the original 
decision to design the road for a 12,000-pound wheel loading. 

If no change bas been made reducing the wheel-load capacity from 12,000 
pounds to 8,000 pounds, please supply me with the following information: 

1. The estimated cost of constructing the Saraburi-Korat Highway. 

2. The estimated cost of constructing the same highway if designed and built 
for an 8,000-pound wheel loading. 

If, on the other hand, the design criteria have been changed, as testified to by 
your representative, it is requested that, at the earliest possible date, you furnish 
this subcommittee with the following information : 

1. When were the road design criteria changed in the manner indicated above, 
and when were the resultant new specifications applied to the construction 
work. 

2. How far had construction proceeded before the new specifications went 
into effect. 

3. Who made the decision to reduce the wheel-load capacity and to what extent, 
if any, did our military representatives participate in this decision. 

4. What were the justifications for and the principal factors considered in 
making this change in the design criteria. 

5. Compare the cost of the portion of the highway built under the original 
design criteria with what it would have been had it been constructed for an 
8,000-pound wheel loading. 

6. What is the estimated saving in the cost of constructing the Saraburi-Korat 
Highway by reason of the said change in design criteria. 

Sincerely yours, 
PorTER HArDy, Jr., Chairman. 


INTERNATIONAL COOPERATION ADMINISTRATION, 


Washington, D. C., June 16, 1958. 
Mr. JoHNn T. REDDAN, 


Chief Counsel, International Operations Subcommittee, 
House Government Operations Committee, Washington, D. C. 


DEAR Mr. ReEpDpDAN: Reference is made to Congressman Hardy’s letter of May 10 
to Mr. Smith and the interim reply from Mr. Guilford Jameson relating to the 
design criteria for the Northeast (Friendship) Highway in Thailand. Con- 
gressman Hardy’s letter points out discrepancies in testimony relating to the 
wheel-load capacity of this highway and requests documentary evidence to 
resolve the conflict as well as responses to various specific questions. 

The basic questions presented are whether the design criteria were altered to 
reduce the wheel-load capacity and, if so, to what extent this reduction ac- 
complished a saving in highway construction costs. The facts, as we gather 
them, are as follows: 

The road, as contemplated in the reconnaissance survey prepared by Sver- 
drup & Parcel, Inc., was to have a base course approximately 20 centimeters 
thick and of compacted crushed stone or gravel with a 5-centimeter-thick asphal- 
tic wearing surface. (See p. 14 of report of reconnaissance.) This design indi- 
cates a wheel-load capacity under normal circumstances of 8,000 pounds. The 
contract between Sverdrup & Parcel and the Thai Government failed to make 
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specific reference to this design criteria. Instead, in paragraph 1.333 it de- 
scribed the base course as being capable of bearing H-20 loadings. The contract 
thus incorrectly stated the wheel-load capacity contemplated in the reconnais- 
sance survey. Actually the term “H-20” is one commonly used to describe load 
capacity for bridges rather than roads. The contract reference to this term, 
though incorrect for the road specifications contemplated, is a correct descrip- 
tion of the capacity contemplated for the bridge structures incorporated in the 
highway. Insofar as the term “H-20” can be applied meaningfully as a road 
criterion, it would require a wheel-load capacity, according to some authorities, 
of 16,000 pounds and, according to others, 12,000 pounds. 

To field representatives of Sverdrup & Parcel, it was apparent from the incep- 
tion of operations that the “H-20” designation in the contract was a misnomer 
for the road design criteria. Relying on paragraph 1.3 of the contract, author- 
izing the engineers to design the highway according to certain criteria, except 
where they might be modified with consent of the government, “using engineer’s 
own standards in accordance with its best engineering skill and judgment,” Sver- 
drup & Parcel representatives undertook to secure consent of the Thai Govern- 
ment to an amendment of the contract which would clarify the road design 
criteria. Pending this clarification, Sverdrup & Parcel limited the wheel-load 
capacity for such portions of the road’s base course as were being completed to 
8,000 pounds. In due course, the Thai Government consented to an amendment 
of the contract which expressly set the wheel-load capacity at not less than an 
8,000-pound wheel-load capacity. This clarification of design criteria was in- 
corporated in amendment No. 3 to the contract. 

The committee has specifically inquired concerning the extent to which the 
road was constructed at a wheel-load capacity in excess of 8,000 pounds. Ac- 
cording to our information, none of the road was so constructed. We call atten- 
tion to the final report of Sverdrup — Parcel relating to the Saraburi-kilometer 
63 section of the Northeast Highway which, on page 2 under “Specifications” 
states: “The California bearing ratio method for the design of flexible pave- 
ments was used, based upon an 8,000-pound wheel load.” Based upon this report, 
as well as information secured from Mr. Charles J. Chidester, an official of this 
agency’s industrial engineering division who, during the time in question was 
affiliated with the public works and industrial division in USOM, Thai- 
land, we concluded that no part of the Northeast Highway was constructed for 
a wheel-load capacity in excess of 8,000 pounds. We requested USOM, Thai- 
land, to confirm this conclusion with the concurrence of Sverdrup & Parcel rep- 
resentatives. This confirmation has been received (see the exchange of cables, 
ICATO 1471 and 1522 and TOICA 1698 and 1793, copies of which are herewith 
enclosed). 

In response to the subcommitte’s request for documents relating to the ques- 
tion of design criteria on the Northeast Highway, we enclose herewith a copy 
of a memo of May 15, 1957, to T. M. Moody from T. R. Hill relating to this 
subject. This memo makes reference to 12 documents, copies of which are like- 
wise included herewith. These documents outline the chronology of events 
leading to amendment No. 38. 

In our judgment, the foregoing information resolves the basic inquiries of the 
subcommittee with respect to this matter and disposes of the specific questions 
listed on page 2 of Congressman Hardy’s letter. With respect, however, to ques- 
tion No. 3 relating to the participation of United States military representatives 
in the decision to limit the wheel-load capacity to 8,000 pounds, we should like 
to call your atention to the memorandum dated April 27, 1956, from Lt. Col. 
M. A. Hoherz, USMAG, Thailand, to the public works and industry officer, 
USOM, Thailand, which indicates that the 8,000-pound wheel-load design is 
satisfactory for Thai military vehicles. A copy of this memorandum is included 
herewith. 

Sincerely yours, 


LESLIE A. GRANT, 
Associate General Counsel. 
Mr. Reppan. May we have the memorandum which has been identi- 
fied here by Mr. Anderson as being prepared by him, dated July 1, 1957, 
introduced as an exhibit ? 
Mr. Harpy. Without objection, it is so ordered. 
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(The document referred to follows as exhibit 62) : 


Exuisir 62—MEMORANDUM FroM NorMAN E. THOMPSON, PREPARED BY SAM A. 
ANDERSON, TO JULIUS J. KESSLER AND HERBERT KRANE, JULY 1, 1957 


JULY 1, 1957. 
For: Mr. Julius J. Kessler, S/CO—-728R 
Herbert Krane, S/CO-705R 
From: Norman EB. Thompson, IED-431R 
Subject: Amendment to Sverdrup & Parcel contract for engineering work on 
Bangkok-Saraburi Highway. 


Reference is made to airgram A-973, dated February 21, 1957, from USOM/ 
Bangkok requesting that an amendment to Sverdrup & Parcel Engineering Co.’s 
contract on the northeast highway, No. 93-31-066, or a separate contract on No. 
93-31-089 be started to cover the Bangkok-Saraburi Highway, a distance of 
107 Kilometers. This is the section from the city of Bangkok to connect to the 
southern end of the northeast highway, now well under construction. 

Inasmuch as this really is an extension of the northeast highway south to 
Bangkok, it is definitely related to and should be accomplished under the same 
specifications as the northeast highway. It is planned that the section Wangnoi 
to south end of northeast highway, a distance of 35 kilometers will be con- 
structed by Raymond Construction Co. as an amendment to their contract on the 
northeast highway. The other two sections, Bangkok to Don Muang Inter- 
national Airport and Don Muang to Wangnoi, will be constructed by local Thai 
contractors. The engineering is to cover all 3 sections, and will include super- 
vision of construction of all 3 sections. 

As the PPA sets up this engineering work under the expanded aid project No. 
93-31-0089, it would probably cause less work to amend the contract recently 
entered into on the Pitsanuloke-Dansai Highway, which is also with Sverdrup & 
Parcel Engineering Co., or a new contract could be drawn up to cover this 
project by itself under same project No. 98-—31-089. 

It is the opinion of this office that negotiations should be entered into with 
Sverdrup & Parcel Engineering Co. for this work as they are already organized 
to handle the work in Thailand. They are now performing the engineering work 
on the northeast highway which, in a way, is an extension of this same road and 
the P-D Highway in another section of Thailand. S. & P. already has an office 
in Bangkok from which the work would be performed. S. & P. would require 
very few additional men for this work, whereas a new contractor would require 
a whole new setup. The same administrative men of S. & P. and their Bangkok 
office forces could handle this additional work without expansion. It is be- 
lieved that it would be a mistake to call in other engineering firms for this work 
unless it is necessary to hold 8. & P. in line on the financial part of the negotia- 
tions, then only Tippetts-Abbett-McCarthy-Stratton should be considered as 
they, too, have an office in Bangkok and are set up to handle such work. _TAMS 
are now handling airfield work for JUSMAG. The fact that TAMS is also in 
Bangkok and is competent and set up for this type of work can be used on 
S. & P. if necessary. 

The scope of work for the engineering should be the same as the one on the 
northeast highway with the additional information contained in airgram 
TOICA A-973. 

In addition it is requested that action be taken to amend the Raymond Con- 
struction Co.’s contract on the northeast highway No. 93-51-066 to include con- 
struction of the section Wangnoi to Saraburi, a distance of approximately 35 
kilometers. The scope of work to be the same as the original contract with addi- 
tional information contained in airgram TOICA A-973. 

This office will write the scope of work on the two amendments in the next 
few days and forward it to you. 

All the necessary actions by this office on these details for these projects will 
be handled by our Mr. Sam A. Anderson, room 427, phone extension 3377. 


Mr. Reppan. I would like to read paragraph 4 on the first page 
of that memorandum of July 1, 1957: 


It is the opinion of this office that negotiations should be entered into with 
Sverdrup & Parcel Enginering Co. for this work as they are already organized 
to handle the work in Thailand. They are now performing the engineering 
work on the Northeast Highway which in a way is an extension of this same 
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road and the P—D Highway in another section of Thailand. §S. & P. already has 
an office in Bangkok from which the work would be performed. 8S. & P. would 
require very few additional men for this work, whereas a new contractor would 
require a whole new setup. The same administrative men of 8. & P. and their 
Bangkok office forces could handle this additional work without expansion. It 
is believed that it would be a mistake to call in other engineering firms for this 
work unless it is necessary to hold S. & P. in line on the financial part of the 
negotiations, then only Tippetts-Abbett-McCarthy-Stratton should be considered 
as they too have an office in Bangkok and are set up to handle such work. 
TAMS are now handling airfield work for JUSMAG. The fact that TAMS is 
also in Bangkok and is competent and set up for this type of work can be used 
on 8. & P. if necessary. 

Mr. Harpy. Does that seem to indicate that they might feel that 
you had to put some strings on Svedrup & Parcel to keep them from 
demanding too much ? 

Mr. Anverson. Well, that was my opinion. 

Mr. Reppan. Did you make, or did you enter into the determination 
that it would be a mistake to bring in additional engineering firms to 
bid on this project, or enter comparable proposals, as they like to 
say ? 

Mr. Averson. That was my statement at that time. 

Mr. Reppan. Why did you think it would be a mistake? It would 
cost more? 

Mr. Anverson. I thought it would cost more. Theoretically, it 
should be cheaper to deal with an engineer who was already in the 
country and already set up. Sometimes it don’t work that way. 

Mr. Reppan. Mr. Anderson, what action was taken on your 
recommendation ¢ 

Mr. Anverson. It was denied on August 12. 

Mr. Reppan. Who denied that? 

Mr. Anverson. Mr. Kunze of contracts. 

Mr. Reppan. Would that be Mr. Kessler? 

Mr. Anpverson. Well, Mr. Kessler and Mr. Kunze are in the same 
office, the contracts office. 

Mr. Harpy. Mr. Kessler, will you come on up and take this other 
chair? You have been previously sworn. 


FURTHER TESTIMONY OF JULIUS J. KESSLER, ASSISTANT DI- 
RECTOR, OFFICE OF CONTRACT RELATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Kesster. Yes, sir. 

Mr. Reppan. I have a Thermofax copy of memorandum dated 
August 12, 1957, to Mr. Norman E. Thompson from Mr. Edward E. 
Kunze, which is entitled “Request for Waiver of Comparable Proposal 
Provision, PMCD Bulletin No. 35, Engineering and Construction 
Work on Bangkok-Saraburi Highway.” 

Are you familiar with that ? 

Mr. Kasster. Yes, sir. 

Mr. Reppan, Did you prepare that memorandum ? 

Mr. Kesstrr. No; I did not. I was away on vacation at the time 
it was prepared and sent to the Industry Division. Mr. Kunze 


signed it and I think it was prepared by one of the negotiators under 
Mr. Kunze’s direction. 


Mr. Reppan. But you are familiar with it? 
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Mr. Kesster. Yes; I am. 

Mr. Reppan. This is in conflict with the recommendation which 
was made on July 1, 1957, which has been entered as an exhibit to- 
day. It was a memorandum from Mr. Thompson to you. 

Mr. Kesstxr. Yes. 

Mr. Reppan. Could you tell the committee why you differed with 
Mr. Thompson in connection with his decision to negotiate this con- 
tract with Sverdrup & Parcel, rather than to issue invitations to 
bids? 

Mr. Harpy. Proposals. 

Mr. Reppan. Or proposals. 

Mr. Kesster. I think at the time it was discussed with our Gen- 
eral Counsel’s office, who insisted that we comply with the terms 
of our Bulletin PMCD 35, which requires that we obtain from a 
number of suppliers proposals for work to be done by the agency. 
They thought that this was of such magnitude that we should invite 
other engineers in and attempt possibly to get another engineer 
into Thailand to do this work. 

Mr. Reppan. You felt that the size of the job was such that it 
amounted to more than merely an extension of an existing contract? 

Mr. Kesster. This is more than an extension of an existing con- 
tract. This represents a new scope of work for an additional piece 
of road, Mr. Reddan. 

Mr. Reppan. And you disagreed with the conclusion of the Engi- 
neering Section that it was necessary to negotiate with someone slveatle 
in operation in the country ? 

Mr. Kesster. That is correct. 

Mr. Reppan. What happened after you made that decision? 

Mr. Kesster. After that determination was made, the Engineering 
Division and the desk were so advised, and the Engineering Division 
was requested to provide the contract office with a list of firms whom 
they considered competent to undertake this job. 

Mr. Reppan. Was the mission in Thailand advised of this action ? 

Mr. Kesster. I don’t recall. 

Mr. STONEMAN. Yes. 

Mr. Kesster. Mr. Stoneman says they were. 

Mr. Reppan. I have here a Thermofax copy of a cablegram and 
this carries an official use only stamp. Is this still classified as official 
use only, Mr. Stoneman ? 

Mr. SroneMAN. Because of the cryptographic security involved. 
Yes, sir. 

Mr. Reppan. Could you paraphrase that cablegram for us then, 
sir, to avoid the violation ? 

Mr. SToneMAN. Yes, sir. 

This cablegram 

Mr. Reppan. Did you prepare that, sir? 

Mr. Sroneman. Yes,sir. This was the one I referred to that I did 
prepare after consulting with the other offices after the rejection of 
the request for waiver of competition. ‘This message says in substance 
that the waiver of competition which we had requested to amend the 
S. & P. contract is not approved and that we feel it might have a 
salutary effect on our relations with some of the present contractors in 
southeast Asia if we did get an element of competition in the picture. 
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We also say that under a new procedure for securing engineerin 
proposals, we expect to be able to receive proposals from severa 
prospective contractors more quickly than we have been able to here- 
tofore by the use of formal written invitations, and more quickly than 
we could act by pressing the request for a waiver of competition. 

We say that preparation is underway for a meeting soon in accord- 
ance with this streamlined procedure-—a meeting with a list of sug- 
gested contractors. 

Mr. Reppan. That appears to be a complete reversal of the position 
which you had taken prior to that time. Is that a fair evaluation of 
your testimony ? 

Mr. Sroneman. Yes, sir. It is a reversal and it was the reversal 
which was necessitated by the fact that certain administrative ele- 
ments within ICA/W would not agree to the waiver of competition 
we had requested. 

Mr. Harpy. You did not reverse your position, but you had it re- 
versed for you then ? 

Mr. Sroneman. In effect, yes. And we had the option of appealing 
to the Director or trying to get through a new procedure. A new 
element was injected of the new and streamlined procedure which I 
was told should enable us to conclude this contract in about a month, 
and to get the proposals in and evaluate them within a month, we 
thought would be little, if any, additional delay over processing this 
issue up to the Director, for the Director waiver of the established 
PMCD-35. 

Mr. Reppan. Would it be fair to say this administrative monkey 
wrench was Mr. Kessler ? 

Mr. Stoneman. No, sir. As I recollect, Mr. Kessler, although he 
might be a bottleneck at times, was in agreement personally with us 
in principle, but that the legal and accounting elements of ICA/W 
had insisted upon compliance with PMCD-35. You were not at lib- 
erty, Julius, to grant a waiver without referring it to the Director? 

Mr. Kesster. That is correct. 

Mr. Stoneman. And was it not your personal position that this 
was logical at the time we discussed it earlier in the year ¢ 

Mr. Kessier. Yes, sir. 

Mr. RepMan. Would you identify then the administrative personnel 
that prevented this negotiation ? 

Mr. Stoneman. It was the General Counsel’s representatives and 
the Controller’s representatives. 

Mr. Kesstrr. I think the waiver was denied by the Office of Con- 
tract Relations. 

Mr. Reppan. That is true, but was it based upon someone else’s fail- 
ure to go along? 

Mr. Kesster. You must understand under our procedure a waiver 
of comparable proposals cannot be obtained unless concurred in by 
the Office of General Counsel and the Office of the Controller. If 
either one of those, or both of them, should not concur, then the 
waiver would be denied and an appeal could be made to the Director. 

Mr. Reppan. Is there any memorandum or writing in the files of 
ICA to show either of those two offices failed to concur? 

Mr. Kesster. I would assume there is. I am not sure. I assume 
there is. That is the basis for denying it. 
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Mr. Reppan. Would that be in your files if it did exist ? 

Mr. Kesster. Yes. It would be. 

Mr. Reppan. Would you be good enough to look to see if it does 
and advise the committee ? 

Mr. Kesster. Yes; we will look. 

(Subsequently, Mr. Kessler advised the subcommittee that he had 
reviewed the files of his office and found that the determination not 
to grant the waiver was made by the Office of Contract Relations and 
therefore the concurrence of the two oflices referred to above were not 
required. ) 

Mr. Reppan. Following notification of the USOM, you say that 
the Engineering Division was requested to prepare a list of engineer- 
ing firms ? 

Mr. Kesster. That is right. 

Mr. Reppan. Mr. Anderson, I show you a Thermofax copy of a 
memorandum to Mr. Kessler dated October 10, and ask you if you 
prepared that list. 

Mr. Anverson. Well, this list was prepared in my office. Actually, 
Mr. Kessler prepared it. I mean, Mr. Chidester prepared it. He 
was working with me. 

Mr. Reppan. How many firms did you select? 

Mr. Anperson. There are 19 of them here that closely reviewed, 
and 8 of them are selected. 

Mr. Reppan. Where did you get the names of the 19 that you 
reviewed ¢ 

Mr. Anperson. From our so-called Uniterm file. 

Mr. Reppan. That represents how many engineers in your Uniterm 
file ¢ 

Mr. Anverson. Actually there was about 120 of them rapidly run 
through, and the ones that showed up that could handle this work on 
this particular job was 19, and they were completely reviewed. 
Their brochures were studied. 

Mr. Reppan. And you finally sent on to the Contract Office how 
many ¢ 

Mr. Anperson. Eight. 

Mr. Reppan. And those were the eight to whom invitations were to 
be issued. Is that right? 

Mr. Anperson. Who we requested. We certified, or, rather, stated 
that these were competent engineers for this type of a highway proj- 
ect. : 

Mr. Reppan. I will show you a Thermofax copy of a memorandum 
prepared by Mr. Chidester in your office. 

Mr. Anperson. Yes. 

Mr. Reppan. Dated December 5, 1957, and ask you if you can iden- 
tify that. 

Mr. Anverson. Yes, sir. Iam aware of this. 

Mr. Reppan. Did that contain the names of additional contractors 
to whom invitations were sent ¢ 

Mr. Anperson. Yes, sir. These contractors submitted additional 
information, ‘They found out they were not on the list in some way or 
other, and they questioned why. So they were told their brochures did 
not have sufficient information. Sothey furnished additional informa- 
tion to bring them brochures up to date. 
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Mr. Reppan. How did they know they were not on the list ? 

Mr. Anperson. They were around every day, inquiring; how they 
find out those things one never knows. 

Mr. Reppan. When you prepare the list, is that made public? 

Mr. Anperson. No, sir; not necessarily. In fact, we don’t make it 

ublic. 
5 Mr. Reppay. Is it an “official use only” document ? 

Mr. Anprrson. No. It is just general policy not to discuss it. That’s 
all. 

Mr. Reppan. Is there any reason for not discussing it? 

Mr. Anvrrson. Just to keep them from ar guing. That’s about all. 

Mr. Reppan. Then it would be to someone’s advantage, an engi- 
neer’s advantage, to have someone who could burrow and dig around 
and find out whether he is on the list. Is that right? 

Mr. Anperson. Well, a lot of them do. 

Mr. Reppan. In any event, those four found out they were not on 
the list and submitted something which brought about their inclusion. 
Is that right? 

Mr. Anperson. I wouldn’t say that is true in all cases. 

Mr. Kesster. Mr. Chairman, I wonder if we may go off the record 
for just a moment? 

Mr. Harpy. Yes. Off the record. 

(Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Reppan. Following that, invitations to bid were submitted to 
how many engineers ? 

Mr. ANDERSON. To the 12. 

Mr. Reppan. Did that in fact contain any information as to the 
amount which ICA felt this job would cost? In other words, did it 
contain that one-million-seven-hundred-thousand-odd dollars that was 
in the ProAg which Sverdrup & Parcel had ? 

Mr. Anperson. It didn’t contain any figures. 

Mr. Reppan. Did any bidder know how much ICA had in mind 
for this job, other than Sverdrup & Parcel ? 

Mr. Anperson. Not that I know of. No, sir. 

Mr. Reppan. Was there any reason why that figure was not in- 
cluded in the invitation to bid ? 

Mr. Anperson. Well, we certainly didn’t want to suggest the bid 
for them. 

Mr. Harpy. You had to Sverdrup & Parcel. 

Mr. Anperson. We were not aware of that. 

Mr. Reppan. You did not know that Sverdrup & Parcel had pre- 
pared the information that was in the ProAg? 

Mr. Anverson. We knew that USOM were preparing it in confer- 
ence with S. & P., but we didn’t know for certain that 8S. & P. knew 
the figure, although it was presumed they would know the figure. 

Mr. Harpy. You would presume they would know the figure but 
that presumption of an advantage for them was not taken into ac- 
count ? 

Mr. Anprerson. Well, it was not an advantage. That was their idea 
of what it would cost. 

Mr. Harpy. It was also your idea. 

Mr. Anperson. It was not my particular idea. 
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Mr. Harpy. I mean, it was ICA’s idea because that was put in the 
budget. 


Mr. Anverson. That was put up in the budget. It might cost less 
or more than that. 


Mr. Reppan. Now, in this memorandum of July 1, 1957, which I 
believe you prepared 

Mr. Anperson. Yes, sir. 

Mr. Reppan. Did you recommend that they bring no one else in 
except as might be necessary to hold S. & P. in line, and you urged 
that this thing be negotiated with S. & P.? 

Mr. Anperson. I did; yes, sir. That was my 

Mr. Reppan. Actually you were prepared to spend $1,700,000 on 
this job, were you not ¢ 

Mr. Anperson. No, sir; I don’t think so. 

Mr. Reppan. That was what the ProAg called for. If you ob- 
jected to that figure, did you make that objec tion known to yee 

Mr. Anperson. 1 am not even aware of the figure, as I had not 
seen a copy of that ProAg. 

Mr. Reppan. You should have called up Sverdrup & Parcel. I do 
not want to belabor that point any further, Mr. Chairman. 

In response to these invitations to bid, did you receive any pro- 
posals, Mr. Kessler ¢ 

Mr. Kesster. We did. 

Mr. Reppan. From how many firms? 

Mr. Kesster. Ten. 

Mr. Reppan. In view of the fact that this contract has not been 
awarded, I do not want you to testify as to anything which might in 
any Way ae the disposition of the matter. However, I understand 
you can give the committee certain information relative to these 
proposals “which would give the committee an idea as to the amounts 
of the proposals. 

Mr. Harpy. Actually, we have already had information concerning 
the amount contained in the budget. That is in the record. 

Mr. Kesster. Right, sir. 

Mr. Harpy. We have already had information as to Sverdrup & 
Parcel’s proposal. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. And they were awfully close together. I think it was 
readily admitted that their proposal was based on the estimate which 


they prepared. I think it would be helpful to know how many bids 
were below Sverdrup & Parcel. 


Mr. Kesster. Eight. 

Mr. Harpy. Eight were below. That would mean there were 10 
bidders and only 1 above them ? 

Mr. Kesster. Excuse me. When I say 8, there was 1 firm who sub- 
mitted an alternate proposal; there were actually 7 firms below S. & 
P.’s proposal, or that were below them. 

Mr. Harpy. What is the range in total bid in round figures, from 
top to bottom ? 

Mr. Kesster. The total 10, sir? 

Mr. Harpy. Yes. 

Mr. Kesstrr. They range from $600,000 to $5,400,000. 
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Mr. Reppan. On that $5,400,000, do you have reason to believe that 
that is a misunderstanding as to the subject matter on which the pro- 
posal was to be submitted ? 

Mr. Kesster. This is possible. 

Mr. Reppan. Is there 1 bid there in the five-hundred thousands ? 

Mr. Kesster. Two. 

Mr. Reppan. Is there anything more? 

Mr. Kesster. There is an alternate of one of the proposers that 
went below it. 

Mr. Reppan. Is that in the four hundred thousands? 

Mr. Kesstrr. Yes, in the 400,000 category. 

Mr. Reppan. How many of those bids were less than $600,000 ? 

Mr. Kessier. Three. 

Mr. Reppan. Or in the 600,000 field. Less than seven, I would say. 

Mr. Kesster. Less than seven ? 

Mr. Reppan. Yes. 

Mr. Kesster. Four proposals. Again one had an alternate. One 
firm submitted two proposals. 

Mr. Harpy. That would have meant actually you had 5 firms, in- 
cluding the alternate proposal, below 7. 

Mr. Kersster. Below seven ? 

Mr. Harpy. Yes. 

Mr. Kesster. Three. Three below seven. 

Mr. Reppan. How many of those in that lower group of bidders, 
or proposers, or whatever they want to be called, were included in the 
original list which the Industry Office sent over to you? 

Mr. Kesstrr. I have to take a look at that. 

Mr. Reppan. I am not talking about the amended list now where 
the other four were added, but the original list. 

Mr. Kesster. Your question was below the $700,000? 

Mr. Reppan. Yes. 

Mr. Kesster. None were on the original listing of 12. 

Mr. Meaper. Original list of nine, you mean. 

Mr. Anverson. Eight. 

Mr. Kesster. Excuse me. I’m sorry,sir. Eight. That is correct. 

Mr. Meaper. That means all of those who were below $700,000 were 
on the supplemental list ? 

Mr. Kesster. All of those that were below $700,000 ? 

Mr. Meaper. Yes. 

Mr. Kesster. Yes, sir. 

Mr. Reppan. From those proposals, did ICA, Washington, finally 
make a selection of one firm ? 

Mr. Kesster. They did. 

Mr. Reppan. Did you notify USOM, Thailand, of your decision? 

Mr. Kesster. USOM, Thailand, was notified of our recommenda- 
tion. 

Mr. Mraper. Was it just a recommendation ? 

Mr. Kesster. Yes, sir. 

Mr. Meaper. Or a decision? 

Mr. Kesster. No, sir. A recommendation to the mission and the 
Thai Government of our selection. 

Mr. Meaper. Who has the final decision on the selection? Is that 
the Thai Government ? 





. 
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Mr. Kesster. No,sir. We will have the final decision. 

Mr. Meapver. In Washington, or Thailand ¢ 

Mr. Kesster. In Washington, but in consultation with the Thai 
Government. We must remember that the contract is to be between 
the Thai Government and the United States engineering firm. We 
are the financing agent. 

Mr. Reppan. I would like to show you a copy of a cable, Mr. Kessler, 
and ask you if that is the notification to USOM to which you just 
referred ¢ 

Mr. Kesster. That is correct. 

Mr. Reppan. Without disclosing the name of the firm named there, 
could you read the cable ? 

Mr. Kesster. Yes. It is a cable to Bangkok. Subject: Bangkok- 
Saraburi highway contract. 

ICA W recommends award Bangkok-Saraburi engineering contract to (blank) 
contractor, if USOM and TG concurs. 

That is United States Overseas Mission to Thailand and the Thai 
Government concur. 

Suggest TG authorize Ambassador sign letter of award which ICA W will 
prepare. 

Signed: “Smith.” 

Mr. Reppan. Did you get a reply to that ? 

Mr. Meaper. What was the date of that? 

Mr. Kessier. The date of this is March 14, 1958. 

Mr. Reppan. Did you get a reply to that ? 

Mr. Kesster. Yes, sir. 

Mr. Reppan. When was the reply received and, again, without dis- 
closing the names of any firm involved, will you read it to us? 

Mr. Kesster. The reply was received April 17, 1958, and is from 
Bangkok, subject: Bangkok-Saraburi highway. In reference B— 
and I think the one you have there is 1167, is it not? 

Mr. Reppan. I believe you have it. 

Mr. Kesster. Excuse me. Yes. They refer to reference B, which 
is No. 1315 from the mission, and I don’t know what that is. 

We point out that neither USOM nor the Thai Government would be disposed 
to approve a contractual proposal without knowledge of the proposal content. 
Your reply reference C fails to furnish the necessary information on which to 
base an evaluation for approval. Further, in reviewing a copy of the plan pro- 
posal handed us gratuitously by local representative (naturally this copy of 
proposal cannot be considered as having official status) it appears to USOM that 
the proposal is seriously deficient in several respects. It should be clearly ap- 
parent that USOM with its ultimate responsibility for project implementation 
cannot possibly undertake to sanction the contractual arrangement while doubts 
exist regarding its adequacy. We again urgently request that you send us im- 
mediately all of the proposals which you receive on this project. 

Signed : “Naughten.” 

Mr. Harpy. In other words, he was telling ICA it makes no dif- 
ference what you say ; lam going to evaluate these things and make my 
own selection. 

Mr. Kesster. I think what he is saying, Mr. Chairman, is he »1d 
the Thai Government both would like to evaluate them and suggest a 
selection. 

Mr. Harpy. He is certainly very definitely saying ICA, Washing- 
ton, didn’t know what they were doing to make that selection. I don’t 
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know how they can get any other interpretation than that. Maybe 
he was right, but it seems rather unusual for a mission director to 
come back with that kind of message. Do you get them from him 
often ? 

Mr. Kesster. I don’t know. You will have to ask the desk officer. 

Mr. Harpy. How about that, Mr. Stoneman? Is that character- 
istic of what you get from a mission director ? 

Mr. Stoneman. Whenever he has any disagreement with either an 
implication or an action of Washington, he certainly does not hesitate 
to send it in, and we would not want him to, because sitting 12,000 
miles away from Bangkok we do not feel our judgments are such that 
they should be superimposed on the mission without having adequate 
representation from them. The realities of the field situation are of- 
tentimes far removed from what information we might understand 
here. 

Mr. Harpy. That is a very laudable position. 

Mr. Stoneman. There are certain statutory or regulatory matters 
sometimes we have to insist on and overrule the Mission. 

Mr. Harpy. I must confess it is rather unusual to find that much 
magnanimity in anybody operating in Washington as compared to 
somebody out in the field, and I’m surprised to find it. 

Mr. Stoneman. If I may say so, this is a philosophy which I think 
I and most of my desk officer colleagues feel should be followed. 

Mr. Harpy. In the ultimate then, Mr. Naughten comes along and 
says you fellows up there are crazy. Even though you can get this 
job done for $600,000 or $700,00, or however much it is, we will still 
negotiate with the fellow we think should get the contract at $1,600,- 
000 ? 

Mr. Kesstrer. No, sir. I am afraid he is not able to do that. 

Mr. Harpy. That is what he is leading up to. 

Mr. Kersstrr. That may be what he is leading up to, but I do not 
agree he will have the final decision on this. If, after we receive 
his recommendations, and after he has an opportunity to review pro- 
posals with the Thai Government, if we still disagree with him we 
will take it up with Mr. Smith. , 

Mr. Harpy. You might, and then he will come back and say, “The 
Thai Government says you are wrong and we won't be able to play 
with them. They won’t even accept our money if we don’t give it to 
the contractor they want.” Then what will you do? You will have 
to capitulate, won’t you? 

Mr. Kesster. You may very well. 

Mr. Harpy. Because it is going to be awfully important that they 
accept this money. : 

Mr. Meaper. Let me see if I understand this, Mr. Kessler. This 
is an engineering contract for the Bangkok-Saraburi Highway, and 
all of the engineers who bid on it submitted their bids to Washington. 

Mr. Harpy. Proposals. Don’t call them bids. 

Mr. Meaper. Proposals. All right. I don’t know that I see the 
distinction. 

Mr. Harpy. General Sverdrup convinced me yesterday. 

Mr. Meaper. That was all done here in Washington. All American 
engineering firms, were they ? 

Mr. Kesster. Yes, sir. All American engineering firms, 
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Mr. Mraper. Why would it be necessary to have this done at both 
ends? I mean, why can’t you just settle that right here? 

Mr. Kessier. Because, Mr. Congressman, the contract is not one 
between ICA and the engineer as a prime party. It is one between 
the Government of Thailand and ICA—excuse me—and the engi- 
neer. They must sign the agreement and they should have a voice in 
the selection of the contractor. 

Mr. Mraper. Why isn’t it done on the other end then? Why don’t 
all of the engineering firms present their proposals to the Thai Gov- 
ernment with the USOM, Thailand, looking over their shoulder, or 
submit them jointly, and then they make their recommendation and 
you make the final decision here ? 

Mr. Kessuer. I think it is only fair to point out to you that this 
project went astray a little bit. Normally what we have done in the 
past was to have proposals submitted both to ICA, Washington, and 
to the Thai Embassy in Washington and the Thai E mbassy would 
sit in on the selections and thereby their government would be fully 
informed of what went on. In the interim we would have sent well 
in advance of our selection to the mission in Thailand all of the pro- 
posals for them to review, and the selection generally is made as a 
joint selection of the three parties involved—the Thai Government, 
the mission and ICA, Washington, all concurring. 

Mr. Meaper. In other words, you would have these engineering 
firms submit. their proposals and their brochures in quadruplicate, o1 
something like that? 

Mr. Kesster. Yes, sir. They come in about 5 or 6 copies. 

Mr. Meaper. So that the Thai Government in Thailand and USOM 
in Thailand and the Thai Embassy here and ICA, Washington, each 
has a set of all the documents ¢ 

Mr. Kesster. A set of the proposals. 

Mr. Meaper. That is the way you would normally do it? 

Mr. Kerssuer. Yes, sir. 

Mr. Meaper. But you did not do it this time ? 

Mr. Kxrsster. This one went astray. 

Mr. Mraver. What happened / 

Mr. Kesster. I don’t know. I was in Korea. 

Mr. Harpy. We have been through a whole flock of aspects to this 
thing and I think it would be repetitious if we get into it now. 

Mr. Stoneman. May I make one point about this range of costs, 
and what makes up these costs? I think it is essential for an under- 
standing. 

Mr. Harpy. If it will help our understanding, please do. 

Mr. Stoneman. There is a very wide range here from top to bottom 
and one of the reasons, as I understand it, for some of the lower 
figures being leew, is that foreign nationals, having a somewhat lower 

sali ary than American engineers, would be employed by certain of 
these American contractors. 

The other is that some of these contractors in the lower range pro- 
posed to do the engineering with a substantially smaller number of 
man-months of technical talent than some of the others do. 

This brings me to the second point. What are the elements of cost 
at which you are looking’ This is an estimate of the total cost of 
the engineering job. This is not a firm figure, because the contract 

24700—58—pt. 1——-44 











672 FOREIGN-AID CONSTRUCTION PROJECTS 


would be cost plus a fixed fee and there is no assurance that the 
higher people would not do it cheaper or that the lower people would 
not require a great deal more than the figures at which you are look- 
ing. 

So, really, unless you thoroughly understand the basis for the 
figures, they are deceptive. 

Mr. Harpy. I think we understand that. This is not their fee but 
their estimate of the cost and we have, of course, known of contracts 
of this kind where it might be more expensive to take the lowest 
bid. 

Mr. SroneMAN. Yes, sir. 

Mr. Harpy. I think that is is entirely possible, but there is one 
other little factor in this particular series of bids that is somewhat 
intriguing to me. There are three bids that are very close together. 
Do you have that list before you ? 

Mr. Kesster. No,sir. You have it there. 

Mr. Harpy. Well, I think maybe you probably recall. 

Mr. Kesster. You are talking about the 3 at the bottom of the 
page or the 3 at the top? 

Mr. Harpy. The three close to the bottom. 

Mr. Kesster. Yes. 

Mr. Harpy. Sverdrup & Parcel and two others. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. Almost identical. Awfully close together. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. Are both of those others working over in that general 
areanow? Oneof them is, I know. 

Mr. Kesster. One plus the highest one is also working in the area. 

Mr. Harpy. But I am talking about those three there now. 

Mr. Kesster. Two of them are in the area. 

Mr. Harpy. And the other one is not? 

Mr. Stoneman. I believe all three are there. 

Mr. Kesster. I would have to look at it, sir. Two of them are 
in the area, sir. The third is not. The eighth and ninth are in the 
area. 

Mr. Reppan. The third was there, was he not? 

Mr. Kesster. Not that I know of. I am sorry. I don’t know 
which one you are talking about now. 

Mr. Sroneman. If you enlarge it to the 4, 3 of the 4 are in the 
area, or, actually, 4 of the bottom 5 highest ones. 

Mr. Harpy. The bottom one obviously has the figure wrong. I 
don’t know what that is. 

Mr. Kesster. Three of the other four are in the area. 

Mr. Harpy. They came out so close together it almost looks as if 
each of those had access to those figures. That is what I am wonder- 
ing. If they did, where did they get it. 

Mr. Reppan. Could you identify them by namber? 

Mr. Kesstxer. I have crossed them out. 

Mr. Stoneman. Could I point out there are two elements that 
might account for this. One, these people who are experienced in 
the area and know what the circumstances and requirements of the 
job are, maybe are more realistic in their estimate of the costs. 
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Mr. Harpy. Don’t try to tell me engineers came out that close in 
their estimate of cost just because of their general knowledge of the 
area. You know that is not true. About $4,000 difference on a mil- 
lion-and-a-half job. No, sir. Engineers don’t come out that close 
without having some knowledge of what they are shooting at. 

Mr. Stoneman. If you take the 4 or 5, there is a range between 
about 1.2 and 5 point something million, and 4 of those 5 are in the 
general area. The general point I wish to make is that it may be more 
than coincidental that four of those people know what the field situa- 
tion is. I also realize that it is possible that there may have been 
collusion or that they may have had information that the others did 
not have. 

Mr. Harpy. Of course, it is. When you have 3 bids that are within 
$7,000, or less than $7,000 apart on a $1,600,000 bid. 

Mr. Stoneman. But I wish to point out that, as I understand it, 
these bids are based on a greater number of man-months being devoted 
to meet the requirements for the engineering required, and the lower 
range means certain people think they can do the job with fewer man- 
months. But they all haven’t—and, in fact, few of them have been 
in the area and looked at the job, physically. So, there are two factors 
which appear to coincide. 

Mr. Harpy. Of course, everybody knows it does not mean too much 
if ICA will let them increase the amount to an unlimited figure. 

Mr. Reppan. Are you suggesting to the committee that these 3 or 
4 who were in the area, perhaps, have a closer estimate to the real 
figure than the others ? 

Mr. Stoneman. I would be inclined to rely on it as being more 
realistic. 

Mr. Harpy. Aren’t you pretty sure they had access to the amount 
in the budget ? 

Mr. StoneMAN. I am not sure they did or didn’t. I think the possi- 
bility is that 

Mr. Harpy. That they did? 

Mr. Stoneman. Is that they did. 

Mr. Harpy. I agree with you. 

Mr. Stoneman. Because the amount in the budget at this point, 
since last April, is unclassified public information in the hands of the 
Thai Government as well as USOM. 

Mr. Harpy. If that is the case, wouldn’t it have been a proper thing 
for you to have made that available to everybody you asked to submit 
a proposal ? 

Mr. Kesster. No, sir, because we have no knowledge that this in- 
formation is in the hands of anyone excepting those who are entitled 
to it. I think, if this was made available, Mr. Chairman, to every 
engineer to whom we sent a proposal, you could rest assured every 
proposal would have come out fairly close to the maximum amount 
of the budget. 

Mr. Harpy. I think that is correct, but Mr. Stoneman made the 
observation that it was pretty well public information, or so I under- 
stood him. 

Mr. Stoneman. It is an unclassified-project agreement, and it was 
originally outlined in an unclassified-project application form. 
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Mr. Harpy. Then it is available only to those who worked closely 
with the Government officials involved and were told what the figure 
was. If Michael Baker went in to any of your people over in the 
mission, there would have been no reason why they should not have 
told hem how much was set up in the budget estimate for it, would 
there ¢ 


Mr. Stoneman. If it were not in the area of competition, it would 
not be. 

Mr. Harpy. But you just said it was in an unclassified project 
agreement. If heasked for it, he could have had it? 

Mr. Stoneman. The practice my office follows is, if someone comes 
in and asks for access to these public documents and they are in a 
competing position—either as comparable or competitive proposals— 
I refer them to the Contract Office before I release information, even 
though it is unclassified. 

Mr. Harpy. But if he sends in a school kid, he is not competing, but 
he is telling them. 

Mr. Stoneman. Yes, sir. In fact, Members of Congress would be 
critical if we did not furnish the information. 

Mr. Harpy. I am not suggesting it is a good or bad practice, but 
pointing out, the way this was done or handled, it created an unfair 
position of competition for some people. 

Mr. SronEMAN. It would so appear; yes, sir. 

Mr. Reppan. You stated you think perhaps these bids of those in 
the area are more realistic than those of the other bids. 

Mr. StoneMan. This is a personal feeling I have, which is not based 
on a thorough analysis, but a rather superficial analysis now with re- 
spect to the man-months. I would prefer some of the technical people 
speak to this who have analyzed it more thoroughly than I have. 

Mr. Reppan. In any event, ICA did not feel they were more realis- 
tic because they didn’t select any of those. 

Mr. Stoneman. The final returns are not in on that, of course. The 
Washington recommendations to the field. 

Mr. Reppan. The Washington recommendation is what I am talk- 
ing about. 

Mr. STONEMAN. Yes, sir. 

Mr. Reppan. Mr. Kessler, in the cablegram you read from the mis- 
sion, Mr. Naughten stated that the proposal of the one you recom- 
mended was seriously deficient, or something of that sort. Is that 
right ? 

Mr. Kesster. Yes, sir. 

Mr. Reppan. Has he since advised you of what these deficiencies 
consisted? Have you had any further word from the mission on this? 

Mr. Kessuer. There is no formal reply. There is an informal com- 
munication in the agency now from Mr. Naughten, but nothing formal 
for us that we can determine what he refers to as being deficient, 

Mr. Reppan. What is the nature of the informal communication ? 
This is about a 





Mr. Kesster. I do not know what the nature of the informal com- 
munication is. Itis not addressed to me. 

Mr. Reppan. Who has that ? 

Mr. Kessuer. I think that the communication was addressed to 
Mr. Arnold. 


Mr. Reppan. To whom? 
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Mr. Kesstxr. A personal letter from Mr. Naughten to Mr. Arnold. 

Mr. Reppan. Is it part of the files of ICA ? 

Mr. Kesster. Not that I know of. 

Mr. Reppan. Who is Mr. Arnold? 

Mr. Kesster. Mr. Arnold is the Director of the Office of Technical 
Services. 

Mr. Harpy. Is it customary to write personal letters to superiors 
here in Washington, discussing specific details of an official transaction, 
so that it can become a personal document and not a public document ? 

Mr. Kesster. I do not know that this discusses the specific details 
of this particular project, Mr. Chairman. 

Mr. Harpy. Have you ever seen the letter ? 

Mr. Kesster. Have I seen the letter? I saw the letter across the 
table. Yes,sir. Havelreadtheletter? No, sir. 

Mr. Harpy. Then you are not competent to discuss what it does 
contain. 

Mr. Kesster. That is correct. 

Mr. SroneMAn. I have been informed Mr. Naughten made observa- 
tions to Mr. Arnold there was going to be some further delay in re- 
viewing this, but that this letter did not constitute a formal reply. 

Mr. Harpy. Did you see the letter # 

Mr. Stoneman. Only part of it. 

Mr. Harpy. What you saw did not relate to the specifics of the 
matter ¢ 

Mr. Stoneman. As it was related to me, Mr. Naughten raised the 

Mr. Harpy. Did you see the letter or were you listening to somebody 
else’s conversation ¢ 

Mr. Stoneman. I saw part of it and as for the rest of it I was 
briefed on it. 

Mr. Harpy. Then let’s not try to talk about something you don’t 
know. Wewill get the gentleman who received the letter. 

Mr. StoneMAN. But I wish to make this point: That this does not 
constitute, as I am informed, this does not constitute USOM’s reply. 

Mr. Harpy. How do you know what it constitutes / 

Mr. StoneMAN. I am merely telling you what I was informed. 

Mr. Harpy. I just asked you please not to testify on somebody 
else’s information. We can get the individual who can speak from 
personal knowledge. 

Mr. SToNEMAN. Yes, sir. 

Mr. Reppan. Do you know whether or not USOM, Thailand, still 
favors Sverdrup & Parcel for this contract? Either of you can 
answer, or any of you. 

Mr. Kersster. I don’t know officially that they do. We have had no 
communication that I can remember saying they would favor Sver- 
drup & Parcel. 

Mr. Reppan. Do you have any other information as to USOM’s 
position on this contract, other than what you might term official? 
I am a little bit at a loss to know what is official and what is not in 
the way you use the word. If your information had come from this 
letter which was apparently—or excerpts of it were used in connec- 
tion with official business of ICA, I presume at least that much of the 
letter becomes official business. 











676 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Kesster. I would assume it does, but again I do not know what 
the letter says and I would be testifying only { from what I heard, and 
the chairman just indicated we should not do that. 

Mr. Harpy. I think that is best. 

Mr. Reppan. In other words, you have no other information as to 
what might be contained in the letter you have just referred to? 

Mr. Kesstrr. I have no information, sir, and I do not know what is 
in the letter. 

Mr. Reppan. I have nothing else, sir. 

Mr. Sroneman. I think it is pertinent to point out that the per- 
sonalities at the mission that are responsible for this have been almost 
completely changed within the last year. So whatever the judgments 
may be coming out of USOM now are new and fresh judgments on 
the part of the mission director and on the part of the Chief of the 
Public Works and Engineering Division and on the part of a new 
highway engineer who was formerly a district highway engineer in 
Texas for some 30 years. 

Mr. Harpy. Wasn’t Mr. Hill considered to be just, as competent ! 

Mr. Stoneman. No, sir. Not in highway engineering specifically. 

Mr. Renpan. How about Mr. Larsen ? 

Mr. Sroneman. No, sir; because he was not a highway engineer. 

Mr. Reppan. How many engineers do you have in Thailand? 

Mr. Sroneman. I can only approximate them as being—on our mis- 
sion staff as being about a dozen. 

Mr. Reppan. In Mr. Hill’s application for a job with Sverdrup & 
Parcel he refers to the fact that he supervised 30 engineers on the 
USOM staff in Thailand. Is that an accurate statement? 

Mr. Stoneman. I would like to refer to the staffing patterns to ver- 
ify that. 

Mr. Harpy. By jingo, if you have that many over there it seems to 
me you ought to have the competence to develop an estimate on that 
Bangkok-Saraburi road without having to ask Sverdrup & Parcel 
to do it. 

Mr. Stoneman. But during the period in question I think there 
were no experienced highway engineers, we had not been able to re- 
cruit them, specifically. We have now one top-level highway engi- 
neer on the USOM staff who does bring to us the type of judgment 
we have been trying to get within the mission staff for our internal 
program planning. The supply and demand of highway engineers, 
as technical people can testify better than I can, is quite critical and 
we have been unable to obtain on our staff at Government salary rates 
the type of people we want and need. 

Mr. Harpy. I think the supply and demand of even competent ad- 
ministrative personnel is not too good, speaking generally. 

We will let the committee stand adjourned subject to the call of 
the Chair. We will not meet this afternoon. 

(Whereupon, at 12:20 p. m., the subcommittee adjourned subject 
to the call of the Chair.) 
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THURSDAY, JUNE 5, 1958 


House or REPRESENTATIVES, 
SuBcoMMITTEE ON INTERNATIONAL OPERATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, in the hearing 
room, George Washington Inn, at 11 a. m., Representative Porter 
Hardy, Jr. (chairman of the subcommittee) presiding. 

Present: Representatives Hardy, Reuss, Blatnik, Brownson, 
Meader, and Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

This is really a continuation of a series of hearings that the com- 
mittee has held in connection with contract procedures. I think I 
would like to make a brief statement at the opening of this particular 
hearing. 

Approximately a billion dollars has been spent by the International 
Cooperation Administration, and its predecessors, on some 1,200 to 
1,300 contracts with private companies and institutions. These con- 
tracts were let in order to obtain various services considered necessary 
for carrying out our foreign-aid program. 

In order to determine whether this phase of ICA’s operations has 
been carried out with economy and efficiency, this subcommittee has 
been making a study of that agency’s contracting procedures. We 
have heard the testimony of numerous witnesses both in Washington 
and in the field, and our survey is now almost finished. There are, 
however, one or two current matters on which our record is not yet 
complete, and it is my hope that we will be able to cover them in our 
hearings today and tomorrow. 

Because of the large expenditure of mutual security funds involved, 
the subcommittee has paid special attention to ICA road projects in 
southeast Asia, In hearings held in March, April, and May, we 
examined the manner in which contracts were let for engineering and 
construction of various roads in Vietnam; the Cambodian Port High- 
way which runs 120 miles from the capital, Phnom Penh, south to 
a port being constructed by the French in the jungle area of Kom- 
pong Som; and the Northeast Highway in Thailand, which starts 
at Saraburi, a spot 60 miles north of Bangkok, and, when completed, 
will have its terminus 200 miles inland at the town of Korat. . 
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The witnesses we have heard and the documentary evidence we have 
examined make it clear that ICA’s method of letting contracts and 
their almost complete lack of any effective supervision of contractor 
operations leave much to be desired. Deficiencies in these depart- 
ments have resulted in waste and costly delays running into millions 
of dollars. 

These same deficiencies also appear to create a climate in which con- 
flicts of interest thrive. For example, it is evident that the engineer 
on the Cambodia Highway was not performing its supervisory duties 
in such a manner as to keep ICA fully advised of the contractor’s 
shortcomings. This and other matters which we developed in con- 
nection with this particular project were of such a nature that that 
portion of the transcript has been sent to the Department of Justice 
for study and possible action. 

Another example of apparent conflict of interest was uncovered in 
Thailand. The record is replete with instances of collaboration be- 
tween an American engineering firm, or its representatives, and two 
USOM/Thailand officials to an extent and degree which, in my 
opinion, can neither be justified nor tolerated. 

The firm involved is Sverdrup & Parcel, of St. Louis, who are the 

engineers on the Northeast Highway which I have already mentioned. 
They were selected for this job in 1954 without competitive bidding— 
as a matter of fact, I think we do not call it competitive bidding on 
this, but I believe it was without even competitive proposals—by the 
then Director, Harold E. Stassen. 

Approximately 2 years ago, one Thomas Hill, who, up until July 
1957, was the public works chief for USOM/T hailand, began urging 
the amendment of Sverdrup & Parcel’s contract so that it would in- 
clude the engineering work on a proposed highway project between 
Bangkok and Saraburi. This plan would again avoid the necessity of 
competitive proposals, and was pushed with such vigor by both Hill 
and his assistant, a Mr. Larsen, that one cannot help but wonder 
whether this zeal was related in any way to the best interests of the 
United States. 

At least three factors would, I believe, indicate that there is some 
justification for suspicion : 

First, it now appears that a number of engineering firms would be 
happy to perform the engineering services on the Bangkok-Saraburi 
road for a fee amounting to about one-fourth of the amount expected 
by Sverdrup & Parcel under a negotiated proc edure. 

Second, 8 or 9 months before le: aving ICA’s employ, Larsen applied 
for a job with Sverdrup & Parcel. 

And third, immediately upon leaving ICA, Hill was employed by a 
subsidiary of Sverdrup & Parcel. 

Mr. Hill is not in the United States, and therefore the subcommittee 
has not had an opportunity to discuss these matters with him. How- 
ever, Mr. Larsen did appear before us and admitted that he was look- 
ing out for his own interests and wanted to make certain that he had 
a job when his employment with ICA was terminated. 

During the entire period of their “supervision” of this project, Hill 
and Larsen consulted fr eely with Sverdrup & Parcel on matters of 
internal ICA business affecting the project and its costs, as well as 
other prospective projects in the area for which the engineering firm 
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might be interested in submitting a proposal. In the case of the 
Saraburi-Bangkok Highwa Sver drup & Parcel personnel prepared 
the cost estimates forw sed tek Hill to Washington—forwarded with 
no indication of their origin. Sverdrup & Parcel’s bid on the job 
coincided closely with their own estimates of engineering costs. I 
do no think there is any reason to be surprised at that. 

Over this same period, Hill and Larsen passed to the engineering 
firm’s field representative, John McGavock, numerous official ICA 
cables and other documents. ICA/W ashington officials, upon inquiry 
by the subcommittee, have termed this conduct improper, and denied 
prior knowledge that it was going on. McGavock was certainly 
aware of this impropriety, for his covering letters, forwarding these 
documents back to his home office, where they were subpenaed ‘by the 
subcommittee, were replete with such phr: ases as, “This cable was given 
me confidenti: ally, and I have promised that we will not disclose our 
knowledge of its contents to ICA/Washington,” or, a similar quote, 
“Please treat this in the usual confidential manner,” or, another quote, 
“We probably should not have this document.” 

The contract which Hill and Larsen were urging on behalf of Sver- 
drup & Parcel still has not been let. However, circumstances have 
developed in this connection which are a matter of congressional con- 
cern, and we will inquire into some of these this morning. The sub- 
committee first became aware of these circumstances near the close of 
its last hearing on May 6. At that time, Mr. Julius Kessler, Assistant 
Director of the Office of Contract Relations, was questioned concern- 
ing the status of the proposed contract for engineering work on the 
Bangkok-Saraburi Highway in Thailand. He indicated that the 
latest information in ICA files was a cable from USOM/Thailand, 
dated April 17, 1958, in which Director Naughten objected to the 
ICA/W recommendation that the contract be awarded to a certain 
contractor—other than the one favored by USOM/Thailand—on the 
grounds that its proposal was deficient in several unspecified respects. 

Mr. Kessler was asked whether ICA/W had been subsequently in- 
formed by USOM/Thailand as to the nature of the deficiencies to 
which it referred in its cable. He stated that ICA/Washington had 
received nothing official, but that Deputy Director Arnold had re- 
ceived a personal letter from USOM Director Naughten which he, 
Mr. Kessler, understood dealt with the subject to some extent. How- 
ever, he advised the subcommittee that as far as he knew, the letter was 
not a part of ICA official records, and that he was not competent to 
testify concerning it. 

Immediately following the hearing, Mr. Arnold was requested to 
make the aforesaid letter available to the subcommittee, and, upon 
examination it was found to relate solely to official business and was 
plainly stamped, “Official Use Only.” 

On May 8, I talked on the telephone to Mr. Kessler and his superior, 
Mr. Kunze, and was informed that they still had no official knowledge 
of that letter. The nature of the particular piece of correspondence, 
and the manner in which it was handled in ICA, has raised several 
questions in my mind to which I hope we will get the proper answers. 

However, far more serious questions were raised when the subeom- 
mittee learned of the nature of Mr. Arnold’s reply to the Naughten 
letter. Under date of May 7, Mr. Arnold wrote to Mr. Naughten and 
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appears to have suggested to USOM/Thailand that the mission de- 
velop a disposition within the Thai Government which would facili- 
tate, and perhaps require a decision in Washington, justifying the 
award of the contract on a political basis to the engineering firm of 
Sverdrup & Parcel. Mr. Arnold expressed the opinion that “political 
justification would be—and I quote from his letter—‘the only 
grounds” for this award, since the Sverdrup & Parcel bid is “consider- 
ably higher than that of other firms.” 

I want to add parenthetically to this statement that I believe it was 
on May 9 when I called Mr. Arnold and talked to him about the letter 
he had received from Mr. Naughten, and discussed with him what 
his plans were with respect to it, and it was nearly 2 weeks later 
before we found out that he had sent a formal reply to Mr. Naughten, 
and it is that reply that I am just referring to now. To say the least, 
he was not particularly frank with the subcommittee. 

In the past, ICA has invariably justified deviations from sound 
practices on the grounds of political expediency, and has given this 
subcommittee to understand that these policy decisions are > made by 
the Department of State. It appears now, however, that the procedure 
which Mr. Arnold suggested in this case may be one which is generally 
applied in carrying out our foreign aid program. 

I hope to goodness we find out that is not so, but I confess I have 
ample reason to believe that it is. If it 7 it would follow then that 
ICA may be far out of its proper field and making political decisions 
which ought to be made by the Department of State, or at least that 
ICA mission personnel may be deliberately developing an atmosphere 
which will form a vehicle for justifying the action as politically neces- 
sary. 

It is because of these things that I have asked Mr. Smith, the Direc- 
tor of the International Cooperation Administration, and Mr. Arnold, 
his deputy, to be present today to enlighten the subcommittee on this 
subject. 

I have also invited Mr. Dulles to attend these hearings tomorrow, or 
to have a representative present. 

[ have discussed the matter informally with Mr. Robertson, Assist- 
ant Secretary for Far Eastern Affairs, and have specifically asked that 
either he or Mr. Dillon, Deputy Under Secretary for Economie Af- 
fairs, appear tomorrow to present the State Department’s position on 
this matter. I think it is likely Mr. Dillon will be here. 

Mr. Robertson has assured me of his desire to cooperate and work 
with the committee in every way, and for that I am very grateful. I 
know there is a disposition to get to the bottom of what appears to be 
some very serious deficiencies, ‘and in light of that, the commitee will 
be grateful to have the cooperation of Mr. Robertson and Mr. Smith in 
trying to resolve some of these serious implications that have arisen. 

Mr. Smith, we are delighted to have you with us this morning. I 
understand that you had a hard night. You and I have had some 
discussions on this subject, so I wonder if maybe you have some obser- 

vations you might make about it, and if so, will you come over and 
have one of these chairs, please, sir. 

Do you have a prepared statement, Mr. Smith ? 

Mr. Smirx. No, I donot, Mr. Chairman. 
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I think I had better explain that “hard night” remark. I spent 
the night traveling in order to appear before you this morning. 

Mr. Harpy. I did not mean to cast any aspersions. [ Laughter. | 

Mr. Smirn. Thank you. 

I have listened to what was a fairly rapid reading of your remarks 
here, and there are a number of very serious allegations. 

Mr. Harpy. They are. 

Mr. Smirn. I presume these are allegations and not intended as 
statements of fact. We are just as anxious as you are to look into 
the matter. We have brought up today all the witnesses that you 
asked for. 

I have not seen this document which you have just read. 

Mr. Harpy. As a matter of fact, Mr. Smith, I had not seen it in 
its final form until I read it myself, because I had another engage- 
ment this morning. I had instructed my staff and my secretary what 
to put in it, and they got it down just about as I gave it to them, so 
what I got was exactly what I intended to say. “But if I had had 
it in typed form earlier, I would have been happy to have made it 
available to you. 

Mr. Smrrn. In any event, we have it now, and we are happy to 
sit down and discuss with you the implications you refer to, and to 
produce our side of the case, and in some instances probably give you 
some other facts that will change your ideas on what the implica- 
tions are. 

And we will go about it in any way you see fit. 

Mr. Harpy. Well, it might be a good idea if Mr. Arnold joined 
you up here at the table. 

Mr. Smiru. All right, sir. 

Mr. Harpy. Off the record. 

( Discussion off the record.) 

Mr. Harpy. The House is in session early today and we have just 
had a quorum call. I regret that we will have to adjourn at this 
point. ‘The committee stands in recess until 2 o’clock. 

(Whereupon, at 11:20 a. m., the subcommittee was recessed, to 
reconvene at 2 p. m.) 

AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Mr. Smith, are you ready to get going? 

Mr. Smiru. Yes. 

Mr. Harpy. I will be glad if you will. 

Let the record show the presence of Mr. Reuss and myself, which 
constitutes a quorum under the committee rules. 

Mr. Smith, before we start, I would like to say that in the course 
of this investigation all our testimony has been sworn testimony. It 
had not been my intention to put you under oath because I imagine 
you are going to testify only on policy matters. However, I do not 
want to be in a position here of having a situation where we had 
everybody who testified sworn except one. 

I wonder if you have any objections to being sworn. 

Mr. Smiru. Not the slightest. 

Mr. Harpy. Suppose you and Mr. Arnold both be sworn. 

(Whereupon, James H. Smith, Jr., and Edwin H. Arnold were 
duly sworn as witnesses. ) 
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TESTIMONY OF JAMES H. SMITH, JR., DIRECTOR, INTERNATIONAL 
COOPERATION ADMINISTRATION; ACCOMPANIED BY EDWIN H. 
ARNOLD, DEPUTY DIRECTOR FOR TECHNICAL SERVICES, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Thank you very much. 

Now, I was awfully sorry that the situation developed the way it 
did this morning so that we did not even have a chance to get started. 
It may be that it is as well that there was a little time for you to 
understand the course which we are likely to follow in what I hope 
are the concluding hearings in this series. 

It is going to be our plan to take up in some detail the several docu- 
ments that were discussed this morning, and there are 1 or 2 minor 
items in connection with the consideration of them that I thought we 
probably ought to clear up before we begin any other testimony. 

It is going to be our purpose, as I said, to consider the detailed 
points, number one, in the letter from Mr. Naughten to Mr. Arnold, 
and second, in Mr. Arnold’s reply, and a few related points. 

In connection with the letter from Mr. Naughten to Mr. Arnold, 
there is specific reference to a contractor who had been recommended 
by ICA/Washington for the award to be made to him. I am not 
aware of the fact that that name has been yet put in the record. I 
am aware that the contract has not yet been let. I have reason to be- 
lieve that at least some other prospective contractors know of the 
recommendation of ICA/Washington, although I do not have any 
direct testimony to that effect as of now. 

But I did want to inquire, in the light of the time situation with 
respect to the fact that the contract has not been awarded, whether 
it would be better if we avoided specific reference to an individual 
company as having been recommended by the Washington office of 
ICA. 

Now, what is your thinking about that ? 

Mr. Smiru. Well, I would leave that entirely at your discretion. 

Mr. Harpy. Well, of course, if it makes no difference tome. If it has 
no effect on the pending award, I would be disposed to put it in the 
record along with the other information. However, if there is any 
possibility that its announcement would be eat or provide ¢ 
reason for embarrassment, I see no particular point in putting in 
that portion of the letter which identifies the recommendation of ICA. 

Mr. Smiru. Let me ask Mr. Arnold to give his views on the 
situation. 

Mr. Arnotp. I see no objection, Mr. Hardy. I do not think it is 
going to embarrass us in the slightest, and I do not think there is any- 
thing that we can say, that would be brought out here, that would 
influence it. 

Mr. Harpy. Iam delighted to have that reaction. 

Then the part of that letter that relates to a possible conflict of 
interest would not contain any embarrassment as fas as award of the 
contract is concerned ? 

Mr. Arnotp. No, sir. 

Mr. Harpy, That is the only thing that I am concerned with there. 

All right, that is fine. Ithank you. 
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Mr. Smith, the committee would be pleased to have any observa- 
tions that you want to make about the specifics that we have before 
us. Again I want to say we appreciate your being with us, and apolo- 
gize for having to hold you over from this morning until this 
afternoon. 

Mr. Smirn. Well, I think all I can do at this time that would be 
useful is to make some rather general comments on the opening state- 
ment that you made this morning, which I have now had an oppor- 
tunity to read. 

One of the first items I come to is your statement that the evidence 
you have examined so far makes it clear that ICA’s method of letting 
contracts leaves much to be desired. 

This is a situation that we have been quite aware of, and we have 
had a team working on the project since about October of last year, 
trying to come up with a firm recommendation on methods of letting 
contracts. It is quite obvious this is one of the most difficult things 
we have to do, the letting of a contract in a foreign country, where 
although there might be many Americans who could do the job here, 
they are not qualified, languagewise and in other ways, to do the job 
in a foreign country, and that limits the type of contracting pro- 
cedures that we might have. 

From my own ‘personal experience, this is a very different kind of 
business than going out and letting a contract in the United States, 
as we did when I was Assistant Secretary of the Navy, for the devel- 
opment of an aircraft, for example. The international aspect of this 
does make it difficult. 

By this I do not mean to say it makes it impossible. We have to 
find a way in which we can do business in other countries if we are 
going to continue the mutual security work which we obviously are 
going to do. 

Mr. Harpy. I would like to make a comment on that, if I may. 

I certainly would have to, in my own personal view, express the 
feeling that there is a difference, and probably there is a "considerable 
restriction in the availability—maybe I aval say in the numbers— 
of contractors who are available with the competence and the capa- 
bility to perform properly. All of us recognize that it is a different 
proposition, in awarding contracts for overseas work, from that 
which prevails here. 

Mr. Smiru. Well, I am told now that our people have made an 
analysis of the methods used by other agencies of the Government 
in letting contracts, and that they expect within 60 or 90 days to 
come up with a new plan to govern the letting of contracts. And 
I hope they will make it within this length of time, because this 
will mean that almost 9 months have gone by since this study was 
started, and I feel that it is very urgently | needed. 

Your next comment is concerned with what you referred to as an 

“almost complete lack of any supervision of contractor operations.” 

There is no question that ICA has not had people on its own staff 
that could go out and supervise all the contractor operations, and 
we have used other contractors to do this work for us; and this has 
not been a totally satisfactory arrangement, as you know. 

The third item that I note here indicates that you feel that these 
deficiencies “create a climate in which conflicts of interest may 
thrive.” 
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I would like to submit in evidence the rules that we have in force 
now—and I believe they have been in force for some time—relating 
to conflicts of interest and the conduct of individuals with regard to 
Government contractors. 

So with your permission, Mr. Chairman, I will submit this in 
evidence. It is Order No. 460.3 of the ICA Manual. 

Mr. Harpy. What is the date of that, Mr. Smith? 

Mr. Smirn. The effective date is February 29, 1956. And this 
is the latest revision, and it deals with conflicts of interest and private 
business activities of ICA employees. 

Mr. Harpy. When was this last revision? Was that the last 
revision, October 1956 ? 

Mr. Smiru. The last revision is dated February 29, 1956. 

(ICA Manual Order No. 460.3; subject: Conflicts of interests and 
private business activities of ICA employees, follows :) 





{International Cooperation Administration Manual, M. O. 460.3, dated January 12, 1954, 
effective date, February 29, 1956] 


CONFLICTS OF INTERESTS AND PRIVATE BUSINESS ACTIVITIES OF ICA EMPLOYEES 
I. POLICY OF THE AGENCY 


It is the policy of the agency that ICA employees shall conduct themselves, 
both at work and in their private activities, with the highest standards of good 
faith and responsibility to the public and to the agency in order to avoid both 
the substance and the appearance of any conflict of interest between their public 
and their private activities and of any unethical capitalization of their official 
positions, 

In order to carry out this policy, the rules set forth in section II of this order 
are established for the conduct of ICA employees, under the authority of section 
521 (a) of the Mutual Security Act of 1954, as amended. 

While some of the activities prohibited by these rules would be violations 
of the statutes set forth in section III of this order, the statutory restrictions 
have been broadened in some of these rules in order to carry out more fully 
the policy of the agency. For example, title 18, United States Code, section 
202 prohibits any employee from accepting a gift or gratuity with intent to have 
his decision or action on any official matter influenced thereby. While it may 
be argued that such gifts and gratuities may be accepted with no intention of 
having decisions influenced, nevertheless it is not considered good practice for 
employees of the agency to accept gifts or gratuities, even of small value, from 
persons with whom they may have official relations. It is recognized generally 
that the object of such gratuities often is to influence favorable action by those 
who receive them and that this object is, to a greater or lesser degree, forth- 
coming in some cases. For this reason additional provisions concerning gifts 
have been included in section IT. 

Despite the statutory exemption from certain conflict of interests laws con- 
tained in section 512 and section 532 (a) of the Mutual Security Act of 1954, 
as amended, experts and consultants appointed under the authority of section 
530 (a) of the Mutual Security Act of 1954, as amended, are subject to the rules 
set forth in section II of this order. 

The activities prohibited by section II of this order and by the statutes set 
forth in section III of this order are those most likely to lead to conflicts of 
interest and improper use of official position. It is recognized, however, that 
the primary reliance, for the protection of the public, the agency and the indi- 
vidual from any unethical or improper conduct, must be on the good judgment 
and discretion of the individual employee. 


II. PROHIBITED PRIVATE ACTIVITIES OF ICA EMPLOYEES 


A. No. ICA employee shall engage, directly or indirecly, in any private busi- 
ness transaction or private arrangement for personal profit (including an invest- 
ment) which accrues from or is based upon his official position or authority or 
upon confidential information which he gains by reason of his positiop or 
authority. 
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B. No ICA employee shall engage, directly or indirectly, in any private busi- 
ness activity or private arrangement for personal profit which would place 
him in a position, by reason of a possible conflict of interest, where he could 
not exercise his best judgment on behalf of the agency. 

©. No ICA employee shall engage, directly or indirectly, in any private 
business activity or private arrangement for personal profit which might re- 
flect discredit on the agency, by reason of the nature of the activity or by rea- 
son of the relation of the activity to the agency or to his position in the 
agency: 

D. No ICA employee shall accept, directly or indirectly, any gift, favor, or 
service, whether of slight or substantial value, from any person or organiza- 
tion with whom he transacts business on behalf of the agency or who is af- 
fected by the performance of his official duties. 

E. No ICA employee shall discuss future employment by any person or organ- 
ization outside the Government with whom he is currently transacting busi- 
ness on behalf of the agency or who is affected by the performance of his official 
duties. 

KF. No ICA employee shall divulge confidential, commercial, or economic in- 
formation to any unauthorized person, or make use of any such information 
for private purposes. 

G. No ICA employee shall become unduly involved, through frequent or 
expensive social engagement, with any person outside the Government with 
whom he transacts business on behalf of the agency or who is affected by 
the performance of his official duties. 

H. No ICA employee shall, on behalf of ICA, participate in the negotiation 
of contracts, the making of loans, or other financial transactions between ICA 
and any person or organization by whom he was employed within the 2 years 
immediately before the date of such transaction of business. 

I. No ICA employee, for 2 years after termination of his employment with 
ICA, shall represent any nongovernmental interest in any matter whatsoever 
involving any subject matter directly connected with which he was so em- 
ployed or performed duty, in which the United States is interested, directly 
or indirectly, whether as a party, as an enforcement agent, or otherwise. No 
ICA employee shall transact business with a former ICA employee whom he 
knows.-to be violating this rule. 

J. Notwithstanding the exemption provided by section 532 (a) of the Mutual 
Security Act of 1954, as amended, for experts and consultants appointed under 
section 530 (a) of that act, no expert or consultant employed by ICA shall 
consult, or otherwise participate, in the negotiation or execution of any contract, 
or the transaction of any other business, between ICA and his private employer, 
or between ICA and any corporation or other entity in which he has any direct 
or indirect financial interest; nor shall an expert or consultant, during his em- 
ployment by ICA or for 2 years thereafter, represent any nongovernmental in- 
terest in any matter whatsoever involving any subject matter directly con- 
nected with which he is or was so employed or performed duty, in which the 
United States is interested, directly or indirectly, whether as a party, an en- 
forcement agent, or otherwise. (Employees not covered by sec. 532 (a) of 
the Mutual Security Act of 1954, as amended, are prohibited from engaging in 
such activities by the statutes listed in sec. III-B and the regulations in this 
sec. II of this order.) 

K. The rules set forth in this section II apply to the spouse of an ICA em- 
ployer (a waiver may be obtained under sec. IV—A, where exceptional circum- 
stances would eliminate risk of conflict of interest or impropriety ). 

L. This order contains no rule prohibiting speculation in stocks, bonds, or 
other commodities, because of the difficulty of distinguishing clearly between 
speculation and investment. However, ICA employees are expected to follow 
the policy laid down by the President in his letter to the Civil Service Commis- 
sion dated April 22, 1987, which read in part as follows: 

“I believe it to be a sound policy of the Government that no officer or em- 
ployee shall participate, directly or indirectly, in any transaction concerning 
the purchase or sale of corporate stocks or bonds or commodities for speculative 
purposes, as distinguished from bona fide investment purposes.” (Federal 
Personnel Manual ©2-26; see also sec. III-B-4 of this order.) 
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Ill. STATUTORY AND GENERAL LEGAL PROVISIONS 


A. General: There is no general prohibition of law against the conduct of 
private business activities for compensation by employees of the ICA, except 
with reference to (1) certain types of private business activities prohibited by 
statute; and (2) other cases involving a clear conflict of interest between the 
particular public office and the particular private business activity (40 Op. 
Atty. Gen. 47). 

B. Private business activities prohibited by statute. (Paraphrasing of various 
criminal statutes given below is only for general informational purposes. Ref- 
erence should be made to statutes for complete text. For example, sec. 512 
of the Mutual Security Act of 1954, as amended, not only prohibits the giving 
or receiving of payments, etec., but the offer to give or receive payments.) A 
number of criminal statutes, which impose fines and imprisonment, apply to 
ICA employees with respect to the following: 


1. Government contracts generally, including MDAP procurement 


(a) Title 18, United States Code, section 216, prohibits any officer or employee 
of the United States from receiving any consideration for procuring any contract 
with the United States. 

(b) Title 18, United States Code, section 4384, prohibits anyone who is an 
officer, member or agent of any private concern or is interested in its profits or 
contracts from acting on behalf of the United States in transacting business with 
the concern. 

(c) Title 18, United States Code, section 281, prohibits any officer or employee 
of the United States from receiving any compensation for any services rendered 
by himself or another “in relation to any * * * contract in which the United 
States is a party or directly or indirectly interested, before any department, 
agency, court-martial, officer, or any civil, military, or naval commission.” 

(d@) Section 512 of the Mutual Security Act of 1954, as amended, prohibits 
giving or receiving any commission, payment, or gift in connection with the 
procurement of equipment, materials or services under the act, to or by a person 
who is or during the preceding 2 years has been an employee or officer of the 
United States, and in connection with which such procurement said officer or 
employee, former officer or former employee is or was employed or performed 
duty or took any action during such employment. 


2. Representation of opposing interest in matters in which the Government has 
an interest 


(a) Title 18, United States Code, section 281, prohibits any officer or employee 
from receiving or agreeing to receive any compensation for any services rendered 
by himself or another in relation to any proceeding, claim, controversy, charge, 
or other matter in which the United States is directly or indirectly interested. 

(b) Title 18, United States Code, section 283, prohibits any officer or employee 
from acting as agent or attorney, or assisting, in the prosecution of any claim 
against the United States. 

(c) Title 18, United States Code, section 284, prohibits former employees, 
within 2 years after their employment ceases, from prosecuting, or acting as 
counsel, attorney, or agent for prosecuting, any claims against the United States 
involving any subject matter directly connected with which such person was 
employed or performed duty. The Attorney General, in his memorandum to all 
United States attorneys, No. 40 of August 27, 1953, has interpreted this statute 
as follows: 

“* * * the statute prohibits any former employee * * * from representing 
any nongovernmental interest in any matter whatsoever, ‘involving any sub- 
ject matter directly connected with which such person was so employed or 
performed duty,’ in which the United States is interested, directly or indirectly, 
whether as a party, as an enforcement agent, or otherwise.” 

In addition, the Attorney General stated in this memorandum No, 40, that: 

“Manifestly it is improper, and not in the interest of good government, for 
a public employee who has handled a matter for the Government to leave public 
service and subsequently represent the other side, just as it is improper for an 
attorney in private practice to accept employment in matters adversely affect- 
ing any interest of a former client with respect to which confidence has been 
reposed. This principle is self-evident as to all matters in which the Govern- 
ment has an interest, and about which the former employee acquired knowledge 
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or took action in connection with his official duties. There is no distinction in 
this subject between monetary claims and nonmonetary claims, or between 
claims by moving parties and defensive ones. Such conduct should be considered 
illegal as well as unethical in all eases.” 


$. Salaries from other sources 


Title 18, United States Code, section 1914, prohibits any Government official 
or employee from receiving any salary for the services performed by him for 
the Government of the United States from any source other than the Govern- 
ment of the United States, except as may be contributed out of the treasury 
of any State, county, or municipality, and provides that no person, association, 
or corporation shall make any contribution to, or in any way supplement the 
salary of, any Government official or employee for the services performed by 
him for the Government of the United States. The statute expressly includes 
in this prohibition a salary received from a private person or source if it is paid 
or received as compensation or part compensation for the services rendered to 
the Government. It also has been held to apply if the officer or employee renders 
the same or similar services to both the Government and a private person 
(33 Op. Atty. Gen. 273). It does not, however, prohibit payment for services 
rendered «x lusively to private persons or organizations and which have no 
eonnection with the services rendered to the Government (38 Op. Atty. Gen. 294; 
39 Op. Atty. Gen. 501). 


4. Misuse of information and speculation in commodities 


(a) Section 710 (f) of the Defense Production Act of 1950, as amended, 
provides that no officer or employee may use confidential information received 
by virtue of his office or employment for speculating on any commodity exchange 
or disclose such information for the purpose of aiding any other person to specu- 
late (the term “speculate” in sec. 701 (f) does not include any legitimate 
hedg‘ng transaction or purchase or sale which is accompanied by actual delivery 
of the commodity). 

(b) Title 18, United States Code, section 1902, imposes additional restrictions 
on the us» of su h information for speculation. 

(c) Title 18 United States Code, section 1905, imposes general restrictions on 
the release or use of confidential business information by Government employees. 


C. EXEMPTIONS FOR EXPERTS AND CONSULTANTS 


Section 512 of the Mutual Security Act of 1954, as amended, provides, in part, as 
follows: 

“Whoever offers or gives to anyone who is or in the preceding two years has 
been an eniployee or officer of the United States * * * and whoever, being or 
having been an employee or officer of the United States in the preceding two 
years, solicits, accepts, or offers to accept any commission, payment, or gifts in 
connection with the procurement of equipment, materials, commodities, or 
services under this Act in connection with which procurement said officer, 
employee, former officer or former employee is or was employed or performed 
duty or took any action during such employment, shall upon conviction thereof 
be subject to a fine not to exceea $10,000 or imprisonment for not to exceed three 
years, or both: Provided, That this section shall not apply to persons appointed 
pursuant to Sections 308 or 53U (a) of this Act.” 

Section 5382 (a) of the Mutual Security Act of 1954, as amended, provides, 
in part, as follows: 

“Service of an individual * * * as an expert or consultant under section 530 
(a) * * * shall not be considered as service or employment bringing such indi- 
vidual within the provisions of * * * [18 U. S. C. 281, 288, 284, 5 U. S. C. 99] or 
of any other Federal law imposing restrictions, requirements, or penalties in 
relation to the employment of persons, the performance of services, or the pay- 
ment or receipts of compensation in connection with any claim, proceeding, or 
matter involving the United States, except insofar as such provisions of law 
may prohibit any such individual from receiving compensation in respect of any 


‘Such practice is clearly condemned by the Canons of Professional Ethics of the 
American Bar Association. Canon 36 provides in part: 

“A lawyer, having once held public office or having been in the public employ, should 
not after his retirement accept employment in connection with any matter which he has 
investige ted or passed upon while in such office or employ.” 


24700—58—pt. 1 45 
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particular matter in which such individual was directly involved in the perform- 
ance of such service, * * *.” 

Section II of this manual order, particularly paragraph J of that section, 
imposes a number of restrictions applicable to experts and consultants despite 
the statutory exemptions noted in this paragraph. 

D. Bribes and gifts: Section 202 of title 18 of the United States Code provides, 
in part, as follows: 

“Whoever, being an officer or employee * * * of the United States * * *, asks, 
accepts, or receives any money, or any check, order, contract, promise, * * * 
gratuity * * * with intent to have his decision or action on any question matter, 
case, or proceeding which may at any time be pending, or which may by law be 
brought before him in his official capacity, or in his place of trust or profit, 
influenced thereby, shall be fined not more than three times the amount of such 
money or value of such thing or imprisoned not more than three years or both; 
and shall forfeit his office or place and be disqualified from holding any office of 
honor, trust, or profit under the United States.” 

E. Other cases of conflicts of interest : 

“Apart from statutes, there are certain principles of fair dealing which have 
the force of law and which are applicable to all officers of the Government. A 
public office is a public trust. No public officer can lawfully engage in business 
activities which are incompatible with the duties of his office. He cannot in his 
private or official character enter into engagements in which he has, or can 
have, conflicting personal interest. He cannot allow his public duties to be 
neglected by reason of attention to his private affairs. See U. 8. v. Carter 
(217 U. S. 286, 306). Such conflicts of interest are not tolerated in the case of 
any private fiduciary, and they are doubly proscribed for a public trustee” (40 
Op. Atty. Gen. 187, 190). 

IV. ADMINISTRATION 


A. Waivers: The requirements of section II, to the extent they go beyond 
statutory requirements, may be waived, by the Deputy Director or the Deputy 
Director for Management, in exceptional cases where it is clear that the added 
nonstatutory requirements of section II are not necessary in order to protect the 
public and the agency from conflicts of interest or abuse of the employee's posi- 
tion or authority, and where application of the additional nonstatutory restric- 
tions of section II would work a severe hardship upon the employee or the 
waiver is deemed to be clearly in the interest of the agency. 

B. Procedure: Any requests for waivers shall be routed through the following 
offices in the order given: (1) Office of Personnel Security and Integrity, (2) 
Office of Personnel, (3) to any office of direct interest, (4) Office of the General 
Counsel, and (5) Office of the Deputy Director for Management. 

1. Upon any indication that an employee is engaged in private business activi- 
ties not compatible with his public employment, the employee’s supervisor or 
other appropriate official shall require him to explain in writing the nature of 
Such activities, in Sufficient detail to permit a reasonable appraisal of their 
relationship or possible relationship to the employee’s public employment. Re- 
fusal to submit such a statement will be considered prima facie evidence of the 
incompatibility of the private activities with the employee’s Government work. 

An employee engaged in private activities which he believes may be subject 
to question should initiate a review of the circumstances by explaining the facts 
in a letter addressed to his supervisor, who will take steps to obtain a decision 
with respect thereto. 

2. Heads of offices and divisions are responsible for initially determining 
whether the private business activities of employees are compatible with their 
public employment, since they are in the best practical position to appraise 
any possible conflict of interest. The head of the appropriate office, or division 
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will therefore review each case arising under this order, and will forward his 
report and recommendation to the Deputy Director for Management, through the 
offices indicated above, for his decision. The employee will be notified of any 
charges, and shall be given a full opportunity to present his side of the case. If 
the employee requests, or if the Deputy Director for Management considers it 
advisable, an informal hearing will be held, before not less than three ICA 
employees designated by the Deputy Director for Management, who shall re- 
port their findings in writing to the Deputy Director for Management. The 
employee, if dissatisfied with the decision of the Deputy Director for Manage- 
ment, may appeal to the Director of ICA 

©. Violations: Violations of this order shall be grounds for disciplinary ac- 
tion, including separation, in addition to such action as may be appropriate with 
respect to violations of criminal statutes. 


Mr. Harpy. Well, the committee is pleased to have that for study. 

I am forced to observe, though, that if that regulation provides 
what should be an effective means of coping with conflicts of interest, 
certainly, within the areas that this committee has made some obser- 

vations on, it has not been too effective. But we will have to pass 
on its effectiveness after we get into it a little further. 

Mr. Surru. Mr. C hairman, I want to be sure you are aware of the 
fact we have such regulations. I am also certain you will give us 
your thoughts on whether we have applied them correctly or not, 
but here are the regulations as they exist. 

Mr. Harpy. We will probably do that. I am glad to know you 
have the regulations, and maybe it is not a lack of having the ma- 

chinery set up to cope with the problem that is respons sible for what 
we have encountered. But I am delighted to have it. 

Mr. Smiru. Finally, I would say you have referred here to a num- 
ber of individuals by name. I am always concerned when we deal 
with individuals who are not present and do not have an opportunity 
to defend themselves. In this particular instance, I think three of 
the people that you have referred to are no longer in the employ 
of ICA. 

Mr. Harpy. I am sure that is true with respect to Mr. Hill. 

I might make this observation with respect to the specifics that 
I mentioned this morning. They are all based directly on testimony 
taken in open session. ‘All of the matters to which reference was 
made have been discussed in open session. 

Now, if there are individuals who are involved in critical comment 
of mine, they either were not available for comment or they have 
not attempted to clear up adverse comment that has been made about 
them in open session when their principals were present and knew 
what was said. 

So I do not know what specific individuals you refer to, but some 
of them are no longer with ICA. One of them was a Mr. Hill. The 
circumstances surrounding his more recent employment, coupled with 
certain of his actions to which testimony has referred, are the basis 
for the comments that were made here. 
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Mr. Larsen, whose name was mentioned here, did testify, and I 
think I quoted accurately this morning the statement which he made. 

Mr. Smiru. Well, I am not aware of the opportunity that they have 
had to present their cases, and what I am saying at this time 1s that 
as the administrator of the ICA work, one of my most important 
jobs is to make sure that we have personnel available to do this work 
and to do it properly. And I will never be able to have personnel 
of that type here in ICA until they can be assured, by me principally, 
as the Director of the organization, that they will always have a full 
and fair opportunity to be heard. 

Mr. Harpy. Well, certainly insofar as this committee is concerned, 
the committee wants to leave no improper aspersions with respect to 
anyone. 

Now, as I said, Mr. Larsen did testify. Mr. Hill, as far as I know, 
is still over in the Far East or Middle East somewhere. I do not 
know where he is. 

I do not know who the third one is that you had reference to. 

Mr. Smirn. The third one is referred to here on page 2, not by 
name. It simply says: 


For example, it is evident that the engineer on the Cambodia Highway was 
not performing its supervisory duties in such a manner * * *— 
and so forth. 

Mr. Harpy. The reference there is not to an individual, but to a 
firm. Actually, it was a firm that ICA had its contract with, and, 
as a matter of fact, they did have witnesses who testified at consider- 
able length before the committee. And I believe some of your people, 
at least, are thoroughly familiar with the testimony that was adduced 
in connection with them. 

Mr. Smiru. I think that is about the sum and substance of what 
I would like to say now. I will be available for questioning as this 
goes along. 

Mr. Harpy. Thank you very much, sir. 

Mr. Arnold, did you have anything you wanted to say # 

Mr. Arnotp. No, sir. 

Mr. Harpy. Then, Mr. Reddan, will you proceed. 

Mr. Reppan. Mr. Arnold, will you please give the stenographer 
your full name and address. 

Mr. Arnotp. Edwin H. Arnold, Washington, D. C., Deputy Direc- 
tor for Technical Services. 

Mr. Reppan. Deputy Director for Technical Services ? 

Mr. Arnowp. Yes. 

Mr. Reppan. Could you, please, give the committee just a brief 
statement as to your background, your educational background, and 
experience prior to coming with ICA. 

Mr. Arnon. I have been in the utility business; I have been in the 
chemical business; and I have been in the banking business. 

Mr. Reppan. In what capacity, sir? 

Mr. Arnowp. I have been a director of the Industrial Trust Co. 
in Providence, R. I., for 20 years. I have been a president and 
director of 5 water companies for more than 25 years. I have been 
on a water authority for about 10 years. I have been alternately 
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treasurer, president, and chairman of the board of a chemical com- 
pany for about 30 years. 

Mr. Reppan. And how long have you been with ICA ? 

Mr. Arnon. I joined ICA about the first of September last year— 
ayearago. It will be 2 years this September. 

Mr. Harpy. In 1956? 

Mr. ArNoxp. Yes, sir; 1956. 

Mr. Reppan. And could you tell us briefly what your duties are 
as Deputy Director for Technical Services? 

Mr. Arnotp. My office implements the programs which are thought 
up around the world. 

For instance, in my shop we have the contract shop; we have a 
food and agriculture shop; we have an industry shop, public admin- 
istration, civil police administration, community development, public 
housing, public health—every function that we do around the world. 
There are technicians in my department to try to backstop and help 
the missions around the world. 

Mr. Reppan. For instance, would the Office of Contract Relations 
be responsible directly to you for their operations? 

Mr. ArNo.b. Yes, sir. 

Mr. Reppan. Do you 

Mr. Harpy. What was the answer to that? Are they responsible 
to you, Contract Relations? 

Mr. Arnotp. They are in my shop; yes, sir. 

Mr. Harpy. And they are under your supervision ? 

Mr. Arnotp. Yes, sir. 

Mr. Reppan. In other words, you operate in more than just an 
advisory capacity to them? They are actually responsible to you? 
Is that correct, sir ? 

Mr. Arnotp. Well, the manual orders and the directives which have 
gone out in years gone by provide for it to be in my shop. There are 
several amendments that have been put into it. For instance, if I 
should make a waiver of comparable proposals, that would go to the 
Controller’s office, and the accounting office would judge on that. 
They would have their say, too. They could appeal my decision to 
Mr. Smith, the Director. 

Mr. Reppan. Do you have the authority to waive comparable pro- 

osals ? 

. Mr. Arwnotp. I have the authority to waive it, and if they do not 
appeal my decision, my decision prevails. Both the Controller’s office 
and the Legal Department can appeal my decision, and then it goes te 
the Director. 

Mr. Reppan. But in the absence of appeal, it is binding and 
effective ? 

Mr. Arnowp. Yes, sir. 

Mr. Reppan. Could you tell the committee briefly to what extent 
you personally have participated in the ICA’s current effort to select 
an engineering firm on the Bangkok-Saraburi Highway ? 














692 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Arnoxp. I have never participated prior to the letters that 
came in from Mr. Naughten. I have been on that highway; I have 
seen it and I have seen the shops. I have met the personnel on the 
job. And I have not participated in the selection of these con- 
tractors. 

Mr. Reppan. I was referring to the proposed road from Bangkok 
to Saraburi. 

Mr. Arnotp. No—I thought it was a general question. 

Mr. Reppan. No, I was referring specifically to the Bangkok- 
Saraburi one. 

Mr. Arnoxp. In this one I wrote to Mr. Naughten, as you know. 

Mr. Reppan. That has been the extent of your participation in 
that ? 

Mr. Arnotp. That has been the extent of my participation. 

Mr. Harpy. Well, in that connection, did you discuss your reply 
to Mr. Naughten with any of your people who have direct responsi- 
bility with respect to contracts, thinking in terms of Mr. Kessler and 
Mr. Kunze? 

Mr. Arnotp. I do not get your question, Mr. Hardy. 

Mr. Harpy. My question was simply this: Before your reply to 
Mr. Naughten—let me go back a little. 

Mr. Kessler and Mr. Kunze have a direct responsibility with re- 
spect to contracts; is that right? 

Mr. Arnovp. That is right. 

Mr. Harpy. Did you discuss with them your reply to Mr. Naughten 
before you transmitted it? 

Mr. Arnotp. No, sir; I did not. 

Mr. Harpy. Normally, do you enter into this kind of proposition ? 

Mr. Arnoxp. Certainly not, Mr. Hardy. Normally, a letter like 
this would come through its normal course. It would ‘be a cablegram 
or airgram that would come through. It would be distributed 
throughout the agency. The secretariat automatically assigns it to 
the particular division, and assigns an action to that. 

This is a letter addressed to me by Mr. Naughten. I have known 
Mr. Naughten since I first arrived here, and consider him a very good 
friend of mine. He wrote me this letter, as his opening sentence 
says, expressing the woes, the grief he has over there in the operation 
of this contract. 

Mr. Harpy. The thing that I am trying to understand in connec- 
tion with this is: You do not customarily enter into the selection of 
a contractor ? 

Mr. Arnorp. No, sir; I do not. 

Mr. Harpy. It surprises me a little that the individual in your or- 
ganization who does have that responsibility was not consulted at all 
about this one. 

Mr. Arnon. I see your viewpoint, sir. 

Mr. Reppan. Do you have with you, Mr. Arnold, the letter Mr. 
Naughten sent you? 

Mr. Arnon. Yes, I do. 

Mr. Reppan. May I see it, sir? 

Mr. Arnoxp. I have a 24th letter here. 

Mr. Reppan. The 21st letter, please, sir. 

Mr. Arnotp. Here is the 21st. 
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Mr. Reppan. Now, the letter which you have handed me, Mr. 
Arnold, is dated April 21, 1958. It is addressed to you, to your per- 
sonal attention, Deputy Director DDS, International Cooperation 
Administration, “Re: Engineering contract, Bangkok-Saraburi,” and 
is signed by Thomas E, Naughten, Director of the Thai Mission. 

Is this the original letter you received, sir? 

Mr. ArNoxp. It is either the original or a copy. I think it is a 
copy, sir. 

Mr. Reppan. I see that at the top and the bottom of this it is 
stamped, “Official Use Only.” Was that stamp on when it was re- 
ceived in your office ? 

Mr. Arnotp. To the best of my knowledge it was, sir. 

Mr. Harpy. This is not a signed copy, however. It is a copy of 
the signed communication which was received. 

Mr. Arnon. That is right. 

Mr. Reppan. Is this a personal letter to you, or is it a piece of of- 
ficial correspondence ? 

Mr. Arno. It is an official piece of Government business. 

Mr. Reppan. Does the fact that the letter is addressed to you per- 
sonally have any effect on the way it is handled in the agency when 
it is received ? 

Mr. ArNo.tp. No, sir. Sometimes when problems have not come 
to my attention, many of the mission directors ask if I will not give 
it a little special attention to see if there is anything I can do to ex- 
pedite anything. I have gotten frequent letters from our mission 
directors. 

Mr. Reppan. Do you know of any particular reason why Mr. 
Naughten would deviate from the normal method of communication 
and send you a letter, to your personal attention, on this matter? 

Mr. Arnot. I think his opening sentence in there would indicate 
why he had written to me. 

Mr. Reppan. Now, did he follow this letter of April 21 with an- 
other letter? 

Mr. Arnovp. He did. 

Mr. Reppan. Incidentally, there was an enclosure with this letter 
of April 21; was there not ? 

Mr. Arnowp. Yes. 

Mr. Reppan. And it isso indicated here. What was that enclosure? 
Do you have that with you? 

Mr. Arnon. Of the 24th. 

Mr. Reppan. Was there an enclosure with the letter of the 21st, 
which was a letter from L. J. Sverdrup to T. E. Naughten, dated 
“9/14/58”? 

Mr. Arnorp. April 24—I have a letter. This is the enclosure I 
have here. 

Mr. Reppan. That letter indicates, Mr. Arnold, that there were two 
enclosures. One, I believe, was a letter from General Sverdrup to 
Mr. Naughten, and another was Mr. Naughten’s reply. 

Mr. Arnon. To the best of my knowledge, the only letter that I 
have to Mr. Naughten is this. 

(Discussion off the record.) 

Mr. Arnotp. I do not have a copy of it with me, but that is true. 
That is right. 
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Mr. Reppan. You also received a letter from Mr. Naughten under 
date of April 24? 


Mr. Arnoxp. I did. 

Mr. Reppan. As a supplement to his letter of April 214 

Mr. Arno.p. That is right. 

Mr. Reppan. And was that also marked “For Official Use Only”? 

Mr. Arnoxp. Yes, sir. 

Mr. Reppan. And did that contain an enclosure? 

Mr. Arnoxp. It did. 

Mr. Reppan. And what was that enclosure? 

Mr. Arnotp. It was a letter signed by L. J. Sverdrup of Sverdrup 
& Parcel Engineering Co., Bangkok, dated May 23, 1958. 

Mr. Meaper. April 23, 1958 ? 

Mr. Arnoxp. April 23. 

Mr. Reppan. Now, could you tell the committee, please, what you 
did with this letter of April 21 and the letter of April 24 when you 
received them from Mr. Naughten ? 

Mr. Arnotp. Yes, sir; I will be very happy to. 

I put it in my incoming box. I read it hastily. It was one of those 
days in Washington that we see quite often. 

Mr. Reppan. Could you tell us when you received it, sir? 

Mr. Arnowp. I would have to check this index number to tell you 
the exact date it was received. I would have to check with my office 
and find that out. 

Mr. Reppan. All right, sir. 

(The subcommittee was subsequently advised by Mr. Arnold’s office 
that the April 21, 1958, letter to Mr. Arnold from Mr. Naughten was 
received on May 2, 1958. The April 24, 1958, letter from Mr. 
Naughten to Mr. Arnold was received “2 or 3 days” prior to May 2, 
but there is no official record of the date of its arrival.) 

Mr. Arnoxp. It was one of those very busy days. And I read it. 
I did not know at the time—in answer to Mr. Hardy’s inquiry over 
the telephone—of your previous testimony up here and your investiga- 
tion of this. I did not. Ido not invite myself to these hearings. 

Mr. Harpy. You were not aware of the fact we were conducting 
hearings on this subject ? 

Mr. Arnoxp. No, sir, I was not aware prior to that, within those 
few days, that you had started an investigation of this. I want to 
clear that point with you. 

Mr. Harpy. I am glad to get that clear, because we had had this 
going on for some little while. 

Mr. Arnoxp. No, sir, I do not invite myself to these. I am happy 
to come if I am invited, but I have enough to do without inviting 
myself. I did not know about it. 

I put that letter in my incoming box, and it was there for a couple 
of days. Finally, I asked my assistant, Mr. Flesher, if he would 
not please attend to it; that I thought we could not let it stay there 
any more. Mr. Smith has asked us to get letters out within 5 days. 
And it was just impossible for me to attend toit. I asked Mr. Flesher 
if he would not take it up with the contract committee, and that is 
what he did. 

Mr. Harpy. Were you present when he took it up ? 

Mr. Arnoxtp. No, sir; 1 was not. 
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Mr. Harpy. Have you at any time had any discussion with Mr. 
Kessler or Mr. Kunze, who are your contracting officials, in connection 
with the detail of this letter? 

Mr. Arnoxip. None other than that which Mr. Flesher did for me; 
no, sir. 

Mr. Harpy. You personally have had none? 

Mr. Arnoxp. No, sir; not that I know of, that we have had any 
meeting of that nature. 

Mr. Harpy. When did you first become aware of the fact this com- 
mittee was concerned with this problem of the contracts on this road? 

Mr. Arnotp. It was within a day or so after I received that letter 
from Mr. Naughten. 

Mr. Harpy. Were you aware of the fact we had made a request for 
all documents relating to this? 

Mr. Arnoxp. No, sir; I was not aware of that. I was not aware 
that you had made that request, absolutely not, sir. 

Mr. Harpy. You were aware of our interest in the matter when we 
sent over and got a copy of the letter, were you not ? 

Mr. Arnotp. That was afterward. 

Mr. Harpy. That was afterward, that is correct. It was the day 
of our hearing. 

Mr. Arnotp. Oh, certainly. 

Mr. Harpy. I am bothered by one other little item. I talked to 
you on the telephone, I believe, on the 9th of May. 

Mr. Arnoup. That is right. 

Mr. Harpy. We discussed what was going to be the outcome of this 
letter in some general terms. But you gave me no indication at all of 
the fact you had already dispatched a reply to Mr. Naughten. 

Can you explain that to me, why you did that ? 

Mr. Arnoip. Mr. Hardy, I would have been most happy to have 
explained it to you and come up to your office, or done anything you 
might have asked me to do. I was not trying to conceal the fact that 
I had answered it at that time. It did not occur to me that I should 
have told you that. 

Mr. Harpy. When I talked to you on the 9th? 

Mr. Arnotp. Yes, sir. 

Mr. Harpy. I talked to you specifically about the incoming letter. 

Mr. Arnop. That is true. 

Mr. Harpy. And I was making inquiries as to how it was going 
to be handled. I had previously talked to Mr. Kessler and Mr. Kunze, 
and neither of them had, as of that date, been advised officially about 
that letter, other than a general conversation, and neither of them 
had seen the letter. Neither of them had the remotest idea—and 
they are your contract officials—what you were going to do about it. 
And neither of them would have known it as an official document 
as of then, except for the fact that we had picked up a copy of the 
letter. 

And yet, when I talked to you on the 9th and inquired about the 
letter and what you proposed to do about it, you knew you had sent 
a letter 2 days earlier in reply to it. 

I believe you already testified you knew we were interested in this 
matter, and yet you did not tell me anything about the fact you had 
acknowledged the letter, that you had taken action in connection with 
it. We had to find that out by digging into the grapevine. 
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Now, certainly that is, to say the least, mighty poor cooperation 
coming from a man in your position. And if you ave any reason- 
able or logical explanation of it, the committee would be pleased to 
hear it, sir. 

Mr. Arnotp. Mr. Hardy, I do not think it can be considered that 
I took any action init. The action in it and the action now is largely 
with the Thai Government. 

Mr. Harpy. We have been all through that and we are going to go 
through it again. We know about the action with the Thai Govern- 
ment, and we know the extent to which they play a part in this thing. 
But we also know that there is a lot of guidance given the Thai Gov- 
ernment and every foreign government in connection with this kind 
of acontract. You aren’t kidding anybody, Mr. Arnold. We weren’t 
born yesterday. 

I frankly think that’s one of the most reprehensible concealments 
that Ihave run across. I hope that it wasn’t intentional. 

Mr. Reppan. You say you turned this letter over to Mr. Flesher. 

Mr. Arnotp. Yes, sir. 

Mr. Reppan. He is your assistant. Do you know when you turned 
that over to him? 

Mr. Arnowp. I haven’t the date offhand in my mind; no, sir. 

Mr. Reppan. But he then called a meeting of the contract office 
and other offices in your area ? 

Mr. Arnotp. He either called a meeting or attended one that they 
were having. I couldn’t testify to which procedure. 

Mr. Reppan. Do you know when that meeting was held ? 

Mr. Arnotp. I haven’t the date in my mind; no, sir. 

Mr. Reppan. Would it be May 2? 

Mr. Arnotp. I'll be glad to check on that. IT haven’t it in my mind. 

Mr. Reppan. Did Mr. Flesher report back to you as to what took 
place at that meeting? 

Mr. Arnotp. He reported that he read the important parts of that 
letter to the committee. 

Mr. Reppan. Did you instruct Mr. Flesher to advise anyone that 
this letter was to be considered a personal letter? 

Mr. Arnotp. No, sir. Certainly not. 

Mr. Reppan. Do you know whether or not this letter has received 
ordinary circulation throughout the agency ? 

Mr. Arnotp. It had not at that time; no. 

Mr. Reppan. Has it as of this time? 

Mr. Arnon. It certainly has. 

Mr. Reppan. Do you know when it was circulated, sir? 

Mr. Arnotp. I think it’s still being circulated. 

Mr. Reppan. I would like to refer to the letter itself, Mr. Arnold. 
You have your original copy there before you, sir? 

Mr. Arnotp. Which ? 

Mr. Reppan. The letter of April 21. 

Mr. Arnotp. Mr. Naughten’s letter to me? 

Mr. Reppan. Mr. Naughten’s letter to you. Yes, sir. 

Mr. Arnotp. Yes, sir. 

Mr. Reppan. Do you have that before you, sir? 

Mr. Arnotp. I have acopy of it. 
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Mr. Reppan. I'd like to refer to the first paragraph on page 1 
where Mr. Naughten refers to the unconsciona le delays on the part 
of ICA/W ashington in connection with his contract. Do you know 
what he was referring to there? 

Mr. Arnotp. Yes. 

Mr. Reppan. Specifically 4 

Mr. Arnorp. Yes, I do. 

Mr. Reppan. What is that, sir? 

Mr. Arnowp. Mr. Naughten was referring to the fact that on an 
extension or an added contract to what we were set up to do business 
for, with, in Ths ailand, that it was determined desirable to have com- 
parable proposals rather than to amend an existing contract with a 
given contractor operating in Thailand. The exchange of informa- 
tion and the interviews and the advertising or selection of people to 

make comparable proposals does take months and months. I have 
seen 6 months go by in that one operation. That is undoubtedly 
what he has reference to. 

Mr. Reppan. Do I understand you, sir, that the receiving of com- 
parable proposals in your opinion and Mr. Naughten’s opinion is an 
operation which takes considerably more time “than the negotiated 
contract ? 

Mr. Arnowp. Yes, sir. 

Mr. Reppan. Are you familiar with the cable which Mr. Hollister 
sent out at the time he refused to permit the negotiated contract in this 
instance ¢ 

Mr. Arnotp. I don’t have it before me. 

Mr. Reppan. Well, I have here a copy of Mr. Hollister’s cable 
which was sent to Bangkok on August 30, 1957, and I would ask you 
to look at that and just read the last sentence of that cable. 

Mr. Arnotp. That was his considered judgment at that time. 

Mr. Reppan. I see. And was his considered judgment in your 
opinion correct at that time? 

Mr. ArNnowp. No, sir. 

Mr. Harpy. What is that ? 

Mr. Reppan. Will you read what Mr. Hollister has to say ? 

Mr. Harpy. Is it classified ? 

Mr. Reppan. No, sir. 

Mr. Harpy. It’s classified “Official Use Only.” Is there any reason 
why we can’t read it ? 

Mr. Arnotp. I wouldn’t think so at this time. 

Mr. Srru. Go right ahead. 

Mr. Harpy. This cablegram refers to requested waiver of compe- 
tition so that amendment to Sver drup & Parcel contract could be 
approved. And this was back in August of 1957. 

It says: 

Preparation underway for such meeting soon with S. & P., TAMS, Capitol 
Engineering, Michael Baker and others. This likely entails no more delay than 

appealing disapproval waiver competition and subsequent negotiations S. & P. 

That was Mr. Hollister’s judgment, with which you disagreed ? 

Mr. Arnotp. May I read that again? ? 

I disagree. I think we should not have comparable proposals. 

Mr. Harpy. Did you concur in it at that time? 
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Mr. Arnotp. There is no indication that I am concurring on that 
cable. My initials are not on that. ; 

Mr. Harpy. Well, in your position, isn’t that the kind of thing 
that would have cleared through your office for your approval? 

Mr. Arnotp. The Director certainly has the right to send a cable 
out, sir, without my clearance. 

Mr. Harpy. Is there anything to indicate whether the Director did 
this on his own initiative or whether someone else did it? I notice 
it says drafted by W.G. Stoneman. Is he in your 

Mr. Arnotp. Yes. That is a normal contracting procedure. They 
wouldn’t—many of those would never come to my attention, Mr. 
Hardy. 

Mr. Harpy. Well, actually, chances are Mr. Hollister didn’t see it 
himself? Is that what you’re saying? 

Mr. Arnowp. Very likely. Very likely. 

Mr. Harpy. It went out over his signature, which implied at least 
your approval? Is that right? 

Mr. Arnon. Not necessarily implied my approval. 

Mr. Harpy. Well, it more than implied Mr. Hollister’s approval 
because it has his name signed to it. 

Mr. Arnotp. There are many authorized to send cables out of there 
without my signature, without my approval or aa ee 

Mr. Harpy. Well, it seems a little strange that it should carry the 
approval of Mr. Hollister but not carry the > ite of you, the in- 
between man. Actually, you’re supposed to safeguard Mr. Hollister 
with respect to the actions in your shop, aren’t you? 

Mr. Arnotp. Yes, sir. 

Mr. Harpy. And so if Mr. Hollister’s judgment was bad in that, 
he wouldn’t have held Mr. Stoneman responsible. Wouldn’t he have 
held you responsible? 

Mr. Arnotp. Probably. 

Mr. Harpy. So then, do you have any responsibility with respect 
to that decision ? 

Mr. Arnotp. I probably do. 

Mr. Harpy. Thank you, sir. 

Mr. Reppan. Mr. Arnold, do you know how long the mission has 
been trying to get, or had been up to this point trying to get, a 
negotiated extension of Sverdrup & Parcel’s contract ? 

Mr. Arnotp. Only from Mr. Naughten’s letter that I received from 
him. He indicates in there how long it’s been. 

Mr. Reppan. And approximately how long had that been ? 

Mr. Arnon. I think he said over a year. 

Mr. Reppan. Over a year for a negotiated contract. Yet you say 
comparable proposals can be gotten out in about 6 months. It would 
seem the comparable proposal method would be much faster on that 
Se would it not, sir? 

r. Arnotp. The comparable proposal decision is the thing that 
has snafued this, in my opinion. . 

Mr. Reppan. I couldn’t hear. I’m sorry. 

Mr. Arnoxp. The decision to make comparable proposals out of 
this instead of extension of this contract in my opinion is what’s 
delayed it. 
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Mr. Reppan. Why should that delay it? I understood you to say 
you are opposed to comparable proposals. Is that right? 

Mr. Arnovp. I’m opposed to our present method of comparable 
proposals ; yes, sir. 

Mr. Reppan. Have you done anything which would interfere with 
the speedy awarding of this contract under the comparable proposal 
method ? 

Mr. Arnotp. Not to my knowledge I haven’t; no, sir. 

Mr. Reppan. But you’re not in sympathy with it? 

Mr. Arnowp. No, sir. 

Mr. Reppan. I would like to refer to paragraph 3 of this letter of 
April 21 in which Mr. Naughten indicates that the Thai Government 
took no part in ICA’s deliberations which led to the recommendation 
of the engineering firm that they thought best qualified to handle 
this job, and, as a matter of fact, the Thai Government knew noth- 
ing about the proposals submitted by that firm. Is this the regular 
practice followed in ICA ? 

Mr. Arnotp. I have nothing to do with the host government, sir. 
All that we do in our contract shop is to try to do the best we know 
how on getting the best job done for the particular country that 
we're involved in. The connection with the host government officials 
is not my jurisdiction. It’s either handled by the Embassy or it’s 
handled by the USOM. It’s not handled by my shop. 

Mr. Reppan. Is the host country normally extended the courtesy 
of sitting in or being kept currently advised as to negotiations within 
ICA? 

Mr. ArNotp. Yes. Yes. 

Mr. Reppan. Was that done in this case? 

Mr. Arnotp. I have not—I do not know whether the Thai Am- 
bassador was there or not. 

Mr. Reppan. Was any representative of the Thai Embassy there? 

Mr. Arnoxp. I have no knowledge. 

Mr. Reppan. Who would know that, sir? 

Mr. Arnotp. I presume Mr. Kessler would know. 

Mr. Reppan. If they were not there, would that be a deviation 
from normal ICA procedures? 

Mr. Arnotp. Not necessarily. We have some very, very involved 
contracts, and I have seen several of them, and in some cases the host 
country has sent over some topflight people to assist and to give the 
host country’s views, and I have sat in on many such conferences as 
that. I’m not aware that it is handled—certainly not in the prelimi- 
nary negotiation stage in hardly any of these contract negotiations. 

Mr. Reppan. Now, do you consider it the preliminary negotiation 
stage when ICA reaches the point of making a recommendation to 
the mission for a particular country ? 

Mr. Arnon. No, I think that would be beyond the preliminary 
negotiation stage. 

Mr. Reppan. Well, do you feel that this particular award has been 
delayed in any way because the Thai Government was not brought 
into the negotiations as they proceeded ? 

Mr. Arnotp. I don’t think so. 

Mr. Reppan. The mere fact that it hits them cold now in Thailand 
you do not think has materially delayed 
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Mr. Arnoxp. No,sir. I don’t think so. 

Mr. Reppan. Even though they must start now from scratch and 
go over the whole thing? 

Mr. Arnotp. No, sir. 

Mr. Reppan. So if Mr. Naughten takes that position, you disagree 
with that? 

Mr. Arnotp. I don’t see how Mr. Naughten can take that position. 

Mr. Reppan. On page 2 of Mr. Naughten’s letter to you of April 
21 he says— 


In this atmosphere of darkness out here, various items come to the fore which 
I don’t like and which we cannot resolve in our own mind due to the absence 
of detailed information. These are— 


and then he sets out three of them. 

First, he indicates that a possible conflict of interest may exist on 
the part of the engineering firm recommended by ICA. What con- 
sideration did you give to that particular suggestion, sir? 

Mr. Arnotp. He doesn’t enlarge upon what he considers conflict of 
interest there except TCI were making a general, overall country 
evaluation. 

Mr. Reppan. TCI? 

Mr. Arnotp. Transportation 

Mr. Reppan. Consultants, Inc. ? 

Mr. Arnoxp. Yes, sir. They had a separate contract to make an 
overall economic and engineering study of the transportation sector 
of the Thai economy. And Tom Naughten had raised the question 
as to whether it would be a conflict of interest if they were employed 
in another engineering job in addition to this one. I can’t see that 
it is any conflict of interest. 

Mr. Reppan. I will read that portion into the record : 

Also, TCI already has a separate contract to undertake our overall economic 
and engineering study of the transportation sector of the Thai economy. To 
bring them in in a second and entirely different relationship with the Thai 
Highway Department not only doesn’t make sense but also undoubtedly would 
unduly complicate the relationship picture. I do not understand how ICA/W 


ean accept TCI in a dual contract role on one hand and on the other hand 


reject Upham as a proposer on this project because of a possible conflict of 
interest. 





Could you comment on Mr. Naughton’s statement there ? 

Mr. Arnotp. 1 would like to debate that with Mr. Naughten be- 
cause I think he’s wrong in that case. TCI are qualified engineers. 
If they had a contract to do a survey work as one type of work which 
they’re qualified to do, they’re perfectly qualified to do a second job 
in the country if they have the setup. 

Frankly, Mr. Hardy, I don’t see personally the conflict of interest 
‘ on those two jobs. 

Mr. Harpy. Well, that sentence leaves an inference that ICA /Wash- 
ington had suggested that the award to Upham might involve con- 
flict of interest. 

Mr. Arnoxp. I am not aware of the Upham allegations of conflicts. 

Mr. Harpy. Are you familiar with the details of the operation of 
these contractors over there? 

Mr. Arnovp. I am not aware of all of them; no, sir. I have visited 
several in the few countries that I have visited. I am very familiar 
with the operations of S. & P.—as well as I could have been with 
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a day and a half visit with them. But I have not had the time to 
visit and see—— 

Mr. Harpy. That was just exactly what I was thinking. I hardly 
see how the amount of personal contact that you have been able to 
get into with this operation, with these contractors over there, really 
qualifies you to engage in very much detail of either discussion or of 
action with respect to making these awards. That bothers me a little 
bit. 

And if you’re going to debate this question with Mr. Naughten, 
which you just said you would be willing to do, I frankly have a 
little trouble understanding how you have the knowledge on which 
to do it considering your own testimony as to the limited extent of 
your contact with it. 

Mr. Arnowp. I have visited the shops of S. & P. I have seen their 
repair shops. I have seen the type of work they do. I have seen 
their engineering laboratories, which I am very much impressed with, 
Mr. Hardy. 

Mr. Harpy. Well, I wouldn’t question that for a second, and I have 
no reason to question their capability or their engineering knowledge 
or their facilities. That isn’t at issue here. But you’ve got more 
than a consideration of what one single contractor is qualified to do. 

Mr. Arnotp. Yes. 

Mr. Reppan. Now we'll go down to item No. 3 on page 2 of this 
letter and 

Mr. Meaper. Well, I think you have left a matter here undeter- 
mined, Mr. Chairman. If I might ask a question—— 

Mr. Harpy. Yes; go ahead, Mr. Meader. 

Mr. Arnold, I have been requested to ask you if you would try to 
speak a little louder. Some of the folks who wanted to listen in 
can’t hear. 

Mr. Arnorp. I'll be glad to. 

Mr. Meaper. The point Mr. Hardy just asked you about, Mr. Ar- 
nold, in the letter of April 21, 1958, from Naughten to you, was a 
statement that ICA/Washington apparently had at some time in the 
past rejected Upham for this engineering contract because of a pos- 
sible conflict of interest. What was Mr. Naughten talking about ? 

Mr. Arnotp. I’m not aware of that, Mr. Meader. I’m not aware 
of what he’s talking about. 

Mr. Meaper. Well, now, if ICA/Washington had rejected Upham 
for this contract because of a possible conflict of interest, who in ICA 
would have made that rejection ? 

Mr. Arnotp. Probably our contract officer. 

Mr. Mraper. Who is that? 

Mr. Arnotp. Either Mr. Kunze or Mr. Kessler. 

Mr. Mreaper. You would have no responsibility in that connection ? 

Mr. Arnowp. It would not have been brought to my attention; 
no, sir. 

Mr. Harpy. Maybe that’s an insignificant statement in this letter, 
but you apparently responded to the letter without concerning your- 
self with establishing what the fact was with respect to that. Maybe 
it doesn’t amount to anything. I don’t know. 

Mr. Meaprr. Well, do you now know whether ICA/Washington had 
rejected Upham? 
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Mr. Arnoxp. I do not know whether ICA/Washington had rejected 
Upham or not. I don’t know. re oa 

Mr. Meaper. And you don’t regard your position as requiring you, 
in replying to this letter to Mr. Naughten, to make an inquiry with 
respect to the statement he made? ) 

Mr. Arnotp. No. Apparently I said too much already. I didn’t 
go into that. Did not go into it. ad 

Mr. Mrapver. Do you have supervisory responsibilities over these 
contract officers ? 

Mr. Arnotp. Limited one. 

Mr. Meaper. What’s that ? 

Mr. Arnoxp. It’s a limited one. I have no authority to sign a con- 
tract. 

Mr. Meaper. Well, just what authority do you have over these con- 
tract officers? 

Mr. Arnotp. They’re assigned on the diagrammatic flowsheet of 
the organization inmy shop. Virtually that’s it. 

Mr. Meaper. Are they subordinates of yours? 

Mr. Arnotp. Yes, supposedly. Yes. 

Mr. Meapver. You can give them orders, can you ? 

Mr. Arnotp. Yes. 

Mr. Meaver. And you’re responsible for their activities? 

Mr. Arnotp. Yes, sir. 

Mr. Harpy. Can you take away their right to sign a contract? 

Mr. Arnotp. No,sir, cannot. cannot. 

Mr. Harpy. Can you tell them with whom they must sign a con- 
tract ! 

Mr. Arnotp. I doubt it. I doubt it very much. 

Mr. Harpy. With respect to the signing of a contract and selecting 
the contractor, they have a say which you can’t veto? 

Mr. Arnotp. I doubt very much if legally I have any right to tell 
them that they cannot make an award to any contractor. I doubt 
that. 

Mr. Meaver. Well, I kind of have difficulty reconciling that absence 
of authority with your statement that they are your subordinates. 

Mr. Arnotp. There are certain legal requirements about the sign- 
ing of contracts, and in that there is published—as I recall in some 
Federal Register—those officials in the Government in every depart- 
ment who are legal, authorized signing officers of contract shops, 
whether it be the Navy or whether it be ICA. I’m not one of those 
officers. 

Mr. Harpy. It looks like Mr. Naughten wrote to the wrong man. 
a Arnotp. He wrote me because we’re personal friends, Mr. 

ardy. 

Mr. Harpy. Well. I can understand that. 

Mr. Meaper. Well, didn’t Mr. Nauchten at least think that von hed 
— power to do something about this situation he was complaining 
or? 

Mr. Arnotp. I have facilities of helping these mission directors, 
Mr. Meader, in any part of the world, and if something is bogged 
down it’s only natural they would write to me to see if I can’t speed 
them up a little bit. And I think I have been successful in that in 


many, many operations and many, many times when they have come 
in. 
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That’s why he wrote me. He has said to me, “This is more than 
a tale of woe and frustration.” He wrote me to see if I could speed 
it up. The normal procedure would be this. As you have mentioned 
earlier, some 1,200 contracts come through our contract shop year after 
year, and it’s a physical impossibility for me to see and read every 
single contract. I donot doit. 

Mr. Meaper. Well, I gather that you’re something more than just 
a friendly fellow who goes around trying to straighten up little diffi- 
culties that arise, that you have some authority, some power to order 
action to be taken. Is that correct? I can’t understand whether 
you have or you do not have the authority to take corrective action 
about the complaint that Mr. Naughten made to you. Do you have 
power or do you just do it by persuasion or good offices? 

Mr. Arnotp. There’s one man that has power in ICA and he’s sit- 
ting on my left. The rest of us operate under manual orders. 

Mr. Smirn. Now, wait a minute. There’s a delegation of author- 
ity here, my friend. : 

Mr. Arnop. Delegation of authority I'll agree. 

Mr. Smiru. Let’s get this straight. 

Mr. Brownson. Mr. Chairman, I wonder if Mr. Arnold didn’t 
hit on a very significant fact—particularly from the way Mr. Stassen. 
was handing out these contracts when he was running the shop? 

Mr. Harpy. Mr. Smith, do you want to comment on that? Do you 
think it necessary to clear it up? 

Mr. Smirn. Well, I think what Mr. Arnold said was not quite 


correct. I have delegated a great deal of authority or the organiza- 
tion wouldn’t run at all. 


Mr. Harpy. I’m sure of that. 

Mr. Smirn. And I have delegated to Mr. Arnold the supervision 
of the contract-making process. And, as you well know, there are 
certain people in Government ways of doing business that sign con- 
tracts and commit the United States Government. These people are 
named. They happen to be here with us today. Mr. Arnold has 
supervisory control over them. As he says, they’re in his shop. He 
has the right to recommend to me they be fired or hired or demoted or 
whatever the normal management prerogatives are. 

Mr. Harpy. Did he make any recommendations to you about this 
particular contract before he wrote that letter back to Mr. Naughten ? 

Mr. Situ. No. 

Mr. Harpy. Well, if he has supervisory responsibility with respect 
to the people who are empowered to make the contracts and they are 
also the ones who analyze the contracts—Mr. Kessler and Mr. Kunze 
are the ones who have the responsibility, don’t they ?—it would seem 
to me we’re in a strange sort of situation here. Mr. Arnold gets this 
request for help and he neither goes to the people that do the work 
nor comes to see the power for any help. g I don’t know how he 
expedites. 

Maybe you can clear that one up, Mr. Arnold. 

Mr. Arnoxp. I didn’t think this was something that I should bother 
Mr. Smith with, and, as I have told you earlier this afternoon, I gave 
it to my assistant, Mr. Flesher, to take up with the contract nego- 
tiators. 


24700—58—pt. 1——-46 
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Mr. Meaper. Why don’t we have Mr. Flesher in and find out what 
did happen ? 

Mr. Harpy. We will, but we wanted to get through with Mr. 
Arnold before we did. 

Mr. Reppan. Mr. Arnold, to get down to this third item on page 2 
of Mr. Naughten’s letter, he tells you of a rumor which he has heard 
that a former ICA employee has some relationship with one of the 
bidders, or one of the proposers, for the work on this Bangkok- 
Saraburi Highway, and he suggests to you there may be a possible 
conflict of interest involved there. Now, what did you do about that, 
if anything? 

Mr. Arnowp. I have done nothing about that. I would like to ask 
this committee, Mr. Hardy, if you—I think it’s been suggested that 
there has been some testimony or some knowledge on that, and I would 
welcome any information this committee has on conflict of interest 
with Mr. McNamara and TCI. I haven’t any of that information. 

Mr. Harpy. Let me ask you this: Did you call that to the attention 
of anybody in your organization ? 

Mr. Arnotp. No, sir. 

Mr. Harpy. Well, now, there is an allegation from one of your 
mission directors that refers directly to another ICA employee, and 
he, in substance, says that there is something improper going on by 
that employee. And you have done nothing w within your organization 
to clear that up? 

Mr. Arnotp. No, sir. 

Mr. Harpy. Mr. Smith, were you aware of that? 

Mr. Siri. Well, 1 think when you say that this gentleman, Mr. 
McNamara, is a present employee, that is incorrect. 

Mr. Harpy. That is incorrect as of now. 

Mr. Smirn. Yes. 


Mr. Harpy. That is incorrect as of now. And are you aware as to 
who his present employer is? 


Mr. Smirn. Well, I gather from this statement here he now works 
for this company called TCI. 

Mr. Reppan. Actually, it’s for a subsidiary of TCI. 

Isn’t this a matter which should be brought to the attention of Mr. 
Keating ? 

Mr. Arnowp. Yes, sir. 

Mr. Reppan. What’s the answer? 

Mr. Arnotp. Yes, sir. 

Mr. Reppan. Well, is there any reason it was not? Let me put it 
that way. 

Mr. Arnotp. Do you happen to know Mr. Naughten preceded Mr. 
Keating in that particular job? And I would think Mr. Naughten, 
with the thorough background and knowledge and lifelong work in 
that work, if there was some question in his mind, would certainly 
have taken that move himself and not asked me to do it, sir. 

Mr. Harpy. Wouldn’t you consider that he had discharged his re- 
sponsibility when he called it to the attention of the Deputy Director 
of— - 


Mr. Arnotp. Not necessarily. That phase of the operation is not in 
my shop. 
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Mr. Reppan. He further states in that paragraph: “I add to that 
the flat statement McNamara is aaa ae unacceptable to this mis- 
sion in any capacity, direct or indirect.” Do you know what he meant 
by that? 


Mr. Arnotp. He may have known him personally and not cared to 
have him associated with that mission. 


Mr. Reppan. I say do you know why he was making that state- 
iment ? 

Mr. Arnon. I do not know. 

Mr. Reppan. Did you inquire of him ? 

Mr. Arnotp. No, sir; I have not. 

Mr. Reppan. Do you know whether or not an inquiry has gone out? 

Mr. Arnotp. I do not know it. 

Mr. Reppan. Do you know that we requested such an inquiry ? 

Mr. Arnorp. I did not know that you requested such an inquiry. 

Mr. Meaper. May I interject, Mr. Chairman ? 

Mr. Harpy. Yes. 

Mr. Meaper. Mr. Naughten was head of your inspection division 
before he went to Thailand, was he not? 

Mr. Arnotp. He was 

Mr. Meaper. He was in charge of that investigation that resulted 
in the conviction of the Iranian official or I mean the official of our 


Government—what was his name? Bertoni? Didn’t Naughten han- 
dle the investigation ? 


Mr. Arnotp. I can’t answer that. 

Mr. Meaper. Were you in the department when—— 

Mr. Arnotp. I was in the department but I wasn’t in Mr. Naugh- 
ten’s department, he wasn’t in mine, and I have enough business of 
my own without 

Mr. Meaper. You are not familiar with the Bertoni case at all? 

Mr. Arnotp. No, sir. 

Mr. Meaper. I understand Mr. Keating succeeded Mr. Naughten ? 

Mr. Arnotp. Mr. Keating. 

Mr. Meaner. He is in charge of the inspection division ? 

Mr. Arnowp. Yes, sir. 

Mr. Meaper. Now, what is your practice when matters are called 
to your attention cone erning possible conflicts of interest of the cha- 

racter mentioned in item 3 of Mr. Naughten’s letter? Do you just 
ignore them ¢ 

Mr. Arnowp. No, sir. 

Mr. Meaper. Or do you refer them to Mr. Keating for investiga- 
tion ? 

Mr. Arnotp. Conflict of interest would be one we'd ask legal coun- 
sel about. They would advise us whether in their opinion there’s a 
conflict of interest. It’s a joint—it could be a joint—— 

Mr. Meaprer. What I’m trying to get at is the mechanics—how ICA 
operates. Here you are Deputy Ad Iministrator in charge of this con- 
tract operation. And in an official letter to you a charge is made con- 

cerning a certain former employee and his present connections with a 
contractor seeking business from ICA. There certainly is an impli- 
cation of impropriety in item 3 of Mr. Naughten’s letter. Wouldn't it 
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be normal procedure when that comes to the attention of a high official 
in ICA to refer that to your investigations division—— 

Mr. Arnotp. Absolutely. 

Mr. Meaper. To look into? 

Mr. Arnoxtp. Absolutely. I have done a hundred of them—many 
of them. 

Mr. Meaper. You ordinarily do it? 

Mr. Arnop. I have done it in the past. 

Mr. Meaper. But you did not do this one? 

Mr. Arnotp. No,sir. I did not. 

Mr. Meaper. Now, why didn’t you follow normal procedure and 
refer this to Mr. Keating for investigation ? 

Mr. Arnotp. I thought the important thing to attend to was the 
trying to adjudicate who or to assist in the trying to settle this long 
delay that Tom started his letter off with—Tom Naughten. I thought 
that was of more importance than this. 

Mr. Harpy. So the only thing you did about that was turn it over 
to Mr. Flesher ? 

Mr. Arnoxp. I turned it over to Mr. Flesher—the letter. Yes. 

Mr. Smirn. Mr. Chairman, Id like to say at this point in the record 
that this matter is under investigation now. 

Mr. Harpy. I’m glad to know it. 

Mr. Sairu. Inquiry has been sent out to Naughten to get more of 
the facts that he had in back of his mind when he made his statement. 

Mr. Harpy. I’m glad to know that. Actually, this is not the first 
conflict of interest situation we have run into. Reference has already 
been made to others. And in at least one case the only thing in the 
world that your people did, that your personnel did, was to inquire of 
the individual who was under suspicion. At least that’s the only rec- 
ord we can find of anything that ICA did. 

And if it isn’t lax administration, awfully poor administration in 
that area, then I don’t know what we ought to expect in a Govern- 
ment agency where you have this kind of a situation develop. 

Here we get a second one. It’s very similar to the Hill situation. 

Mr. Smiru. This inquiry isn’t to the individual named. 

Mr. Harpy. I understand. I’m awfully glad you're finally going 
into an area where you might get factual and reasonably accurate 
information. But you certainly couldn’t get it the way Mr. Keating 
proceeded on the other one. 

Mr. Brownson. Mr. Chairman, when did they turn this matter 
over to Mr. Keating—do you know, Mr. Smith—for investigation ? 

Mr. Smirn. Mr. Keating is right here. 

Mr. Brownson. You said the McNamara case was now under in- 
vestigation. I wonder when it was placed under investigation. 

Mr. Harpy. Mr. Keating, you have already been sworn, I believe? 

Mr. Keating. Before, I have. 

Mr. Harpy. That’s fair enough. We’re still on the same subject. 

Mr. Keatine. Right. 

Mr. Harpy. Can you tell the committee when and why you started 
to inquire into this possible conflict of interest ? 

Mr. Kratine. Yes. Mr. Walt Woods of your staff called my at- 
tention to this statement by Mr. Naughten the day before yesterday, 
and I wrote Tom Naughten a letter and asked him to give me more 
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information on it. It’s not conflict of interest; as I would interpret 
Mr. Naughten’s intent, it would be under the same manual order 
which governs personal conduct and employee ethics. But there 
would be no—I’m assuming that what Tom meant was that McNamara 
may possibly have sought employment with General Murrow prior 
to his leaving ICA and that’s why I’m asking Mr. Naughten. 

Mr. Harpy. In any event, you’re making some inquiries now as a 
result of a request which this subcommittee made to you? 

Mr. Keartine. That is correct. 

Mr. Harpy. As a matter of fact, I think, Mr. Smith, that your 
people hadn’t even taken the trouble to find out that Mr. McNamara 
is employed by an affiliate of Transportation Consultants, Inc. 

Mr. Keratine. Yes, we have made that inquiry, Mr. Hardy. 

Mr. Harpy. Oh, you did know that? 

Mr. Keatina. Yes. 

Mr. Harpy. I’m glad to be corrected. When did you find that 
out ¢ 

Mr. Keatine. After Mr. Woods called my attention to it. 

Mr. Harpy. But you had not inquired into it until the subcommit- 
tee staff brought it to your attention. 

Mr. Keatine. We do not make an investigation of ex-employees 
per se. 

Mr. Harpy. Oh, I understand that. 

Mr. Brownson. What bothers me is the rigid compartmentalization 
of the agency. We have here a witness in high position in the agency 
who says that he just took it for granted that in all probability that 
if there was anything seriously wrong in this matter of conflict of 
interest, Mr. Naughten would have written a letter about that to some 
of his acquaintances over on the security side of the agency and that 
he had all he could do without paying any attention to that paragraph 
in Mr. Naughten’s letter. Is'the agency compartmentalized to a 
point where it takes an investigator from a congressional committee 
to get information from one compartment in the agency to the other? 

Mr. Arnon. No. 

Mr. Brownson. From your testimony it would certainly seem to 
be that way. In other words, you're supervising the contract divi- 
sion, but you don’t supervise the investigative division, so when 
you get a clear allegation here in which Mr. Naughten, who, if I 
remember correctly, has an FBI background, and who was formerly 
in your compliance division—makes a very serious charge, you sa 
you gave the first few paragraphs of the letter priority attention. Well, 
certainly it wouldn’t have held anything up to make a copy of the 
letter and had the two matters gone into at once, would it ? 

Mr. ARNOLD. I didn’t consider this any criminal offense, Mr. Con- 
gressman. 

Mr. Brownson. How did you know? 

Mr. Arno. I don’t. 

Mr. Brownson. Mr. Naughten says very clearly here: “This if true 
suggests a possible conflict of interest situation.” Now, that’s clear, 
simple, basic English. And without an investigation you can’t tell 
and I can’t tell. Nothing may ever come of this thing at all, and he 
may be the most innocent individual in the world. I’m not saying he 
isn’t. But here, coming from one of your mission directors, is a 
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very clear indication that in his opinion—and he was on the scene— 
there were some indications of conflict of interest. And yet the thing 
gets bogged down in interdepartmental communications to the point 
where one department and one side of the department doesn’t even 
communicate with the other side to have this matter investigated. 

That’s all. I just wanted to comment on my concern that com- 
partmentalization of the agency was such that this type of thing 
could happen. 

Mr. Harpy. I think it’s a very valid observation. 

Mr. Reuss ? 

Mr. Reuss. Mr. Chairman, Id like to ask a question at this point. 

Mr. Smith, you filed with us a few minutes ago the ICA manual 
on conflicts of interest in private business activ ities of ICA employees. 
I notice on page 2 under the section entitled, “Prohibited Private 
Activities of ICA Employees,” paragraph No. 1 reads as follows: 

No ICA employee, for 2 years after termination of his employment with ICA, 
shall represent any nongovernmental interest in any manner whatsoever in- 
volving any subject matter directly connected with which he was so employed or 
performed duty, in which the United States is interested, directly or indirectly, 
whether as a party, as an enforcement agent, or otherwise. No ICA employee 
shall transact business with a former ICA employee whom he knows to be 
violating this rule. 

Now, leaving the case of Mr. McNamara, on which admittedly all 
we have is this allegation by Mr. Naughten, and referring, however, 
to Larsen and Hill, if I understand the situation right, they worked 
for ICA as employees in the field of road contracts in general and 
then went to work for Sverdrup & Parcel. 

Mr. Harpy. Hill did, Larsen did not. 

Mr. Reuss. Only Hill went to work for Sverdrup & Parcel and has 
apparently been negotiating with ICA on the same matter of the 
Thai Road that was involved. Is that incorrect # 

Mr. Smiru. I don’t think that’s a correct statement of the case. 
There is a gentleman here from the contractor who could speak to 
this. Is that correct? 

Mr. Reuss. I didn’t mean 

Mr. Leo. Totally incorrect. 

Mr. Reuss. Then let me just ask this question in view of the fact 
that it has been stated that there is no truth to it. If he were doing 
this negotiation, it would clearly be a violation of that conflict-of- 
interest language which I have just read, would it not? 

Mr. Smrru. Without any question. 

Mr. Reuss. Fine. 

Mr. Smiru. In reading this document this morning, I asked very 
much the same question that you did. I also raised the question 
about what happens when an employee of a Government agency seeks 
employment from a contractor of the United States Government 
while he is still on the payroll of the Federal Government—if there 
is any requirement in our regulations here which would oblige both 
the individual concerned and the contractor to report to the agency 
that this individual is seeking a change in his employment. 

I understand that that’s not one of our regulations. 

After looking at this thing rather briefly, I’m beginning to think 
we must have that kind of a regulation i in here. 
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Mr. Harpy. Well, I don’t know whether that is a necessary thing 
or not. Certainly the committee is not at the moment making that 
suggestion. However, when a contractor and an employee of ICA 
have pretty extensive negotiations looking toward a possible affilia- 
tion, with the ICA employee going over to the contractor at some 
subsequent date, it certainly opens up the possibility of profit by 
improper actions. 

Now, whether it ever happens is another question, but it certainly 
brings into question the possibility of favoritism if that employee is 
in a position to favor the contractor. 

Mr. Reuss. Offhand, and before I leave the subject, as I read this 
regulation that I have just read, that sounds to me like a pretty 
sensible, well-drafted, and clear regulation, and it does have an en- 
forcement provision because it says no ICA employee can transact 
any business with a former ICA employee who is serving a different 
master. 

I would say that, irrespective of its application to what we are 
considering, which will develop later, this sounds like a good ethical 
requirement. 

Mr. Smiru. A good regulation. 

Mr. Meaper. Would the gentleman yield to me at that point? 

Mr. Reuss. Yes. 

Mr. Meaper. Admiral Smith, you—— 

Mr. Smirn. You have promoted me, Mr. Meader. I’m not an 
admiral. 

Mr. Meaper. You’re not? Excuse me. 

You may not know this, but you might have counsel here who 
could answer this question. I believe that the substance of the pas- 
sage from your regulations just quoted by Mr. Reuss is the law, 
essentially the same wording as the law, which prohibits a person to 
leave a department and then turn around and practice before that 
department. Are you familiar with that? Are those essentially 
the terms of a statute, a criminal statute? 

Mr. Smiru. Well, it’s a rather standard piece of language I have 
heard many times before. Maybe counsel here could tell us. 

Mr. Grant. I think the statute, Mr. Meader, refers to claims— 
claims against the Government. This regulation does not concern 
itself with that. It’s really unnecessary for ICA to issue regulations 
which simply repeat the statute. We're all subject to that statute. 
But this is something different. 

Mr. Situ. This is broader. 

Mr. Grant. This is broader. 

Mr. Reuss. This goes further. 

Mr. Grant. That’s right. 

(In accordance with Mr. Meader’s request to the chairman, on 
p. 725, the following excerpt is included from the International Co- 
operation Administration Manual, Order No. 460.3, subject : Conflicts 
of Interests and Private Business Activities of ICA Employees, sec. 
IIT, par. 2 (c) :) 

e. 18 United States Code, § 284, prohibits former employees, within two years 
after their employment ceases, from prosecuting, or acting as counsel, attorney, 
or agent for prosecuting, any claims against the United States involving any 
subject matter directly connected with which such person was employed or per- 
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formed duty. The Attorney General, in his memorandum to all United States 
Attorney, No. 40, of August 27, 1953, has interpreted this statute as follows: 

“* * * the statute prohibits any former employee * * * from representing 
any nongovernmental interest in any matter whatsoever, ‘involving any subject 
matter directly connected with which such person was so employed or performed 
duty,’ in which the United States is interested, directly or indirectly, whether 
as a party, as an enforcement agent, or otherwise.” 

In addition, the Attorney General stated in this Memorandum No. 40, that: 

“Manifestly it is improper, and not in the interest of good Government, for a 
public employee who has handled a matter for the Government to leave public 
service and subsequently represent the other side, just as it is improper for 
an attorney in private practice to accept employment in matters adversely 
affecting any interest of a former client with respect to which confidence has 
been reposed. This principle is self-evident as to all matters in which the 
Government has an interest, and about which the former employee acquired 
knowledge or took action in connection with his official duties. There is no 
distinction in this respect between monetary claims and nonmonetary claims, or 
between claims by moving parties and defensive ones. Such conduct should be 
considered illegal as well as unethical in all cases.” 


Mr. Harpy. Now, has this regulation ever been waived ? 

Mr. Smiru. Not to my knowledge, and I can’t see any reason for 
ever waiving it. 

Mr. Harpy. Do you know of any case? 

Mr. Arnotp. I have no knowledge of it being waived. 

Mr. Harpy. If there are no further questions on this, I want to 
proceed to the next letter. 

Off the record. 

(Discussion off the record.) 

Mr. Harpy. Back on the record. Go ahead. 

Mr. Reppan. Mr. Arnold, did you subsequently reply to Mr. 
Naughten’s letter of April 21? 

Mr. Arnoxp. I have replied to the 21st letter ; yes. 

Mr. Reppan. That is your letter of May 7 to Mr. Naughten? I 
just want to make sure you have a copy of it before you. I havea 
thermofax copy here. 

Mr. Arnop. This is it. 

Mr. Reppan. I would like to ask you quickly about that first para- 
graph where you say that it’s obvious in this case—that is, the Bang- 
kok-Saraburi Highway—“as in many others, that comparable pro- 
ee procedure is impractical.” Could you explain to the committee 

riefly why it’s impractical in this case? 

Mr. Arnotp. Well, I think we’ve delayed it several months by 
doing it that way for No. 1. Whether it can be classed under the 
category of practicability or not may be questioned. But no other 
agency of Government operates that way. We’re the only agency to 
my knowledge that operates that way. I think that there are some 
pretty standard forms in the other agencies that are better. 

Mr. Reppan. Do you know whether or not the Development Loan 
Fund operates in that way ? 


Mr. Arnotp. I don’t think the Development Loan Fund have come 
to that question head-on as yet. 


1 Such practice is clearly condemned by the Canons of Professional Ethics of the Amert- 
can Bar Association. Canon 36 provides in part: 
* . e e 


> £ e 
“A lawyer, having once held public office or having been in the public employ. should not 
after his retirement accept employment in connection with any matter which he has 
investigated or passed upon while in such office or employ.” 
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Mr. Reppan. I understood they have put out a brochure on their 
procedures. 

Mr. Arnowp. I’m not aware—— 

Mr. Reppan. I wondered if you have seen that. 

Mr. Arnotp. That they have had engineering contracts to consider. 

Mr. Smiru. I might say this in connection with your question on 
the Development Loan Fund. You have to bear in mind that thet 
of procedure you use with a loan may be totally different than with 
a grant. So I don’t think there’s going to be necessarily any com- 
parable systems used by these two. 

Mr. Reppan. I haven’t seen the Development Loan Fund proce- 
dures. I thought perhaps Mr. Arnold may have been familiar with 
them. 

Mr. Harpy. Mr. Arnold, one of the matters in your letter that has 
to me presented the most disturbing thing about it was the third 
paragraph. Your third paragraph starts out by saying, “I’m per- 
fectly willing to put the entire matter before Mr. Smith.” But then 
you say— 

Before doing so, I must have a frank expression from the mission and the 


Thai Government regarding S. & P. You now have the tabulation of bids and 
you will note that S. & P.’s fee is considerably higher than that of other firms. 


The next sentence disturbed me particularly : 


The only grounds, therefore, for using S. & P. would have to be political, and 
this, of course, will depend entirely upon the attitude of the Thai Government. 


This you will have to develop. 

I can construe that as meaning nothing but a suggestion to Mr. 
Naughten that he develop an attitude on the part of the Thai Gov- 
ernment which would insist that it be awarded to Sverdrup & Parcel 
and then you could say, “Well, this is a political decision. You can’t 
satisfy the Thai Government any other way. We will have to make 
this award.” 

Is there any other possible logical interpretation that can be placed 
on that paragraph ? 

Mr. ARNOLD. Well, I guess I come from too far north, and the way 
I use the word “develop”—and I use the word “develop” perhaps 
differently—but I construe that to mean, and I sincerely intended it 
to mean “inquire, see what the position of the Thai Government is, 
are they willing to go in, negotiate with someone else, or are they 
perfectly satisfied and want to continue with S. & P.” 

I certainly didn’t intend any interpretation like that, Mr. Hardy. 
The furtherest thing from my mind. 

Mr. Harpy. Well, I don’t see how you can get the interpretation 
you're putting on it now; how anybody who reads the English lan- 
guage can do it. 

Mr. Smith, that bothered me a little about your reply the other 
day, because you said you were advised along this same line. But 
anybody who reads that and can get the kind of interpretation Mr. 
Arnold puts on it is not reading English, 

Mr. Arnotp. Improper choice of words. 

Mr. Harpy. It’s certainly improper choice of words, and it is an 
improper aoe to a mission in the field. It’s a deliberate sug- 
gestion that he go out and instill in the Thai Government a demand 
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that ICA contract with this particular firm and then they can excuse 
it on the ground that it’s done because of political consideration. 
How in the world anybody can arrive at any other interpretation, I 
don’t know. 

And, Mr. Smith, if you can explain any other interpretation better 
than Mr. Arnold has, I'll be happy to have your explanation. 

Mr. Surrn. Mr. Chairman, let me say this: So far as I know, the 
8 months I have been in this organization, it has been clearly under- 
stood that that kind of an effort would be a totally improper one. I’m 
not making any effort whatsoever to interpret Mr. Arnold’s intentions 
when he wrote the letter because I don’t know what his intentions 
were. And he has told you 

Mr. Harpy. You can read the language of what it says. 

Mr. Smiru. If he intended what you believe the language says—— 

Mr. Harpy. Then he ought to be dismissed. 

Mr. Situ. Then he was doing something that was totally im- 
proper. But I believe Mr. Arnold, who has been in the organization 
longer than I have, knows that we don’t engage in endeavoring to in- 
fluence a foreign government to favor a particular contractor. And, 
in that belief, I believe Mr. Arnold is telling you a perfectly straight- 
forward thing when he says he did not intend to do that because that 
would have been completely a violation of the concept of our work. 

Mr. Harpy. I can’t speak to his intentions. I can’t read what’s in 
his mind. And [ shall not try to do it. But I can read the language 
he put in the letter and that’s an open invitation. And if he doesn’t 
have the capacity to select words to convey the idea that he expressed 
a moment ago, it raises in my mind serious doubt as to whether he’s 
qualified to fill the job he’s in. Either way you take it. Either he 
acted with gross impropriety in making the suggestion that the mis- 
sion director create a condition under which you would be forced to 
make a political decision, or he has a poor ability to employ the use 
of words. I don’t know which it is, but it’s one or the other, and it 
can’t be anything in between. 

Mr. Reppan. Mr. Arnold, do you know of any political ground ex- 
isting at the present time for the awarding of this contract to S. & P.? 

Mr. Arnotp. No, sir. 

Mr. Reppan. Well, then, your suggestion or your statement to Mr. 
Naughten that political grounds would be the only basis on which the 
award could be made seems to anticipate the development of political 
ground, does it not, if none exists at the present time # 

Mr. Harpy. The sentence, the statement, is here. It’s “up to you to 
develop it.” “This you will have to develop.” I don’t know what 
you meant. That’s what you said. 

Mr. Reppan. Now, in your next paragraph you say: “As you say, 
it’s a little late now to rectify the situation.” What situation were 
you referring to? 

Mr. Arnotp. Mr. Naughten’s letter of she 21st in whien he said it 
should have been amended—the contract with S. & P. should have 
been amended 1 year ago. 

Mr. Reppan. And awarded toS. & P.? 

Mr. Arnorp. Yes, sir. 

Mr. Reppan. And that is the situation that you say is a little late to 
rectify at this point? 
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Mr. Arnotp. We have decided that—it was decided some months 
ago to send out for other proposals. 

Mr. Reppan. Yes. But you say, “We will do what we can’”—that 
is, to rectify this situation— 


upon receipt of further information from you. 

Needless to say, we agree with you that the practical procedure would have 
been to amend the 8. & P. contract. 

Now, what information did you expect to receive from Mr. Naugh- 
ten which would give you some basis to try to rectify this situation 
and give this contract to S. & P.? 

Mr. Arnop. I would have presumed that he would have talked to 
the Embassy perhaps. 

Mr. Reppan. Which Embassy ? 

Mr. Arnotp. The Thai Embassy. The American Embassy first 
and through them through the Government. I don’t know how they 
do it. I’m not in that—that phase of operations. But I would have 
presumed that he would have found out what their wishes were, if 
they had any strong desires one way or the other of us financing 
S. & P. or us financing somebody else. They’d been there a long 
time. I think the Thai Government is perfectly satisfied with the 
work S. & P. have done. I have seen no indication that they are not. 

Mr. Meaper. Mr. Chairman, could I interrupt at this point? Mr. 
Arnold, I'd like to refer again to that paragraph which I guess every- 
body agrees was perhaps—never should have been written. But I 
didn’t quite get the reply that you made and I wonder if the reporter 
could go back to that point where you answered Mr. Hardy’s ques- 
tion.. It started out, as I gathered, where you said you were a little 
too far north. 

Mr. Arnotp. No, no. Too far advanced. Did I say that in the 
letter here ? 

Mr. Meaper. I think that is what you said. You started out your 
reply to Mr. Hardy’s question, “I’m a little bit too far north.” 

Mr. Arnotp. Oh. My Yankee accent maybe or my Yankee dia- 
lect. 

Mr. Meaper. I’m kind of far north myself but I just didn’t know 
what the significance of that had to do with your attempting to reply 
to Mr. Hardy’s question—why you recommended they find political 
grounds to give this. What did you mean by that? Or did I hear 
you wrong? 

Mr. Arnorp. No, that’s what I said. 

Mr. Mraper. It doesn’t have any meaning? 

Mr. Arnotp. No,sir. I’m from way up in New England. 

Mr. Meaper. Like that paragraph in your letter, it would have 
been better if you hadn’t said it? 

Now, here’s another thing. I believe we ought to clear this up 
just because of a word, and that word is “political.” Now, that may 
have different meanings. There may be such a thing as political 
party or a political influence. We have heard that. And then there 
may be matters of policy. There could be grounds of policy. I 
think perhaps we owe it to you to do what we can with that language 
to let you put the interpretation on the word “political” that you 
intended at the time you wrote the letter. 
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Mr. Arnoup. Well, I would say this, Mr. Meader. Any recom- 
mendations or any suggestions that the Embassy made would prob- 
ably be—because they were satisfied with the work. It wou!d be 
something that was good for the Thai Government I would presume. 
They were—they were party to thiscontract before. It’s—that would 
be a political aspect of this thing. It wouldn’t necessarily be a tech- 
nical aspect of the thing. 

Mr. Meavrr. Now, let me see if I get this business plain as it can 
be. I gathered from Mr. Naughten’s letter that he wanted this con- 
tract to go to Sverdrup & Parcel. Did you gather that from his 
letter ? 

Mr. Arnoxp. I did. 


Mr. Meaper. And I gather from your reply of May 7 and particu- 
larly the paragraph that we have been talking about that you would 
kind of like to have Naughten have what he wanted but it was im- 
possible under the circumstances except if you could get some politi- 
cal grounds or grounds of policy rather than grounds of good business 
upon which to award it to Sverdrup & Parcel rather than to one of 
the other engineering firms. Is that correct ? 

Mr. Arnotp. I agreed with Mr. Naughten’s thought that if this 
had been extended a year ago I think it would have been better than 
to have wasted the time and sent for comparable proposals. That’s 
what I agreed with Mr. Naughten. Yes,sir. Does that answer your 
question ? 

Mr. Meaper. Well, now, but I gather you were trying to give some 
results to Mr. Naughten. He wanted Sverdrup & Parcel to have this 
contract and used some pretty blunt language on what he thought 
about ICA/Washington’s handling of the matter. And I gather 
from the tone of your reply that you’d like to do something along the 
line of what Mr. Naughten wanted you to do. Is that correct? 

Mr. Arnowp. I thought that we had gone too far, in asking for 
comparable proposals, at this late date to do the thing he wanted done 
one yearago. ‘That was my intent. 

Mr. Meaper. Yes. You might have felt some of the things had 
been mishandled in the past and agreed with him about that, but it 
seems to me you also were trying to help Mr. Naughten get what he 
wanted and you were making a suggestion, now, the only avenue you 
knew of by which he could accomplish his objective. Isn’t that a 
fair characterization of the purpose and tone of your letter? 

Mr. Arnotp. No, I don’t think so, Mr. Meader. I wasn’t trying at 
any time to get Mr. Naughten’s views of a year ago processed. 

Mr. Meaper. No, I’m not speaking about—let’s forget the past. 

Mr. Arnotp. All right. 

Mr. Meaper. I don’t see that you say—well, you imply that things 
ought to have been handled differently in the past. But, forgetting 
the past, Naughten still thought that Sverdrup & Parcel ought to 
have this contract, and, it seems to me, you in your letter sought to 
tell him how they could get it—namely, if this could be put not on 
a basis of businesslike procedures in awarding contracts, but because 
of some overriding consideration of policy—let’s not use the word 
“nolitical”—that then, with strong representations from the Thai 
Government, ICA/Washington would go along with the recommen- 
dations of the Thai Government and USOM/Thailand. Isn’t that 
essentially what you’re suggesting to him ? 
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Mr. Arnotp. I could see how you could very readily and easily in- 
terpret my letter that way, but that was not my intention. 

Mr. Meaper. Well, it’s very difficult for me to get any other intent 
from the paragraph of the letter that we have read there. 

Let me read that again: 


I’m perfectly willing to put the entire matter before Mr. Smith. But before 
doing so I must have a frank expression from the mission and the Thai Govern- 
ment in regard to S. & P. You now have the tabulation of bids and you will 
note that S. & P.’s fee is considerably higher than that of other firms. The 
only grounds, therefore, for using 8. & P. would have to be political, and this, 
of course, will depend entirely upon’ the attitude of the Thai Government 


This yuu will have to develop. 

Now, if that doesn’t suggest to Mr. Naughten that if he wants 
S. & P. bad enough under the present circumstances the only thing 
that he can do is go to the Thai Government and have this decision 
removed from the level upon which you have been considering it 
to a level of policy. And in that event Mr. Naughten’s objective of 
awarding this contract to Sverdrup & Parcel could be accomplished. 

Now, isn’t that a fair interpretation of that letter? 

Mr. Arnowp. I think it could be interpreted that way. I know 
Mr. Naughten didn’t interpret it that way. 

Mr. Meaper. You know he did not? 

Mr. Arnowp. I don’t think he did. 

Mr. Harpy. How do you know? 

Mr. Arnotp. Well, he wasn’t influenced by one other section of 
our letter which we had stricken, Mr. Hardy, and all—I know Tom 
Naughten well enough to know that he would not put that inter- 
pretation on it. I’d gamble on that. 

Mr. Meaper. Well, what interpretation? Perhaps you said this 
and it might be repetitious, but, leaving off this business about being 


too far north, can you state again just what other intent that para- 
graph could have—— 


Mr. Arnovp. Certainly. 

Mr. Meaper. Than the one I got out of it? 

Mr. Arnotp. I intended that for Tom to inquire, to—not to direct, 
not to influence, of course not, Mr. Meader. It was merely to inquire, 
make inquiries, of how they felt about this thing. 

Mr. Meapver. By “they” who do you mean now? 

: Mr. Arnoip. The Thai Government. He’s in constant touch with 
them. 

Mr. Meaper. In other words, what I have read you intended to 
mean only that he should go and talk to the Thai Government, see 
what they thought about it? 

Mr. Arnotp. Absolutely—and period. No more than that. 

Mr. Meaper. And then, by “developing” the attitude of the Thai 
Government, he wasn’t to do anything but just go and ask them what 
did they think about it? He wasn’t to encourage them to take a 
strong position on this matter ? 

Mr. Arnoxp. Certainly not. No, sir. 

Mr. Meaper. Well, I guess I got a little clearer answer than I had 
the first time, but I must confess that if I had gotten that letter—of 


course, you may have some code when you’re dealing with Mr. Naugh- 
ten that I don’t understand. 


Mr. Arnotp. No, sir. 
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Mr. Meraper. But if I got a letter like that and I wanted to give 
this contract to Sverdrup & Parcel, I’d say, “Well, I’ve either got 
to forget about it and let nature take its course, or I’ve got to go and 
tell the Thai Government that we'd better get this on a basis of 
policy.” 

Mr. Harpy. And insist right hard. 

Mr. Meaper. Yes. Develop that attitude on the part of the Thai 
Government. That’s what I would have—I couldn’t have misunder- 
stood it I don’t believe—unless you let me in on that code. 

Mr. Arnoxtp. No, sir, we have no code in ICA to my knowledge. 

Mr. Harpy. I have just one other point on this that I wanted to 
discuss. 

We've been talking about the desirability of having made this 
decision a year earlier. Can you tell the committee when the Thai 
Government approved that project ? 

Mr. Arnotp. I can’t without looking back in the file, Mr. Hardy. 

Mr. Harpy. Can you tell the committee whether as of this date 
they have approved the project ? 

Mr. Arnotp. No, I can’t tell you that. 

Mr. Harpy. So we’re talking about making an award on a pro- 
posed project that hasn’t even been sold to the Thai Government 
yet? Isthat correct ? 

Mr. Arnorp. Mr. Hardy, I think the history will prove that that 
was started immediately after some pretty tough times over in Thai- 
land and I think it w ill prove—the history will prove that we moved 
in there fast and asked them what they wanted to do and told them 
we would do it. And I think that there was in those times in Thai- 
land, as there was in some other countries, some confusion—— 

Mr. Harpy. I think there are documents in the record which will 
indicate that as of a year ago there was uncertainty on the part of the 
Thai Government as to whether they preferred this project to some 
other, and so I am a little bit concerned that we are spending so 
much time trying to develop a question of awarding a contract on 
a project that was still in doubt as far as the Thai Government is 
concerned during the period when we were exercising a lot of concern 
about who’s going to get the contract. The Thai Government still 
hadn’t decided that they wanted to go ahead with it, and I think the 
record will bear that out. 

Here’s a letter. It goes back to January 1956. An employee of 
ICA was addressing a communication to the Thai Government urging 
them on the desir: ability of this road. 

Mr. Smirn. What’s the date of that letter, Mr. Chairman? 

Mr. Harpy. January 19, 1956. 

Mr. Smiru. 1956? 

Mr. Harpy. Yes. I said I’m going back to a letter dated January 
26, 1956, to the Deputy Director -General of the Royal Thai Highway 
Department i in Bangkok from Mr. Thomas R. Hill, Public W orks and 
Industry Officer, USOM, Thailand, which, without objection, I shall 
introduce into the record at this point. 
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(The letter follows:) 


JANUARY 26, 1956. 
NAI MONGKOL NAOCHARMIEN, 


Deputy Director-General, Royal Thai Highway Department, 
Bangkok. 


DrearR NAI MonGKort: As you know, the existing Bangkok-Saraburi High- 
way is very narrow and in need of resurfacing for the major portion of its entire 
length. Furthermore, with the construction and impending completion of the 
modern-type Northeast Highway, the Bangkok-Saraburi will be obsolete and 
totally inadequate as an access road from Bangkok to this new highway. It is 
quite obvious that steps must be taken to widen and resurface this highway 
in the near future in order to derive maximum economic benefits from the North- 
east Highway. 

It is our recommendation that a project for the rehabilitation of the Bangkok- 
Saraburi Highway be included in the 1957 program. In order to assure that we 
have the necessary engineering data and preliminary plans and specifications 
for the proper presentation and justification of such a project, we further rec- 
ommend that Sverdrup & Parcel be retained to conduct a survey and prepare 
a report on the feasibility of such a project. It is conservatively estimated that 
such a survey, including submission of a final report thereon, will cost approxi- 
mately $30,000. 

Your concurrence in this matter at your earliest convenience will be appre- 
ciated. 

Very truly yours, 
Tuomas R. Hm, 
Public Works and Industry Officer. 


Vil bring it on up a little closer. I think 1 can bring it up to within 
a few months. And a decision still hasn’t been made. And I'll bet 
you there isn’t anybody in here that can confirm that a decision has 
been made as of now, definitely, that this a project which should be 
done. 

.Can you, Mr. Saccio? 

Mr. Saccro. As I understand, Mr. Hardy, there was program ap- 
proval of this in 1957—excuse me. I’m rather new to this. 

Mr. Harpy. You're not certain about that ? 

Mr. Saccro. There was agreement signed between the Government 
of Thailand and the United States Government, and I think you 
have the papers here, in June of 1957. 

Mr. Harpy. June of 1957? 

Mr. Saccio. Where the project itself was approved by both Gov- 
ernments. And since then we’re just trying to ee it. 

Mr. Harpy. This particular road from Bangkok to Saraburi? 

Mr. Saccio. That’s right. 

Mr. Harpy. The official approval by the Thai Government as of 
June of 1957? 

Mr. Saccro. That is my understanding, sir. 

Mr. Harpy. So if we t talk about a year ago we might just be barely 
getting under the w ire? 

Mr. Saccro. Well—— 

Mr. Harpy. Because we shouldn’t be negotiating an engineering 
contract with respect to a road 

Mr. Saccro. I’m sorry. I thought the only issue was whether the 
Government had asked for this and whether it had requested the build- 
ing of the road. 

Mr. Harpy. No, the point I was trying to develop was the fact we 
were spending an awful lot of time concerning ourselves with an 
engineering contract on a section of road that the Thai Government 
itself had not even approved as a project. 
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Mr. Smrrn. As of a year ago. 

Mr. Saccio. I see. 

Mr. Harpy. I’m talking about the time we were doing a tremendous 
amount of work actually trying to sell the Thai Government on the 
desirability of building this road. And if anybody can read this let- 
ter of January 26, 1956, in any other light, I don’t know how they can 
do it. 

But the point I was trying to bring out is that this question of set- 
tling on an engineering contractor and of making a negotiated con- 
tract with Sverdrup & Parcel—and I’m not disparaging their ability 
or the desirability of it at all. I’m trying to develop the facts as they 
occurred. But, actually, we were in the process of arguing about 
waiving some of these requirements before this project had even been 
approved by the Thai Government. That was the point that I was 
trying to bring out. I’m not prepared to say what the dates were. 

Mr. Reppan. One other question with respect to this third para- 
graph of your letter of May 7, Mr. Arnold. I would like to see if this 
is a correct interpretation: That if the Thai Government demanded 
it—perhaps that’s strong—requested strongly that S. & P. be given 
this contract, would that be the political grounds necessary to award 
the contract to S. & P.? Would that be the political grounds you're 
referring to there? 

Mr. Arnoxp. I would think so. 

Mr. Somiru. Now, wait a minute. If that were the case, that would 
be a factor that would be considered. But don’t forget what is said 
in here—that there was a lower bidder. 

Mr. Reppan. Yes. 

Mr. Smirn. And the interest of the Thai Government in selecting a 
contractor who was not the low bidder would be considered by us, but 
this doesn’t mean that we’re going to go ahead and award the con- 
tract according to their preference. 

I think this letter is quite clear where it says that this decision 
could be taken to me but points out in the letter that there is a low bid- 
der, and if the decision is given to me it’s going to go to the low bidder, 
all other factors being equal. 

Mr. Harpy. Nobody was recommending the award be made to the 
low bidder, Mr. Smith. [CA/Washington recommended that 

Mr. Smiru. Well, I’m quoting from the 

Mr. Harpy. Yes, but the fact is that the recommendation of ICA/ 
Washington was not the low bidder—not by a whole lot. 

Mr. Suir. Well, this letter is written the other way around. It 
says, “You now have the tabulation of bids and you will note S. & P.’s 
fee is considerably higher.” 

Mr. Harpy. That’s right. The point I was trying to make is that 
the award in neither case was proposed to be made to the low bidder. 
There may have been perfect justification for that; I'm not entering 
into that point. But when we get back to this question of basing the 
decision on political considerations, I’m concerned as to where that 
decision would have been made. If the Thai Government insisted 
that it be given to Sverdrup & Parcel, who would have made the 
decision ? 

Mr. Smrru. What I said a minute ago was the mere fact that the 
Thai Government says it wants the contract given to one particular 
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contractor and that fact is brought in to my office doesn’t mean that 
I’m going to award the contract to the individual selected by the 
Thai Government. 

Mr. Harpy. I understand that, but the point I was trying to get 
clear on was if an award was made on the basis of political factors 
would you make that decision or would the State Department make it ? 

Mr. Smrru. I would have to be told that there are overruling po- 
litical reasons for giving up our normal criteria for awards of con- 
tracts, 

Mr. Harpy. So that in this case Mr. Naughten would have had to 
develop a demand on the part of the Thai Government for Sverdrup 
& Parcel, or for a particular contractor. Maybe it is unfortunate we 
are using names, but it just happens to be that one. Mr. Naughten 
would have had to develop an attitude on the part of the Thai Gov- 
ernment demanding this, and then presumably he would have reported 
that back to Mr. Arnold and he couldn’t have made the decision with- 
out coming to you, could he? 

Mr. Sairu. I don’t like the way you put the question. The way 
yousay Mr. Naughten would have had to develop it. 

Mr. Harpy. I’m sorry that you don’t like it, but that is the way I 
still interpret Mr. Arnold’s letter. 

Mr. Smirn. That is a perfectly reasonable interpretation, but I 
think we ought to drop that word in this discussion. 

Mr. Harpy. Well, actually the key to what I was trying to under- 
stand is, it seems rather clear to me that under the procedure set up 
or under the proposal contained in Mr. Arnold’s letter in issuing di- 
rectives way up in the policy field, making political recommenda- 
tions and doing in effect what is political negotiation with foreign 
governments, 1’m not at all sure that they’re not way out of their 
logical bailiwick. 

Mr. Smiru. That is beyond their scope of authority. There is no 
question about that. 

Mr. Harpy. But some of them feel like they’re more powerful than 
ambassadors. Whether that is the case with Mr. Naughten I’m not 
sure, but I have seen them. And Mr. Naughten may feel that way 
too, as far as I know, judging by the tenor of the correspondence. 

Mr. Smiru. That is not a fact. 

Mr. Harpy. Of course, right at the moment Mr. Bishop, Ambassa- 
dor Bishop, is no longer there. I don’t know who is tiling in. 

Mr. Smiru. Well, there’s absolutely no question in anyone's mind 
about the relative seniority of the ambassador and the ICA director 
in any countries. 

Mr. Meaper. Mr. Chairman, before you leave that point, I’m not 
thoroughly sure I understood Mr. Smith’s reply to this question of 
where the decision would come from on a political ground, or the 
ground of policy. I would rather use the word “policy.” 

Is that a decision which can be made by ICA/Washington, 
USOM/Thailand, and the Thai Government, without being partici- 
pated in in anyway by the Department of State, or by the diplomatic 
mission in Thailand ? 

Mr. Smiru. No. 

Mr. Meaper. Or when there is a decision upon a political or policy 
basis or level, of necessity must the State Department and the em- 
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bassy be the last word in the decision on that level, or do they par- 
ticipate with ICA/Washington and USOM, or just ‘who makes these 
decisions on the political level ? 

Mr. Smiru. The political decision is a function of the Department 
of State. They will advise us, the ICA, that for political reasons 
they do not believe that we should carry out our normal procedures, 
or whatever it happens to be. And we accept their judgment in that 
case. They come in and give us a document stating that for over- 
riding political reasons we believe this should be done in such and 
such a fashion. 

Mr. Harpy. They wouldn’t know anything about it until you peo- 
ple reported it to them. 

Mr. Arnotp. Oh, yes. 

Mr. Smiru. Yes, they would. They would know the political rea- 
sons earlier than we would. 

Mr. Harpy. With respect to this type of a situation. 

Mr. SmirxH. With respect to the award of a contract ? 

Mr. Harpy. How would they be aware of any very serious desire 
on the part of a host country for the selection of a particular contract, 
when all of their dealings about this have been with the ICA? How 
would State be advised of it ? 

Mr. Smiru. Normally there are no political considerations in con- 
nection with the giving of these contracts. I would assume where a 
foreign government had some special political reason for awarding 
a contract to one particular contractor, that they would not neces- 
sarily go directly to ICA and give this reason, but they would stay in 
the political channel, which is from the foreign government over to 
the ambassador. They would use that political channel of commu- 
nication and not the so-called technical channel, which might be 
between the Minister of Public Works and the ICA. 

Mr. Harpy. Actually, Mr. Smith, haven’t our mission directors 
assumed an attitude, and I don’t say that to suggest any impropriety, 
but haven’t they taken on all of the aspects of something that is more 
than technical in dealing with foreign governments? Haven’t they 
taken on an atmosphere of diplomats? Some of them that I have 
seen, by jingo, would ride around in bigger cars, and carry more pomp 
than the ambassador does. 

Mr. Meaper. And have larger representation. 

Mr. Harpy. They sure do, and have more money to spend, and make 
a bigger splurge and a bigger show in the host countries than the 
embassy people do. 

Mr. Smrrx. Then you are talking about something that is coming 
out of the individual as such. 

Mr. Harpy. That is right. 

Mr. Smiru. But certainly not out of the concept of the relationship 
of the ICA director to the ambassador. 

Mr. Harpy. That is what I am trying to get you to talk about. If 
I can get you to talk about what actually happens rather than the 
theory ‘behind it, m: aybe we can get somewhere. 

Mr. Suir. Maybe I haven’t seen enough of what actually happens. 

Mr. Harpy. I think I understand the theory and I don’t find myself 
in too much disagreement with it, but if that theory is being carried 
on in the field generally then I am ‘totally misled. I don’t believe it is. 











FOREIGN-AID CONSTRUCTION PROJECTS 721 


Mr. Meaper. Mr. Chairman, I don’t want to take up too much time 
on this: but, Mr. Smith, it happens to be a subject I have been interested 
in over a long period of time. I happened to be 1 of the 2 on this 
Government Operations Committee that opposed Reorganization 
Plans 7 and 8, which gave autonomy to the Foreign Operations Ad- 
ministration completely outside the State Department, and also the 
United States Information Agency. I made it my business on some of 
our foreign inquiries to talk with personnel in the field on this very 
subject. It seems to me that this point of decisions on a policy level has 
raised in practice the application of the principle of separation in a 
way that demonstrates the soundness or unsoundness of this isolation 
of the aid function from our other relationships with foreign govern- 
ments. ‘That is why this question seems to me to be extremely impor- 
tant. 

I can understand where a decision as to undertaking a program in 
a country, the amount of money we are going to spend, the level of 
defense support, can be based upon considerations of policy, because 
if they say this is a very vital piece of real estate and we cannot let it 
fall, then regardless of the soundness of the expenditures or whether 
the economy can even absorb what we are willing to give, we have, we 
think, as a matter of high policy, to spend United States dollars to this 
extent in that country to keep it from going under. I understand that 
to be a decision of policy, and I presume that the State Department 
either here in Washington or in their embassies abroad makes decisions 
on that level and influences the amount of money which is included 
in the mutual assistance bills that are presented to Congress. 

However, where we talk about undertaking a particular stretch of 
road, or whether, having made that decision, we talk about who should 
be employed to do the engineering work on it, and who should be em- 
ployed to do the actual construction, and we say that that in turn is 
a matter of policy, then I think we are talking about a different kind 
of thing. 

I cam! wondering in this case specifically, when the question of a 
strong protest of the Thai Government, or a strong expression of their 
desire that a particular engineering firm be employed, its referred to 
as a decision of policy, just how far does this matter of policy go, and 
where does the responsibility for making a decision on that level 
rest? Is it with the ICA, I mean, on this level of what engineering 
firm is employed? Is it with the ICA exclusively in Washington 
and the USOM/Thailand? Is it with the State Department and their 
mission in Thailand, or is it with a combination of all four of them? 
Where do we get? Where is the responsibility for making an ulti- 
mate decision that is characterized as a policy decision when you are 
talking only about awarding an engineering contract ? 

Mr. Smirn. Well, I don’t think if you were talking about only 
awarding an engineering contract you would be involved in a policy 
matter. I assume that the kind of thing that was in the background 
here was the speed with which this project went ahead. If we had 
gone—let’s leave this particular country and go to some other country 
so we will not be embroiled in this particular argument. But in 
a country where the Department of State felt for policy reasons we 
should, let us say, start laying a road in a hurry, they might ask us to 
abandon some of our normal procedures in order to get that work 
started ina hurry. 
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This is not a policy decision on their part as to some particular con- 

tract. It is a policy decision that our relationship with the other 
Government is such that we should start a feasible construction project 
right away, and therefore they ask us to short circuit some of our 
normal requirements and get the work underway. 
. The technical decision that we would be making contrary to that 
is that we can’t get the work started for 6 months because we want to 
put out these proposals or bids, whatever they happen to be, and go 
through our normal procedures, and I yield to the Department of 
State when they come in to me and say, “In our best judgment the 
relationship between country X and the United States, and possibly 
vis-a-vis the Communists, or something like that, is such that we have 
got to get a job underway or completed in a hurry.” 

Then we have to take the risk of doing it a little quicker and doing 
things that require waivers, which I give from time to time, and then 
come up here and appear before you gentlemen and explain why we 
did something that, looking back at it 2 years later, obviously got 
us into trouble, because we were hurrying too much. 

We try to do those things in a hurry at the request of the State 
Department, and still do them well, but obviously, when you hurry 
these big construction jobs in the initial stages, you almost invariably 
run into trouble. 

Mr. Meaper. [ am glad you mentioned that clearly as being an exam- 
ple of something that occurred somewhere else, because it does not 
have a great deal of resemblance to the case before us. This was not 
that kind of a case, apparently. This got into some kind of a bogged- 
down operation under your normal procedures, and apparently it was 
suggested one way to get out of it was to go to this policy-level deci- 
sion. That’s where I get back to my question of who has the right to 
make that policy decision. 

I see no evidence in our records so far that the State Department 
or the mission in Thailand, that is, the diplomatic mission in Thai- 
land, interested themselves in the slightest way in this particular prob- 
lem of awarding an engineering contract. 

Mr. Harpy. As a matter of fact, to take your story, I don’t think we 
have any evidence that the Thai Government was especially concerned 
about pushing this thing along. 

Mr. Smiru. In that case then there is no policy or political reason 
for waiving our normal process of doing business and that, | presume— 
that is the question that I would ask Mr. Naughten. 

Mr. Harpy. I believe the evidence in this case would be that the 
Thai Government has actually been slowing this process down instead 
of hurrying it. As I have been through the data which we have, there 
have been a lot of other people trying to push it, but there has been 
very little evidence that the Thais have been extremely concerned 
about it. Apparently what concern they did have was stimulated 
either by us or by our contractor representatives, or the mission people. 

Mr. Reppan. Mr. Smith, do I understand you to say then if there 
were political reasons for awarding this contract to any particular firm 
the State Department would tell you about that? 

Mr. Smirn. That is correct. 

Mr. Reppan. The State Department would come to you with that 
information ¢ 
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Mr. Smiru. That is correct. 

Mr. Reppan. Yet I understand from Mr. Arnold that he was sug- 
gesting to Mr. Naughten that he go out and find out whether or not 
there was any political situation which would permit them to work. 
Is that right ¢ 

Mr. Smiru. Now you are right back to the question of what this last 
sentence means. 

_ Mr. Harpy. That is putting on that last sentence Mr. Arnold’s 
interpretation. 

Mr. Reppan. Yes. Iam taking Mr. Arnold’s interpretation. 

Mr. Harpy. He is not taking my interpretation. 

Mr. Reppan. No, Even taking Mr. Arnold’s interpretation, he is 
asking Mr. Naughten to go out and see if there are any political 
factors here involved that would permit the award to S. & P. 

Mr. Smiru. If 1 were in Mr. Naughten’s shoes under the cireum- 
stances I would go down to the ambassador and say, “In this situation 
are there any special political reasons why we should do anything 
other than what we are planning to do?” 

Mr. Harpy. Do you have any reason to believe that is the way your 
mission directors operate on this kind of a case? Wouldn’t they go 
directly to the Thai Government, or send their question there? 

Mr. Smiru. I think it depends a good deal on the individual and 
how long he has been there, and what his relationship is with the 
ambassador and the foreign government people involved. Obviously, 
when people have been working on a job a certain length of time, 
they begin shortcutting to some extent. 

Mr. Harpy. Of course. 

Mr. Smirn. However, I would not take a statement from our people 
alone, the ICA people, that there were political reasons for violating 
our normal process. This would have to come to me over a State 
Department signature without any question. 

Mr. Reppan. If Mr. Naughten found out or wrote back to Mr. 
Arnold that the Thai Government did want Sverdrup & Parcel, then 
Mr. Arnold would bring that information to you? I understand that 
is your testimony. That is the normal procedure. He would bring it 
to you and you would in turn take the question up with the Department 
of State? 

Mr. Smrrn. This would be an unusual way for it to come to me. 

Mr. Reppan. Yes. 

Mr. Smiru. Normally it would come around, as I say—a policy 
decision and a political type of thing would come to me through the 
State Department channels and not what I call technical channels. 

Mr. Harpy. Have you ever had any such decision come around to 
you with respect to the award of a contract ? 

Mr. Smirn. I have been asked, I think in 1 or 2 cases, to waive 
certain normal procedures for political reasons. The procedure being 
usually one that slows down the going ahead with the project. 

Mr. Harpy. But you haven’t had the request of an award to a par- 
ticular contractor on the basis of political reasons? 

Mr. Smiru. No. 

Mr. Harpy. Has a request ever come to you to process a contract 
such as the one which would have resulted from Mr. Arnold’s cor- 
respondence with Mr. Naughten ? 
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Mr. Smiru. No. 

Mr. Harpy. You have never had one developed that way either that 
went in the back door ? 

Mr. Smrru. It would just be an unusual way for it to come. 

Mr. Reppan. It has always come from the State Department to 
you and not from you to the State Department ? 

Mr. Smirn. You say “always.” This is a very rare occasion. I am 
actually trying to see if I can remember a specific case. At the 
moment I don’t. 

Mr. Harpy. One of the reasons I have been stressing the political 
aspects of this thing, Mr. Smith, is I had some discussions with the 
Committee on Foreign Affairs this year on the whole foreign aid 
program and on the expenditure of funds for defense support pur- 
poses. Members of our committee discussed it with them, and in the 
course of that discussion, and based at least in part on testimony 
given by Mr. Ohly, there was pretty general expression of a belief 
that a good many of the projects involved in ICA operations had a 
considerable element of political consideration in the matter. 

Mr. Meader, I’m sorry to use the word “political,” because I do not 
want to leave any idea that it is relating to any of our political parties. 

Mr. Meaper. Mr. Chairman, I think this word will look terrible. 
We have used that word “political” here and we ought to put a quote 
around it, or something. 

Mr. Harpy. I want to make sure right now, any time I have used 
the word “political” that it has not had any reference to the Republican 
National Committee. 

Mr. Meaner. It’s not so much that connotation of the word “politi- 
cal” as the connotation of political influence. I think what you are 
talking about is a decision on the basis of policy. 

Mr. Smiru. What you are really talking about is, Is there some 
foreign policy aspect of this thing that should lead us to amend our 
normal procedures ? 

Mr. Harpy. Political in this sense that we are talking about has to 
do with the dealings of one government with another. I have gotten 
the impression there is an element of that in most of these projects. 
How far it goes I don’t know. Who makes the decision as to that 
I don’t know. 

Mr. Smiru. There is no question but what we would not be in these 
aoe at all if it were not for the foreign policy aspect of this 
thing. 

Mr. Harpy. But of course the fundamental problem, Mr. Smith, 
when we get into the overall picture of that, has to do with the deter- 
mination of the amounts that we are putting into these countries. 
That has not been too clear as to the extent that policy considerations 
play, and the extent to which other considerations were involved. 

Mr. Meaper. Mr. Chairman, before you leave that subject; the 
difficulty with having too many decisions made on the basis of policy 
wholly, without reference to any economic considerations or considera- 
tions of good business, is that when you are dealing with a massive 
undertaking such as this foreign aid program is, you can’t very well 
deal with it unless you have a system and procedures for dealing with 
things in asystematic way. If you are going to deal with each expendi- 
ture on its own bottom, case by case, on a basis that there are no 
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criteria except what somebody imagines may be good for the relations 
of the United States Government, you get in a hodgepodge and all 
kinds of things will happen that nobody would want to see happen. 
I think the political considerations in the handling of foreign aid 
should be kept on the highest level, and when they descend to the 
level of dealing in the awarding of a contract for engineering, or 
construction, or any other purpose, to a specific individual, then it 
seems to me we are likely to be talking about political in that other 
sense. 

Mr. Smirn. That is right. 

Mr. Meaper. And that it would cover up and justify a lot of things 
that could not be justified on the basis of good business and good use 
of tax dollars. 

I would like to ask, because I did not see this at the time, that 
following the answer Mr. Grant made to my question about the law 
concerning employees of a Government Department subsequently 
doing business with that Department—I notice in this ICA Manual 
MO-460.3, dated January 12, 1954, of the International Cooperation 
Administration, entitled “Conflicts of Interest and Private Business 
Activities of ICA Employees,” under item 3 (2) (c) there is quite an 
extensive explanation of that particular point, which it seems to me 
would be a much more complete and accurate statement for our record 
than the rather brief one that Mr. Grant gave us, which confined the 
matter only to claims against the United States—I would ask that 
following Mr. Grant’s reply, the reply at my request, there be incor- 
eae) in the record what I have marked on this manual order as 

ing the item I have reference to as 2 (c). 

Mr. Harpy. If there is no objection, it will be incorporated in there. 

(The excerpt appears on p. 709.) 

Mr. Meaper. The other thing I have which relates to the same 
subject we have been talking about is the postscript on Mr. Arnold’s 
letter of May 7 to Mr. Naughten, in which he said that he has been 
taking up with Mr. Smith the idea of getting away from using PMCD 
No. 35 and wanting to have it rescinded. I would like to ask Mr. 
Arnold, does PMCD 35 have to do with the procedures for awarding 
these contracts? 

Mr. Arnoxp. Yes, sir. 

Mr. Meaper. And you were trying to get Mr. Smith to wipe those 
out so you would not have any procedures ? 

Mr. Arnotp. Yes, sir. That particular type of procedure. I 
wanted to change that procedure. 

Mr. Meapver. You say rescinded, or at least revised. Which did you 
want? Did you want to get it rescinded if you could, and Mr. Smith 
could not go along with that, then you wanted to get him to revise it? 

Mr. Arnowp. There will be some substitution if it in toto was 
rescinded, Mr. Meader. That is obvious. But I wanted it changed 
so as to do away with the present method of selecting and awarding of 
contracts and selection of contractors. I wanted to differentiate be- 
tween professional services and construction services. There is a 
whole list of things that I have in studies of that particular thing. 

Mr. Meaper. I was quite interested in your rather frank comment 
that the General Counsel’s office and the controller’s office take a dim 
view of such a change. Are you referring to Mr. Saccio? 
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Mr. Arnop. I would rather have Mr. Saccio answer that. 

Mr. Harpy. It is in your letter. 

Mr. Arnoup. Well, it has been opposed for about a year and a half 
since my stay and since I have been here in Washington, and I think 
these gentlemen—I have the highest regard for them, for both the 
Controller and the legal talent that we have, and I think they had 
an awful lot to do with drawing PMCD 35. 

Mr. Meaver. Do you think they have a pride of authorship in it ? 

Mr. Arnoxp. It could be. I don’t know. 

Mr. Meaper. But you would like to get away from it, wouldn’t you ? 

Mr. Arnoxp. I want to do it the way other departments of the 
Government do it, Mr. Meader. I want to do it so that the engineering 
societies and professional societies with whom we do business are 
doing it on an ethical basis of business. There is not a single engi- 
neering concern of professional engineers that we employed but 
what are violating their own code of ethics when we asked them for 
so-called comparable proposals. I have had the secretary of the 
American Society of Civil Engineers write us pleading to have it 
changed. The mechanical engineers are the same way. 

Mr. Harpy. That is a terrible indictment to say that they are vio- 
lating their own code of ethics. 

Mr. Arnotp. They are violating their code of ethics. 

Mr. Harpy. A violation of ethics in one category is difficult to 
disassociate 

Mr. Arnotp. It is against the code of ethics of the American So- 
ciety of Accountants and I suppose the legal—— 

Mr. Suirn. Let us clear it up. W hat is against the code of ethics? 

Mr. Arnoxp. Bids for services. 

Mr. Harpy. They do not call it bids. 

Mr. Arnotp. We called it a bid today, Mr. Hardy. 

Mr. Meaper. Mr. Hardy tried to use the word “proposals.” 

Mr. Harpy. I used the word “pr oposals” right through my state- 
ment. In the typed copy the word “bid” is in there, but in my presenta- 
tion I didn’t call it “bid” because they had objected to that. Some 
of the engineers don’t mind calling it bids at all, and some of them 
don’t mind admitting that they are in competition on a bid basis 
for it. 

Mr. Arnop. That’s right. 

Mr. Harpy. I don’t know where we are going to draw the line, but 
if we follow your suggestion you could certainly create another avenue 
for the abuse of discretion on the part of administrative officers who 
have the authority to make these selections. and in cases where you 
have had evidence of misuse of official position. If those persons 
were given additional authority, I don’t know where it would lead 
to. At the present moment we have an extremely free-wheeling situ- 
ation in the expenditure of these ICA funds, and I would hate to see 
it loosened up any more. 

Mr. Meaper. | was going to ask Mr. Smith just how far Mr. Arnold 
had gotten with his campaign to rescind this PMCD 35. 

Mr. Sarr. I mentioned to you or to the committee, I think right 
at the beginning of our hearings this afternoon, that we are reviewing 
the entire contracting process. This has been going on now for a 
matter of about 6 months. As you can see from this part of the 
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letter which I had not read before, there is considerable discussion 
between the technical services and the General Accounting Office and 
the General Counsel’s office. My prediction was it would take 60 or 
90 days to resolve this in some fashion. I will have to resolve it. 
There is no question about that. 

Mr. Harpy. The General Accounting Office might have something 
to say about it, too. 

Mr. Smiru. There is no question about it. When I mentioned the 
General Accounting Office here a moment ago, I meant our own con- 
troller’s office. The General Accounting Office naturally is going to 
take a very close interest in this. That is one of the reasons this is 
taking so long, is that we have been checking around with other 
Government agencies to see exactly what process they are using, and 
to see why other systems of contracting have been successful with 
other agencies of the Government, and cannot be used here, and get 
out of a lot of these problems that have been generated through that. 
That is of concern to us. 

Mr. Harpy. There is certainly a lot of room for improvement in 
your me poeng but I —_ when you come up with your revisions 
you don’t make it worse than what you have. 

Mr. Reppan. Mr. Chairman, I have one question I would like to 
put to Mr. Arnold. 

Mr. Harpy. Go right ahead. 

Mr. Reppan. If these comparable proposals are eliminated, do you 
feel that that would have any effect on the cost or the amount of 
money which the United States would have to pay to obtain the 
services ¢ 

Mr. Arnotp. No,sir. That would have very little difference. When 
you are talking about comparable proposals—— 

Mr. Reppan. Let us stick to this particular case. Since 1956 the 
mission has been urging that the work on the Surabari-Bangkok Road, 
the engineering work, be awarded to Sverdrup & Parcel. 

Mr. Arnotp That is right. 

Mr. Reppan. On a negotiated basis. And the figure that ICA had 
in mind was a figure of $1,700,000. 

Mr. Arnowp. I beg your pardon. That was the calculated guess. 

Mr. Reppan. And who calculated the guess 

Mr. Arnorp. Oh, that was the engineers’ guess of what it would cost. 

Mr. Revpan. That was Sverdrup & Parcel’s guess, was it not? 

Mr. Arnovp. Yes, but you must remember 

Mr. Reppan. Did you know that was Sverdrup & Parcel’s guess 
when it was included in the Pro-Ag? That was the amount included 
in the Pro-Ag? 

Mr. Arnotp. No, sir. That is another question. The point is that 
that is purely a cost-plus business. He will be paid in accordance 
with what the predetermined amount is on per diem and on expenses 
on that contract. The only fixed thing on that thing is his fee that 
he has suggested in there. 

Mr. Reppan. Fine. What was his fee? 

Mr. Arnotp. The fee on the basis he has written a separate letter 
on—the letter accompanying Mr. Naughten’s 


Mr. Reppan. No. The fee they have on the basis of the first 
proposal. 
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Mr. Arnotp. The fee on the basis of this proposal ? 

Mr. Reppan. Yes. 

Mr. Arnoip. Was $200,000. But he qualified that by saying if he 
could have used his exchange of equipment from one job to another 
and used his office in Bangkok and his engineering services up here on 
the Northeast Highway, he could have saved several hundred thousand 
dollars. 

Mr. Harpy. He didn’t do that until he found out ICA and the Thai 
Government recommended TCI, did he ? 

Mr. Arnotp. Hemayhave. Hedidn’t tome. 

Mr. Reppan. The original proposal was submitted to the Washing- 
ton office ? 

Mr. Arnoxp. Yes. 

Mr. Reppan. Should not any modification of that proposal be sub- 
mitted to the Washington office ? 

Mr. Arnotp. I would think so. 

Mr. Reppan. Where was it submitted ? 

Mr. Arnoxp. I presume it was sent to our contract office. 

Mr. Reppan. Wait a minute. Didn’t Mr. Naughten send that to 
you along with his letter of April 24? 

Mr. Harpy. That revised proposal was contained in the attachment 
which Mr. Naughten sent with a letter to you, was it not? 

Mr. Arnorp. I have a copy of the letter. 

Mr. Harpy. And the revised proposal actually—the documents 
there will show it—the revised proposal under which Sverdrup & 
Parcel expressed a willingness to reduce their fee, their proposed fee, 
was contained in a letter written by Sverdrup & Parcel to the mission 
director and not to the Washington office. Isn’t that correct ? 

Mr. Arnoip. That’s right. 

Mr. Harpy. So there was no direct suggestion to the Washington 
office of a change in this proposal, although the original ones had 
gone to Washington. Isn’t that correct ? 

Mr. Arnorp. I think the normal flow would be through the mission 
first, Mr. Hardy. 

Mr. Harpy. Was it in this case? Did these bids go through the 
mission first or did they come to Washington ? 

Mr. Arnoxp. I think this indicates it went through Mr. Naughten. 

Mr. Harpy. I am talking about the original proposals for this 
engineering work. They didn’t go to Naughten, did they? Why, they 
came to Washington and Washington submitted a spread sheet of 
them. Isn’t that a fact? 

Mr, Arnoxp. I would rather you ask Mr. Kessler that, Mr. Hardy. 

Mr. Harpy. You said so in your letter. You said you have your 
spread sheets. 

Mr. Reppan. Was that not one of the things Mr. Naughten was 
complaining about, that you had not sent him the proposals and he 
had never seen them, and you were asking him to get the Thai Govern- 
ment to agree to a contractor and they had never seen the proposals ? 
That was his original complaint. Following that, then you sent him 
the proposals. 

Now my question is: Since the original proposals came into the con- 
tract office here in Washington, why didn’t this amendment come in 
directly to them rather than through the mission ? 
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Mr. Arnoup. I would have to ask Mr. Kessler about that. 

Mr. Harpy. I don’t think we can get anywhere further on that. 

Mr. Reppan. The last question I had was with respect to the cost 
to the Government if these companies’ proposals—— 

Mr. Harpy. You can’t get a response to that other than with respect 
to the fee. 

Mr. Reppan. And in this particular case I wanted to ask him 
whether or not it has been suggested there can be a reduction in 
the fee of Sverdrup & Parcel and, if so, how much and what amount? 

Mr. Arnon. If there can be a reduction in the fee? 

Mr. Reppan. Yes, sir. If Sverdup & Parcel has already suggested 
to you that they can reduce the fee that they had set forth in their 
original proposal. 

Mr. Arnoxp. I don’t see why any fee can’t be negotiated. 

Mr. Harpy. Actually you have a proposal to start with by Sver- 
drup & Parcel of $200,000 asa fee. Is that right? 

Mr. Arnotp. Yes, sir. 

Mr. Harpy. What was their suggestion through the mission to re- 
duce that fee to? 

Mr. Arnotp. I have it right here for you. They would reduce 
that, to my recollection, to $90,000. To $75,000, I think it was. 

Mr. Reppan. Was there a suggestion of a further reduction ? 

Mr. Arnowp. Well, providing that we permitted them to incorpo- 
rate in a foreign country, an additional $25,000 for that. 

Mr. Reppan. A total reduction in the fee of $100,000. Was there 
also a reduction in their overall estimate of the cost of the job? 

Mr. Arno. Yes, sir; there was. 

Mr. Reppan. How much was that? 

Mr. Arnoup. The total reduction of all of this amounts to about 
$275,000. 

Mr. Reppan. And even with that reduction, wasn’t the fee approx- 
imately twice that of the concern which ICA recommended for the 
job, and was not the overall cost of the estimate on the job about 
three times that of the estimate of the firm which ICA/Washington 
recommended for the job? ; 

Mr. Arnoip. That was a calculated guess as to what the road would 
be. I think it was more for program purposes than anything else. 
They know perfectly well, and we know, it is a cost-plus job. 

Mr. Reppan. Yes, but the fee is based on the estimated cost, is 
it not ¢ 

Mr. Arnotp. The fee—— 

Mr. Harpy. I don’t think we can gain anything by pursuing this 
further at this time, so I think this is a good place to stop. 

Mr. Meaper. I had a question. 

Mr. Harpy. Excuse me. 

Mr. Meaper. Mr. Arnold, there is one other sentence in your letter 
of May 7 that bothers me. If you have the letter before you I wish 

ou would refer to the last sentence in paragraph 2. Your letter to 

r. Naughten of May 7,1958. I quote: 

As a matter of fact the committee’s representative is concerned that we are 
taking so long in making an award to TCI. 

oy hes committee are you referring to in that sentence? This com- 
mittee ¢ 
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Mr. Arnop. I was referring to your committee. 

Mr. Mraper. What representative of this committee were you re- 
ferring to! 

Mr. Arnoxp. I had a very nice and long talk with your Mr. Woods 
one afternoon. I might have had the wrong impression as to what—I 
was just merely deducting, and I think it is perfectly reasonable to 
assume, that anybody w ould like to do the things that Congress would 
like us to do. That was my deduction. I might have been wrong. 
We talked at length. 

Mr. Meaper. Your deduction, according to this sentence, appar- 
ently would imply that this committee through its representative, or 
the committee representative on his own, was “putting pressure on the 
ICA to make an award to TCI. Isn’t that true? Wouldn’t that be 
the meaning anybody reading that sentence would get out of it? 

Mr. Arnoip. That has been stricken from the — 

Mr. Meaper. That has been stricken from what? 

Mr. Arnot. Isn’t that what we wired? We have it stricken from 
this letter. 

Mr. Meraper. But as far as our records are concerned I understand 
your letter is in our record, isn’t it? 

Mr. Harpy. There is, I believe, a cable from 

Mr. Reppan. It has not been made a part of the record. 

Mr. Harpy. It will be made a part of the record, Mr. Meader, but 
it is not in the record here. 

Mr. Mraper. Isn’t this letter part of the record? I think it should 
be putin. I mean, we have been referring to it off and on and probably 
interpreting it, and it seems to me the original document ought to go 
in there. But I wanted to get clear on the record, Mr. Arnold, that. is 
another one of those passages of your letter that does not really mean 
what it seems to me. Is that correct? You are not accusing this com- 
mittee of putting any heat on ICA to award a contract to anybody in 
particular? 

Mr. Arnoxp. Certainly not. 

Mr. Meaper. And you are not accusing Mr. Woods on his own of 
putting any pressure on ICA? 

Mr. Arnot. Certainly not. 

Mr. Mraper. For their favoring anybody for that contract ¢ 

Mr. Arnon. No, sir. 

Mr. Reppan. Mr. Chairman, I request that we include in the record 
at this point Mr. Naughten’s letters of April 21 and 24, with attach- 
ments; Mr. Arnold’s reply of May 7, and subsequent related corres- 
pondence. 

Mr. Harpy. Without objection. 

(The correspondence referred to follows :) 





INTERNATIONAL COOPERATION ADMINISTRATION, 
UNITED STATES OPERATIONS MISSION TO THAILAND, 
Bangkok, Thailand, April 21, 1958. 
Re engineering contract, Bangkok-Saraburi Highway. 
Mr. EpwIn H. ARNOLD, 
Deputy Director, DD/S, International Cooperation Administration, 
Washington, D.C. 
Dear Ep: This is more than a tale of woe and frustration. It includes the 
element of deep concern on my part that ICA, Washington, is jockeying itself 
into a position of complete vulnerability to damaging criticism in its process 
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of arriving at a contract with an engineering firm to handle the above vital link 
to the Friendship (Northeast) Highway in Thailand. That I want to prevent. 

I shall not repeat the justifiable claims of this mission as to unconscionable 
delays on the part of the ICA, Washington, in the past. Almost 2 years have 
elapsed and we are still without any agreement on who is going to do the job. 
At long last, and now I go into current activities, we received ICATO 1167 of 
March 15, 1958, a two-sentence announcement that ICA, Washington, recom- 
mends award of the contract to Transportation Consultants, Inc., and, if we and 
Thai Government concurred, then TG should authorize their Ambassador to sign 
letter of award. 

This was the first we heard that TCI had even entered a proposal. The pau- 
city of data in ICA, Washington's advice to us was frankly shocking. Obviously 
we could not go to the TG and induce them to accept totally blindly a proposi- 
tion, the details of which we ourselves knew nothing. 

Since then there has been an exchange of cables between us and ICA, Wash- 
ington, with our requesting complete details for our sensible review of the 
situation. The complete set of proposals finally arrived here on April 14, 1958. 

The above indicates abysmal lack of communications between ICA, Washing- 
ton and Bangkok, a matter you will remember all mission directors at the Tokyo 
Conference felt very keenly about. 

In this atmosphere of darkness out here, various items come to the fore which 
I don’t like and which we cannot resolve in our own mind due to absence of 
detailed information. These are: 

1. Injection of new and untried element in our relationship picture with the 
Thais. We already have two separate eugineering-type groups dealing with the 
Royal Department of Highways: Sverdrup & Parcel, and Upham Associates. I 
deplore adding a third and unknown element such as TCI and shall resist it. 
Also, TCI already has a separate contract to undertake our overall economic and 
engineering study of the transportation sector of the Thai economy. To bring 
them in in a second and entirely different relationship with the Thai Highway 
Department not only doesn’t make sense but also undoubtedly would unduly 
complicate the relationship picture. I do not understand how ICA, Washington, 
can accept TCI in a dual contract role on the one hand and on the other hand 
reject Upham as a proposer on this project because of a possible conflict of 
interest. 

2. Sverdrup-Parcel, a going and proven professional group, could reduce its 
proposal by $300,000 according to General Sverdrup, by using already estab- 
lished facilities in Thailand. Their proposal did not set this forth since ICA, 
Washington, asked for responses on basis of totally new undertaking. Frankly, 
Ed, how can we explain away a refusal to save $300,000? I have no desire to 
appear as an advocate of Sverdrup-Parcel as against any other firm. But this 
is a hard one to swallow. 

3. I have often heard that E. T. McNamara, former public works officer, 
USOM, Laos, has some type of relationship with Murrow, president of TCI, 
which led to TCI’s proposal. This, if true, suggests a possible conflict-of-interest 
situation. I add to that the flat statement McNamara is completely unaccept- 
able to this mission, in any capacity, direct or indirect. 

Being basically optimistic, I am hopeful all my fears will be allayed in due 
course and that we will arrive at a contract which will be performed by a com- 
petent firm and which will not place any of us in a defensive posture of trying 
to explain later why things were permitted to happen as it appears they are. 

In conelusion I do have the following action recommendation to offer: 

In Thailand, new contracts require approval by the Council of Ministers before 
the Thai Ambassador in Washington can be authorized to sign on behalf of the 
Government. No ministry can be expected to ask the Cabinet to rubberstamp a 
decision by ICA, Washington. The ministry must be in a position intelligently 
to answer any questions which may be raised by the Cabinet. While we appreci- 
ate that after months or years of delay ICA, Washington is anxious to sign a 
contract once a contractor has finally been selected, we believe that the Thai 
Government’s desire to know what it is signing before it make a commitment is 
quite a reasonable position to which we have no good grounds to object. We 
therefore urge that ICA, Washington, furnish the mission with full information 
in the first instance, when a contractor is recommended to the Thai Government 
and USOM. It will save much time in the long run. 

I am attaching copy of General Sverdrup’s letter to me of April 12, 1958, in 
which he sets forth some very pertinent data concerning what I regard to be 
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the proper development of our engineering proposal for the Bangkok-Saraburi 
Road. 
Sincerely yours, 


Tuomas BE. NAUGHTEN, Director, 


SverpRuP & PARCEL ENGINEERING Co., 
Bangkok, Thailand, April 12, 1958. 
Mr. THOMAS E. NAUGHTEN, 
Director, USOM, Thailand, 
Bangkok, Thailand. 


DeaR Mr. NAUGHTEN: Reference is made to our conversation the other day 
concerning the engineering of the Bangkok-Saraburi Road. As I pointed out to 
you, I feel that a great many things besides engineering of the road will enter 
into its success. 

As you know, we have had a continuous Thai engineer-training program on 
the Northeast Highway and have so far trained 48 Thai highway engineers for a 
period of 6 months to 2% years. In addition to this, all Thai highway division 
engineers, district engineers, assistant division engineers, assistant district engi- 
neers, and other highway department engineers have had short courses during 
the construction of the road. Approximately 123 of these people have stayed at 
our camp for periods ranging from 3 weeks to 3 months. During this period we 
have indoctrinated them into our design, construction inspection, and materials 
testing. 

In addition to the Thai Highway Department personnel, numbers of groups 
and individuals have visited the project for a day or several days. These visi- 
tors have included : 

The last 3 graduating classes of civil engineers from Chulalongkorn Univer- 
sity, some 60 in number in each class, together with their professors. 

Several 1-day visits of classes of engineering students from Chulalongkorn 
University, ranging in number from 20 to 80. 

A group of 60 persons from the Engineer’s Institute of Thailand. 

Fifty army officers from the Command General Staff School. 

Sixty-five corps of engineer student officers and five staff officers. 

Twenty-one air force officers. 

Chief of post engineers and party of three engineer officers. 

Chief of Ordnance, Thai Army. 

Director general of the irrigation department and three other engineers from 
irrigation department. 

A group of 10 top people from the Ministry of Communications. 

A large group from the municipal engineers department of the city of Bangkok. 

A group of seven engineers from the municipal engineers department of the 
city of Bangkok. 

Chief of the Transportation Division of ECAFE. 

A large group of Thai contractors from South Thailand, accompanied by the 
Chief of the Bridge Department of the Thai Highway Department. 

Forty delegates from other countries, to ECAFE Transport Conference. 

Thirty Malayan railway engineers, accompanied by 17 top-management Thai 
railway engineers. 

A group of five Thai newspaper editors. 

The United Nations information officer. 

A crew of technicians from USIS and the Voice of America making moving 
and still pictures and recording a sound description of the project. The movie 
was called Jungle Highway. 

Technicians making TV and radio programs in the Thai language about the 
Northeast Highway project. 

AP and Reuters news correspondents. 

USIS writers. 

A group of 22, consisting of foreign ambassadors, ministers, and associates. 

United States Government visitors to this project have included 19 top people 
from ICA, Washington, 31 from ICA, Thailand, 8 members of the Government 
Operations Subcommittee, the American Ambassador and 8 officials of the Ameri- 
ean Embassy who have escorted visiting officials and Congressmen, representa- 
tives from ICA Public Works and Industry Divisions of Laos, South Vietnam, 
Cambodia, Taiwan, and Hawaii, and members of the United States trade-develop- 
ment mission. 

Prominent Thai visitors have included : 
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His Highness Prince Dhani Bidyabah, Secretary of the Privy Council, ac- 
companied by a party of 12. 

His Royal Highness Prince Chula Chakraponge and a party of 12. 

Her Majesty, Queen Ramphai Parni (aunt of the present King), with a party 
of 15 and a total entourage of around 60. 

The Prime Minister with a large party of Thai Government officials presiding 
at the dedication of the first section of the Friendship Highway. 

I am merely giving you all this lengthy information in order that you may 
more fully realize the tremendous public-relations job we or any other organiza- 
tion must have in connection with a job of this magnitude in order to properly 
fill it. Of course, doing a thing like this right takes a great deal of time and 
it goes without saying that it increases costs. I would say that throughout 
the project, the full time of the equivalent of 144 men has been used for this 
problem, and of course a considerable additional load has ben thrown on our 
camp-operating personnel, and this in turn means increased Costs of camp opera- 
tions. I feel strongly, however, that this is not to be considered an expenditure 
but an investment—an investment in good will and understanding that will 
undoubtedly pay large dividends. 

In closing I would merely like to bring out one thing in regard to the pro- 
posed Bangkok-Sariburi road. I am very sure that some of the proposals you 
have received are based on a 24-month completion schedule. In case we had 
made ours on this basis it would, of course, have been in addition to the savings 
we would have made had we been permitted to take into account our present 
personnel and facilities. Based on a job of this nature actual engineering cost 
is made up of the number of men that is felt is needed multiplied by their monthly 
costs. This certainly is not a job that any American engineering firm should 
underman. Its importance—being in the immediate vicinity of Bangkok—and 
its many problems due to difficult relocations and heavy existing traffic make it 
exigent that it be thoroughly engineered and not undermanned. 

Our feeling in the matter is that if we were able to start the engineering 
work immediately, plans would be far enough along this fall so that construc- 
tion would proceed without interruption until completed. Our most optimistic 
construction time estimated, and that is using American contractors, is that 
it would take 2 dry seasons to complete the work, or in other words, 24 
months for the construction and 6 months of engineering prior to construc- 
tion. We feel that any estimate short of this is merely wishful thinking 
and will generate criticism in the long run. I would like to bring out that this 
is a very difficult construction project that is going to require the utmost in coor- 
dination and construction know-how, and it certainly is not the place we would 
use inexperienced Thai contractors except under the direct management of an 
American contractor of established ability and resourcefulness. We seriously 
doubt whether any other engineering firm lacking our particular experience and 
background in Thailand, has taken into account any local factors which must be 
considered in order to handle this type of project. 

Yours very truly, 
L. J. SvErpRrvup, President. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
UNITED STATES OPERATIONS MISSION TO THAILAND, 
Bangkok, Thailand, April 24, 1958. 
Re engineering contract, Bangkok-Saraburi Highway. 
Mr. Epwin H. ARNOLD, 
Deputy Director, DD/S, International Cooperation Administration, 
Washington, D.C. 

Dear Ep: As a supplement to my letter of April 21, I am enclosing copy of letter 
we have just received from General Sverdrup concerning the Bangkok-Saraburi 
Highway. 

Sincerely yours, 
THomMAS E. NauGutTen, Director. 
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SverpruPp & PARCEL ENGINEERING Co., 


Bangkok, Thailand, April 23, 1958. 
Mr. THOMAS E. NAUGHTEN, 


Director, USOM, Thailand, 
Bangkok, Thailand. 


DEAR Mr. NAvUGHTEN: I have discussed with you the estimate which we 
submitted in connection with our proposal for engineering the Bangkok-Saraburi 
Highway. This estimate contemplated 22 Americans in Thailand for a total 
of 612 man-months and a combined dollar and local currency cost of $1,644,000. 
An abbreviated but more detailed summary of our estimate is as follows: 


22 Americans in Thailand, 612 man-months_____---_____..-_________ $711, 253 
NRO, OO anh ial le cede ee ail te ates 188, 320 
TU WU iti Ih: SAINI, AU i arc alte dat is eben 5, 000 
ES OE Be a a rs 18, 000 
i aac cal ts emanate ih i Ice cette a ke oe 10, 425 
ON I i i a ah eat a ccc ni ad te tiled bail 8, 800 
pg RS RE Re epee eee ee ene eee, ee Se 92, 500 
DAADCEEIAMGOMG. DI. BULOTOROCTS - COMER a inant ick tins ts sceiod x sb siewtalitecdifndbivbeenle dds 23, 500 
Fs iat cn ni citings oleae anita bce iek dabeltidalt. Maras 4, 820 
3 Americans in home office, 24 man-months____-_______-__________ 27, 808 
ON a cc catia Mantle tte Dai ak eae ie as 200, 000 
Ra, PURER, OOCEG, 2 SE TUNE, OMI ta ce csisinigaidcacisbbis piped easiest aiehcameini 353, 754 

I AT, I asta ce Mellie Wlep anit cima eda aden Ned 1, 644, 000 


The above estimate was prepared in accordance with an invitation from 
ICA, Washington, to which was appended a draft for the proposed contract. 

I would like to invite your attention to page 7 of this invitation which I quote 
in part as follows: 

“Only minor modifications to this document will be considered by ICA and 
then only to the extent indicated in the proposal. Substantial exceptions may 
be grounds for rejection of the proposal.” 

The draft contract did not take into account that we currently have work 
in Thailand and did not permit the intermingling of our current work with 
that covered by the invitation. In view of the implied threat that substantial 
exceptions to the contract would be grounds for rejecting a proposal, our esti- 
mate was prepared on the basis of a completely separate operation with the 
exception that indicated a desire to use the same man as project manager on 
all our work. Had we been allowed to estimate this work in accordance with 
our present operating plans in Thailand on the basis of free interchange of 
equipment and personnel between our present work and this proposed new work, 
we would have therefore reduced our estimate on the following items and in 
the following accounts: 


IR i SN us cs ta eailan whee einen ate canioed bite: $50, 000 
Transport of baggage and equipment_______-______________ Sateen aatsteicsbtis as &, 000 
Pee TOE CHAT ITUDORT, RUNUL BURRITO ino i eeu come dink 50, 000 


Salaries and overhead 


sntncasiipss sails tai alc ak ei Micali daaphe ns Attia Acs wisi agin Dee: 92, 000 
Fixed fee 


a eit As ata catO, A a 75, 000 





haere hi Menenisih snl cca acacia ac nipn aa inca igs acest ia 275, 000 


Our proposal would then have been $1,369,000 rather than the total of our 
estimate of $1,644,000. This, of course, is total cost, dollars and baht. 

You will note in reviewing the draft contract submitted with the above- 
mentioned invitation that it is contingent in the preamble that the engineer 
be a corporation organized and existing under the laws of the State of 
United States of America. 

In compliance with this form of the contract, our proposal was made in the 
name of Sverdrup & Parcel Engineering Co., a Missouri corporation. I do not 
believe I need to point out to you the additional profits that might be realized 
if the work were performed by a corporation organized, perhaps, under the 
laws of Panama or Liberia; however, should such a procedure be permissible, 
it would be possible for our fixed fee to be reduced by the amount of $25,000. 

You will note in reviewing the proposed contract that engineer’s American 
employees in Thailand shall be required to work a minimum of 48 hours per 
week (see par. 5.014). This requirement has resulted in a slight increase in 
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the average salaries per month. It has been our custom in Thailand to pay for 
a minmum of 43 hours per week, with the understanding that employees are in 
effect receiving a monthly salary and may be required to work such hours as 
are necessary for the accomplishment of the project. We believe that 48 hours’ 
work in the field in a tropical country like Thailand is unreasonable during cer- 
tain seasons and is beyond the normal practices in the United States. It is also 
to be noted that the normal workweek in Thailand in the Thai Highway De- 
partment is 35 hours and that the workweek for United States Government in- 
stallations here does not exceed 40 hours. 

We have mentioned actual earnings which could have been effected had we 
been allowed to propose within the framework of our company’s normal operat- 
ing procedures and with this work merged into our other work in Thailand. 
There are, however, other things which should be taken into account in review- 
ing our proposal. Some of these are: 

1. Our people have been working for approximately 3 years in Thailand and 
are familiar with business methods here. 

2. We are acquainted with the Thai Highway Department personnel and have 
a personal working relationship with many of their people. 

8. The proposed Bangkok-Saraburi project lies between Bangkok and the 
Northeast nughway which we are currently completing. Our people are familiar 
with the terrain and problems of the Bangkok-Saraburi area. 

4. Time is required for the recruitment of engineers and for transport to and 
indoctrination into work in Thailand. We estimate that approximately $4,000 
per person is required and would like to invite your attention to the fact that our 
current staff of 37 persons represents an investment by USOM of about $150,000. 

5. We have in operation at the present time a camp at Muak Lak, Thailand, 
which represents an investment by USOM of about $75,000. This camp, together 
with our Bangkok office, would provide the facilities for engineering the Bang- 
kok-Saraburi road. It is to be pointed out that our current contract for the 
Northeast Highway would require that this camp be dismantled. This invest- 
ment should not be lost to the Bangkok-Sariburi road. 

6. There has been such discussion as to the number of people required for 
engineering this project. We would like to point out that our engineering esti- 
mates on the Northeast Highway have proven reliable and that approximately 
5 percent of the funds made available will be returned to USOM. We believe 
that a reliable estimate is important and particularly so when taking into ac- 
count the long-range funding methods used by USOM. 

7. The engineering and supervision of construction of roadwork in Thailand 
requires a certain minimum staff in Bangkok. As you know, our company has 
been engaged by your organization for the engineering and costruction super- 
vision of the Pisaaulake-Loa Sak road and that we have an administrative staff 
presently established in Bangkok. In our judgment, this same staff and office 
can accommodate the added work of the Bangkok-Saraburi project without addi- 
tional cost to USOM. It is needless to say that any other engineering organiza- 
tion would of necessity duplicate this facility at USOM expense, which we esti- 
mate at around $4,000 per month or $120,000 for the minimum expected job dura- 
tion. 

It is obvious, inasmuch as a cost-plus-a-fee contract is intended, that should 
our estimate prove high, the resultant savings would accrue to USOM. (Con- 
versely, a low estimate could result in an embarrassment and funding difficulties 
to USOM. 

Yours very truly, : 
L. J. SverpRruP, President. 


May 7, 1958... 
Subject: Engineering contract, Bangkok-Saraburi Highway. 
Mr. Tuomas E. NAUGHTEN, 
Director, USOM, Thailand, 
Bangkok, Thailand. 

Dear Tom: This is in repiy to your letter of April 21, 1958. We have gone 
into the subject of the engineering contract for the Bangkok-Saraburi Highway 
and find that we are now very much involved, This, of course, could have been 
avoided had the Sverdrup. & Parcel .contract been amended when the subject 
first came up about a year ago. At that time S/IND did request a waiver, but 
this was rejected by the contract office on the grounds that there was no justi- 
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fication. Unfortunately, S/IND accepted this as final and it was not called to 
my attention; otherwise I would have taken the matter up with the director 
as it is obvious in this case, as in many others, that the comparable proposal 
procedure is impractical. 

As the matter now stands, some 10 proposals have been received and according 
to the contract committee, TCI is the low bidder. We are not, however, making 
an award to TCI until we get your further views on the entire matter, inasmuch 
as the Hardy committee has now entered the picture and is holding hearings on 
the entire transportation program in Thailand, including S. & P., etc. As a matter 
of fact, the committee’s representative is concerned that we are taking so long 
in making an award to TCI. 

I am perfectly willing to put the entire matter before Mr. Smith; but before 
doing so, I must have a frank expression from the mission and the Thai Govern- 
ment in regard ot S.& P. You now have the tabulation of bids and you will note 
that S. & P.’s fee is considerably higher than that of other firms. The only 
grounds, therefore, for using S. & P. would have to be political, and this, of 
course, will depend entirely upon the attitude of the Thai Government. This 
you will have to develop. 

As you see, it is a little late now to rectify the situation, but we will do what 
we can upon the receipt of further information from you. Needless to say, we 
agree with you that the practical procedure would have been to amend the 
S. & P. contract. 

Sincerely yours, 
Epwin H. ARNOLD, 
Deputy Director for Technical Services. 


P. S.—Since this letter was typed, I have additional information which I 
think will be of interest to you. In the first place, for over 1144 years, I have 
strenuously tried to get P. M. C. D. No. 35 rescinded, or at least revised, so 
that we do not have to operate under the comparable proposal procedures. The 
fact that we do operate under such procedures is a violation of the code of 
ethics of all of the great engineering societies in America. 

Mr. Smith directed me several months ago to have P. M. C. D. No. 35 rewritten, 
but you know how long it takes to rescind, revise, or have a new manual order 
issued, particularly when the General Counsel’s staff and the Accounting De- 
partment take a dim view of such change; nevertheless, I feel progress is 
being made. 


May 23, 1958. 
Hon. JAmeEs H. SmirH, Jr., 
Director, International Cooperation Administration, 
Washington, D. C. 


Dear Mr. SmiItrH: As you know, the International Operations Subcommittee 
has been making a study of ICA’s contracting procedures, and, as a part of this 
study, requested your agency to make available for our inspection all of the 
material in your files relating to the proposed contract for engineering services 
on the Bangkok-Saraburi Highway project. The original request was made 
approximately 2 months ago and, since an award had not been made, your 
representatives were subsequently advised that we wish to be kept currently in- 
formed of all developments. 

Prior to hearings held on May 5 and 6, the latest document your office exhibited 
to our subcommittee staff was a cablegram, dated April 17, 1958, from USOM 
to ICA, Washington. However, on May 6, during the testimony of your Mr. 
Kessler, it was developed that a later communication had been received from 
the mission addressed to your Deputy Director, Mr. Arnold. Mr. Kessler 
identified this communication as a personal letter from Director Naughten to 
Mr. Arnold and stated that as far as he knew it was not a part of ICA’s official 
files. 

The subcommittee immediately requested Mr. Arnold to make this corre- 
spondence available, and examination showed that it was dated April 21, 1958; 
that it related solely to ICA business; and was plainly stamped “For Official 
Use Only.” I can only conclude therefore that since the letter was sharply 
critical of ICA, Washington, it was deliberately withheld from your files in ap 
effort to keep this subcommittee from finding out about its existence. 

As I have stated above, the subcommittee on May 6 obtained a copy of the 
aforesaid letter, and several days thereafter I had occasion to talk with Mr. 
Arnold on the telephone concerning it. For some reason best known ‘to him- 
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self, he did not disclose to me that he had written a reply to the letter on May 7, 
even though in that reply he made reference to the subcommittee’s investigation. 
The existence of this reply became known to me only because the subcommittee 
staff made specific inquiry of Mr. Kessler on May 21 to determine whether 
additional correspondence had been directed to USOM, Thailand, or received 
from them relative to this matter. 

The content of Mr. Arnold’s reply of May 7 is so shocking to me that I intend 
to require a complete explanation of it in a public hearing early next week. 
Since it relates to basic ICA policy and administration, I would appreciate your 
being present and giving the subcommittee the benefit of your views. And, in 
view of the fact that it appears from Mr. Arnold's letter that ICA may be 
intruding in foreign policy matters, I intend to invite Secretary Dulles to be 
present also. ‘ 

There is, however, one portion of Mr. Arnold’s letter that demands im- 
mediate correction. I am referring specifically to the last sentence in paragraph 
2, page 1, where, after having referred to my subcommittee, Mr. Arnold states: 
“As a matter of fact, the committee’s representative is concerned that we are 
taking so long in making an award to TCI.” I consider this to constitute a 
most serious charge, and, since it is entirely false, I am calling upon you at 
this time to immediately set the record straight. I suggest that a cable be sent 
to the mission advising them that this subcommittee has at all time studiously 
avoided doing anything which might be considered as an infringement on the 
functions of the executive branch. 

I would also like to point out that Mr. Arnold knew, or should have known, that 
the subcommittee originally became interested in the Bangkok-Saraburi road 
project after receiving several allegations of irregularities in connection with 
ICA, Washington’s recommendation of Transportation Consultants, Inc. (TCI), 
to be the engineer on this project. It therefore occurs to me that Mr. Arnold’s 
statement that the subcommittee is concerned that ICA is “taking so long 
in making an award to TCI’ is born either of ignorance or design. In any 
event, I want any misapprehension corrected at once in all quarters. 

As soon as a definite hearing date is set, I shall inform you, and I trust that 
you can arrange to be present. 

Sincerely yours, 
Porter Harpy, Jr., Chairman. 


May 23, 1958. 
Hon. JOHN Foster DULLEs, 
Secretary of State, 
Washington, D. C. 

DeEAR Mr. Secretary: I am enclosing herewith a copy of a letter which I have 
just sent to the Director of the International Cooperation Administration, relat- 
ing in part to a letter written May 7, 1958, by Edwin H. Arnold, ICA Deputy 
Director for Technical Services. For your information, I am enclosing a copy 
of Mr. Arnold’s letter. 

It appears that Mr. Arnold is suggesting to USOM, Thailand, that they develop 
a disposition within the Thai Government which would facilitate, and perhaps 
require, a decision in Washington justifying the award of a contract on a polit- 
ical basis to the engineer of Mr. Arnold’s preference. You will note that Mr. 
Arnold expresses the opinion that political justification would be “the only 
grounds” for this award, since the preferred engineer’s bid is “considerably 
higher than that of other firms.” 

I intend to require Mr. Arnold to appear before by subcommittee at an early 
date in order to explain the position he has taken. 

In the past, ICA has invariably justified deviations from sound practices on 
the grounds of political expediency and has given my subcommittee to understand 
that these policy determinations are made by the Department of State. We have 
always accepted these statements, but if by usage, design, or delegation, respon- 
sibilities for political decisions have now passed on to ICA and its missions 
abroad, I feel that this is a matter of congressional concern. 

I therefore request the presence of yourself or a qualified representative at 
the aforesaid hearings. I shall notify you of the exact date of the hearings. 

Sincerely, 
Porter Harpy, Jr., Chairman. 
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May 28, 1958. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, Committee on Gorern- 
ment Operations, House of Representatives, Washington, D. C. 


Dear Mr. Harpy: This will acknowledge your letter of May 23, relating to the 
contract for engineering services on the Bangkok-Saraburi Highway project. 

I am enclosing herewith a copy of the cable which was sent to the mission 
yesterday, pursuant to your request that the record be set straight. 

I would also like to assure you that I realize the subcommittee has not at any 
time indicated any effort to infringe on the executive branch functions, and I 
regret that such inference appeared in the correspondence. 

I will reply more fully to the remainder of your letter in the immediate future, 
and in the meantime you may be assured that I will be available should you wish 
my views. My only out-of-town engagement is on June 4. 

Sincerely yours, 
J. H. Smiru, Jr. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
May 27, 1958. 
Sent to: Bangkok, ICATO. 
Subject: Engineering contract, Bangkok-Saraburi Highway. 
To: Naughten from Arnold. 

Ref Arnold’s letter May 7, strike last sentence second paragraph. This sen- 
tence is misstatement and should not—-repeat not—be considered by USOM in 
determining USOM recommendations re contract award. Statement based on 
Arnold deduction arising from conference with Hardy committee staff member 
May 6. Deduction was erroneous since Hardy committee and staff did not intend 
in this or any other case to infringe on executive branch prerogatives hy suggest- 
ing proper decisions. 

Mr. Hardy has requested immediate correction of statement and bas said: “I 
consider this to constitute a most serious charge, and, since it is entirely false, 
I am ealling upon you at this time to immediately set the record straight. I 
suggest that a cable be sent to the mission advising them that this subcommittee 
has at all times studiously avoided doing anything which might be considered as 
an infringement on the functions of the executive branch.” 

Copy of Mr. Hardy’s letter to Mr. Smith and Mr. Smith’s reply this subject 
follows by airgram. 

SMITH. 


Mary 31, 1958. 
Hon, Porter Harpy, Jr., 
Chairman, International Operations Subcommittee, Committee On Gov- 
ernment Operations, House of Representatives, Washington, D. C. 


DEAR Mr. Harpy: My letter of May 28 on the Bangkok-Saraburi Highway 
project in Thailand indicated that I would be in touch with you again in order 
to comment in more detail on your letter of May 23. In addition, the Secretary 
of State has asked that I respond to your letter to him, dated May 23. You 
indicated in both letters that you plan to hold hearings on this matter and asked 
that Secretary Dulles, “or a qualified representative,’ and I appear before 
your subcommittee. Please be assured that the Department of State and ICA are 
ready to cooperate with you in every way in the proposed hearings. 

I feel, however, that the subject has arisen out of misunderstandings. I 
am advised as follows: 

In his letter of April 21, to Mr. Arnold, Mr. Naughten indicated his concern 
that ICA, Washington, might expose itself to criticism through the process 
which was being used to select an engineering firm for the Bangkok-Saraburi 
Highway linking Bangkok with the Friendship (Northeast) Highway. Because 
of his concern and his desire to prevent any unwise action in ICA, Washington, 
Mr. Naughten called this matter to Mr. Arnold’s attention by sending his views 
directly to Mr. Arnold by letter instead of through the normal cable or air- 
gram channels. Mr. Naughten’s letter is a part.of the official files of this agency, 
but had not been circulated within the agency at the time Mr. Kessler testified 
on May 6 before your subcommittee. Mr. Kessler had participated in an agency 
staff meeting which was called to consider the question of awards to be made for 
engineering services on the Bangkok-Saraburi Highway, at which time Mr. 
Naughten’s letter was read to the group by Mr. Arnold’s deputy. There were no 
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extra copies of the letter available at that time for distribution. Because Mr. 
Kessler had not personally read the letter, he did not feel, when he testified 
on May 6, in a position to assure the committee that the letter was an official 
letter since it had been marked for the “personal attention” of Mr. Arnold. 

It is the occasional practice of mission directors when they want to assure 
that a matter comes to the direct attention of a specific policymaking official 
in ICA, Washington, to address a direct letter to him by name. Such a letter, 
unlike cables and airgrams, is not immediately duplicated with copies sent to 
all interested offices. They are, however, always part of the official files of this 
agency. This was specifically the case with reference to Mr. Naughten’s letter 
as I think is now clear to you. 

With this background explanation, I am sure you will agree with me that 
Mr. Naughten’s letter was not being withheld from ICA files. In addition, I 
should like to assure you that this agency has in no case withheld papers from 
official agency files in order to keep the subcommittee from finding out about 
their existence or for any other reason. On the contrary, it has been the con- 
sistent policy of ICA to furnish your subcommittee all papers and records 
requested. 

With respect to the point raised in your letter to Secretary Dulles concern- 
ing responsibilities for political decisions, I hasten to assure you that these 
responsibilities rest in the Department of State. Operations by ICA are de- 
signed to support the foreign policy developed by the Department of State. 

I appreciate the fact that the words employed by Mr. Arnold in his letter 
could raise questions in your mind and we regret that the selection of words 
was not made with greater precision. Mr. Arnold assures me, however, that 
in your letter you are attaching a significance to these words that he never 
intended them to have. All he had in mind was that Mr. Naughten would have 
to ascertain from the Thai authorities whether the Thai Government, as a party 
to the proposed contract, had a firm and strong preference for Sverdrup & Par- 
cel or whether they would accept Transportation Consultants, Ine. 

I trust that the foregoing will serve to clear up the questions which you raised. 
If you have any further questions, please be assured of our desire to cooperate 
with you fully. 

Sincerely yours, 
J. H. Smiru, Jr. 

Mr. Harpy. I think this is a good place to stop. So let the sub- 
committee stand adjourned to reconvene tomorrow morning in room 
304 at 10 o’clock. 

(Whereupon, at 4: 40 p. m., the subcommittee recessed until 10 a. m. 
the following day, Friday, June 6, 1958.) 
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FRIDAY, JUNE 6, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:25 a. m., in 
room 304, Old House Office Building, Hon. Porter Hardy, Jr., chair- 
man of the subcommittee, presiding. 

Present: Representatives Hardy, Reuss, Blatnik, Brownson, and 
Meader. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; and Phyllis M. Sey- 
mour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

Let the record show the presence of Mr. Reuss and myself, consti- 
tuting a quorum under committee rules. 

Yesterday we had testimony from Mr. Smith and Mr. Arnold. To- 
day we will continue our hearings. 

Who will be our first witness, Mr. Reddan ? 

Mr. Reppan. Mr. Kessler. 

Mr. Harpy. Mr. Kessler, will you come up, please? You have been 
previously sworn. 


FURTHER TESTIMONY OF JULIUS KESSLER, ASSISTANT DIRECTOR, 
OFFICE OF CONTRACT RELATIONS, INTERNATIONAL COOPERA- 
TION ADMINISTRATION 


Mr. Kesster. Yes, sir. 

Mr. Harpy. Have aseat, Mr. Kessler. Go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Kessler, I would like to show you a Thermofax 
copy of an attachment to the letter of April 24 which Mr. Naughten 
sent to Mr. Arnold. I direct your attention to page 2, the second 

aragraph. That is a Thermofax copy of the letter which General 
verdrup sent to Mr. Naughten, is it not ? 

Mr. Kesster. Dated April 23, 1958. 

Mr. Reppan. Yes. 

Mr. Harpy. That is a Thermofax copy of a letter addressed to Mr. 
Naughten by Mr. Sverdrup which was sent to Mr. Arnold. 

Mr. Kesster. By Mr. Naughten, dated April 24, 1958. This is 
correct. 

Mr. Reppan. Have you seen that letter before, Mr. Kessler? 
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Mr. Kesster. Yes. 

Mr. Reppan. I direct your attention to page 2 there and ask you if 
you will read the underscored part, please. 

Mr. Kesster. All right. [Reading :] 

Had we been allowed to estimate this work in accordance with our present 
operating plans in Thailand on the basis of free interchange of equipment and 


personnel between our present work and this proposed new work, we would 
have therefore reduced our estimate on the following items and in the following 


accounts 

Mr. Reppan. And what is the amount of the reduction ? 

Mr. Kesster. $275,000. 

Mr. Reppan. Does he have a further reduction listed at the bottom 
of that page? 

Mr. Kesster. Yes. 

Mr. Reppan. A $25,000 reduction ? 

Mr. Kesster. Yes. There is a $25,000 reduction if he could utilize 
a corporation organized under the laws of Panama or Liberia. 

Mr. Reppan. So this constitutes an offer by Sverdrup & Parcel to 
reduce the cost estimate which includes their fee ? 

Mr. Kesster. Yes, sir. 

Mr. Reppan. By an amount of $300,000? $75,000 of the reduction 
in fee? 

Mr. Kesster. $275,000 or $800,000, depending on how you would 
contract. 

Mr. Reppan. As I read that letter, General Sverdrup is saying that 
he could have given you that lower estimate had it not been for the 
restrictive nature of ICA’s contract proposal or proposed contract. Is 
that right, sir? 

Mr. Kesster. Yes, sir. This is correct. 

Mr. Reppan. Is that a correct statement? I mean, is ICA’s pro- 
posed contract so restrictive that the proposal submitted by General 
Sverdrup originally could not have offered to the United States the 
benefit of those savings ? 

Mr. Kesster. He could have offered these same savings to the United 
States, but he could not have offered them under the invitation that 
was sent to him, to which there was attached a form contract. 

Mr. Harpy. You mean under the terms of the form contract ? 

Mr. Kesster. You could not have. 

Mr. Harpy. He would not have had the conditions which he used 
as a basis for his revised offer ? 

Mr. Kesster. That is correct. 

Mr. Reppan. What are those conditions which General Sverdrup 
now says would permit him to offer to do this work for $300,000 less 
than he originally proposed ? 

Mr. Kesster. Well, without reading the entire letter, and just from 
memory, I would say that what they would have liked to accomplish 
is an amendment to the present Northeast Highway contract utilizing 
many of the same personnel, the same equipment, and in that manner 
being able to offer the Government a reduction of some $275,000. 

Mr. Harpy. Did the contract terms preclude the use of those items ? 
The sample contract that was submitted ? 

Mr. Kesster. The sample contract that was submitted would have 
indicated it would have been a brand-new contract and different from 
the terms of their present contract. 
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Mr. Harpy. Were there any discussions in which you participated 

’ with respect to those contract terms prior to the writing of that letter ? 
if Mr. Kesster. There was a discussion when I returned to the States 
in February. I was with Mr. Leo when he called my attention to the 

fact that they had some difficulty with the proposal, and I indicated 


nt to him at that time that if he was interested in it and if he so desired 
me he could have submitted an alternate proposal in which he would 
i 


have indicated to the Government that there would be a savings if the 
Jovernment desired to do this as an amendment to his basic contract. 
Mr. Harpy. Did that conversation take place after the bids had 
been received, or the proposals had been received ? 
Mr. Kesster. That conversation took place after the proposals had 


ng 


” been received. 

Mr. Reppan. Mr. Kessler, I understood you to say that letter of 

General Sverdrup’s of April 23 contemplates these savings based 

a upon an amendment of the Northeast Highway contract. 
a Mr. Kesster. This is correct. 
' Mr. Revpan. Would you read that part of the letter in which he 
” saysthat? I haven’t been able to find it. 

Mr. ‘\essLerR. I don’t know whether it is in here or not. 
" Mr. Reppan. I’msorry. I didn’t hear you. 


Mr. Kesster. I don’t know whether it is in here or not. I happen 
| to know that would be the basis for the reduction. It would be on 
d the same terms that the original Northeast Highway contract was 
written, and by an amendment to that contract you could have these 


- savings. 
x Mr. Reppan. Are you saying if he is sure he will get this job, he 
, will do it for that price? 
Mr. Kessuer. I didn’t say that. Not at all. What I said was, if 
| there was an amendment to the Northeast Highway contract. 
“ Mr. Reppan. By amending the contract nobody else could get it ) 
u but S. & P., could they ? | 
. Mr. Kesster. This is correct, but I don’t think it follows that if 
they did receive it under comparable proposals that we might not 
: consider amending their contract to permit savings to the Sieiew: 
ment. 
Mr. Reppan. If the contract were amended that would allow for 
the interchange of machinery, equipment, personnel, and so forth, 
7 would it not ? 


) 
| 
| 
| 
Mr. Kesster. That is right, sir. | 
Mr. Reppan. Do you know whether in the original proposal which | 
S. & P. submitted this same interchange of personnel and machinery 
P and equipment was considered in arriving at the figure which they 
gave to ICA at that time? 
Mr. Kesster. In reviewing their estimate yesterday evening, I found 
that they have taken into consideration some of the personnel costs, 
under this contract, in utilizing the project manager for 18 months 
g of a 30-month period, and several other jobs that they had. But I 
could not determine from the schedule of equipment whether they 
intended to interchange equipment or purchase all new equipment. I 
would have to assume they intended to purchase all new equipment. 
However, when you read their transmittal letter you get a quite 
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different indication of what they intended to do, and you might well 
anticipate that their submission was dependent upon certain changes 
that they were recommending, or modifications to the original .con- 
tract submitted with the proposal or invitation. 

Mr. Reppan. That original transmittal letter you are referring to 
is a letter dated February 7, 1958? 

Mr. Kesster. That is correct. 

Mr. Reppan. To the Director of ICA, and signed by E. R. Grant, 
vice president of Sverdrup & Parcel. 

Mr. Kesster. To the Director of the Office of Contract Relations. 

Mr. Reppan. Yes, and that was the letter that transmitted the orig- 
inal proposal ? 

Mr. Kesster. This is correct. 

Mr. Reppan. In that letter is it not correct that S. & P. makes a num- 
ber of suggestions for the interchange of personnel and equipment, 
and so forth ? 

Mr. Kesster. In the letter they do make a number of suggestions. 

Mr. Reppan. On page 5 of that letter, the last paragraph on that 
page, would you read that please, sir ? 

Mr. Kesster. Yes, sir. | Reading :] 

In view of the foregoing, we propose to perform the required services for a 
fixed fee of $200,000, plus reimbursement of our costs, as stipulated in the draft 
of contract attached to your January 17, 1958, letter, modified by the suggestions 
we made above. We estimate the total engineering costs, as summarized in the 
Breakdown of Engineer’s Estimate, including the fixed fee, will be approximately 
$1,644,000. This proposal and the estimate are based upon the assumption that 
the engineering services can be completed within a period of 30 months after 
the start of operations. 

Mr. Harpy. Actually, Mr. Kessler, from that letter of transmittal 
it is clear that the proposal was not strictly on the terms set forth in 
the contract, but on certain modifications which were contained in 
that letter. Isn’t that right? 

Mr. Kesster. A reading of the letter would give you that indica- 
tion, Mr. Chairman, but if you go back into exhibit 1, which is the 
engineer’s estimate, you get quite. a different indication, and one that 
would lead you to believe that only three or four of the jobs would 
be interchangeable and that none of the equipment would be inter- 
changeable. 

Mr. Harpy. So you have the situation in which you can go either 
way, depending on your interpretation. 

Mr. Kesster. Yes, sir. You can interpret it either way. 

Mr. Reppan. If, as indicated in this letter, this bid is based upon 
the contract plus the modifications suggested in this letter, is that a 
responsive bid ? 

Mr. Kesster. It was considered by the personnel who reviewed this 
as being responsive. I didn’t review it. 

Mr. Reppan. Were you one who reviewed it ? 

Mr. Kesstzr. No. 

Mr. Reppan. Do you know whether the persons who reviewed it 
ever read the letter of transmittal ? 

Mr. Kesster. I assume they did. 

Mr. Reppan. Who would have reviewed it? 

Mr. Kesster. It was reviewed by many people. 
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Mr. Reppan. Who would have the ultimate responsibility for de- 
ciding whether or not this was a responsive bid ? 

Mr. Kesster. I would. 

Mr. Harpy. Let me ask you this: You talk about responsive bids. 
Wouldn’t a contractor—any contractor—who submitted a letter of 
transmittal with a proposal that contained exceptions or deviations 
from the contract which he enclosed have a pretty good basis subse- 
quently to insist on adherence to the modifications which he included 
in the letter of transmittal? I am not talking about this one, ’m 
talking about any transmittal letter which contains modifications or 
conditions of the proposal. 

Mr. Kesster. Well, if we accepted the proposal we would naturally 
have to accept the modifications. We could not accept the proposal 
without the modifications. 

Mr. Harpy. Allright. If one bidder is permitted to make reserva- 
tions or modifications in contract terms that others are not permitted 
to make, you do not have comparable competition, do you? 

Mr. Kesstrr. That is correct. 

Mr. Harpy. So in this situation, with the modifications contained 
in that letter, were all of the engineering firms who submitted pro- 
posals actually submitting proposals on the same set of circumstances, 
and the same set of conditions? 

Mr. Kesster. All of them were submitting proposals on the same 
set of circumstances and same conditions. The deviation we have no 
control over. If they deviate or modify their proposal we have no 
contro] over that. 

Mr. Harpy. But does not a letter, a transmittal letter, which con- 
tains reservations have the effect of putting that particular bid out of 
the area of competition? In other words, doesn’t that actually make 
the bid unresponsive? 

Mr. Kesster. I would have to answer “Yes” to your question. 

Mr. Harpy. So that the people who reviewed that bid, that pro- 
posal, if they read that letter, erred in making the determination that 
that was a responsive proposal. 

Mr. Kesster. There was nothing in our records which would indi- 
cate that this was represented to be a responsive proposal. I think 
your staff in reviewing our files found that this was not among those 
which were recommended either to the contract committee for its con- 
sideration or to the mission. 

Mr. Harpy. There is nothing then in your files that would determine 
that the S. & P. proposal was considered to be a responsive proposal ? 

Mr. Kesstrr. Nothing except it was reviewed with all of the other 
proposals, and when the tabulation sheet came out, S. & P.’s name did 
not appear on it. 

Mr. Reppan. Was that because the bid was high ? 

Mr. Kesster. I would only have to assume that. 

Mr. Reppan. Will you please look at your records and see if it 
a Pee ie because of being unresponsive, or because it was 
righ 

Mr. Kesster. I can’t tell. I couldn’t tell that. I would have to 
assume it was eliminated because it was high. 

Mr. Harpy. That assumption is based on the fact that the proposal 
was reviewed along with the others? 
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Mr. Kesster. They wereallreviewed. Yes, sir. 

Mr. Harpy. And if it had been determined to be unresponsive, un- 
der your procedures it would not have been reviewed ? 

Mr. Kesster. It would have been reviewed by our audit people. 
It would have been declared unresponsive by our industry people, the 
engineering people. Oh, excuse me, Mr. Chairman 

Mr. Harpy. Is there a procedural situation under which a proposal 
which is determined to be unresponsive is not reviewed for considera- 
tion of award ? 

Mr. Kersster. Under our system, where, upon receipt of proposals, 
we distribute these to a contract team composed of the Industry Office, 
the General Counsel, the controller, and possibly the country desk 
officer, it is impossible to determine at that point whether a proposal 
is responsive or not. The determination is made at the committee 
meeting when they are attempting to choose a contractor to do business 
with, or make an award to, I should say. 

Mr. Harpy. Let us try to avoid tying this thing to individuals at the 
moment and consider a proposal submitted with that identical letter, 
without regard to any names. Transmitting a proposal for the per- 
formance of a contract. What happens to that proposal ? 

Mr. Kesster. The proposals are distributed and they are reviewed 
and at the committee meeting 

Mr. Harpy. All right. At what stage of the consideration is a de- 


termination made as to whether a bid is responsive and entitled to 
be considered ¢ 


Mr. Kesster. At the committee meeting. 

Mr. Harpy. Is that at the initial consideration of the proposal ¢ 
_Mr. Kesster. At the initial consideration of all the proposals. Yes, 
sir. 

Mr. Harpy. So in this case, if a bid was not responsive it should 
have been eliminated at that point and not sent around for evaluation ? 

Mr. Kesster. Oh, no, sir. I think there is a confusion as to when 
the initial evaluation is made. We do not review the proposals when 
they arrive. They are immediately distributed for review by the in- 
terested offices. We would not attempt to determine whether a pro- 
posal was responsive or not until the meeting to make the award. At 
that point the determination would be made that a proposal is not 
responsive, and therefore would not be considered, and this would be 
the time that this would have been determined. 

Mr. Harpy. Then on what do you base your assumption that this 
particular bid was thrown out because it was high ? 

Mr. Kesster. I can only base it on the assumption—lI can only base 
it on the fact that I have a spread sheet here which only reflected 
5 or 6 proposals, and eliminated the others. And those eliminated 
were those in the high category. I must therefore assume that they 
eliminated every one, let us say, above $1 million. 

Mr. Harpy. So, then, I take it that your deduction here is that the 
elimination was made before consideration was given to determining 
whether or not the bid was responsive ? 

Mr. Kesster. I think you can assume that. Yes, sir, because it is 
difficult, Mr. Chairman, to answer your question directly. 


Mr. Harpy. What I am trying to get at is this, Mr. Kessler 
Mr. Kesster. I appreciate it. 
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Mr. Harpy. A proposal is submitted by a letter of transmittal 
which clearly imposes conditions which were not made applicable to 
every individual who submitted a proposal. We can apply it to com- 
petitive bidding, or we can apply it to this proposition where a letter 
of transmittal accompanies the proposal and prescribes conditions 
which were not made applicable to every other person who responded 
to that invitation. Doesn’t that have the effect of putting that pro- 
posal or that bid out of competition? Why go to all of the trouble 
of evaluating something if the letter of transmittal itself puts it 
out of competition ? 

Mr. Kesster. I can’t quarrel with you and I can’t answer your ques- 
tion directly. I agree that the proposal as it sits here now is unrespon- 
sive, but we do not review these prior to making distribution. 

Mr. Harpy. That looks like there is another error of administra- 
tive detail that needs to be strengthened out, because I don’t know why 
you would have your personnel evaluating bids under any sort of 
circumstances, or any type of contract, when you had a transmittal 
letter that clearly put it out of the area of responsiveness. It looks 
to me like a gross waste of manpower that it should even go through 
the process of evaluation if it is not in a competitive situation. 

Mr. Kesster. It was taken out of the competitive situation, Mr. 
Chairman, because it was out of reach moneywise, actually. 

Mr. Harpy. Yet, but why was it not in a competitive position? Be- 
cause of being unresponsive, because it imposed conditions which 
were not applicable to everybody who submitted proposals? The 
transmittal letter took it out of that situation, didn’t it? 

Mr. Kesster. I take issue with you when you say it was not ap- 
plicable to everyone who submitted a proposal. We did not put these 
conditions into any letter that went out asking for proposals. 

Mr. Harpy. I understand that. 

Mr. Kesstrr. Therefore, I can’t agree with you that everyone did 
not have the same opportunity. The only reason the others did not 
have the same opportunity is because the others are not there work- 
ing under a contract. 

Mr. Harpy. That is not quite the point. I am talking about the 
conditions prescribed in the letter of transmittal. 

Mr. Kesster. The conditions prescribed in the letter of transmittal 
make this a nonresponsive proposal. 

Mr. Harpy. That is exactly what I am talking about. 

Mr. Kesster. Correct. 

Mr. Harpy. So why, in view of the fact that that letter of trans- 
mittal had prescribed for this proposal conditions which did not apply 
to others, why did you spend your time even considering it, or evalu- 
ting it ? 

Mr. Kesstrr. I think the only evaluation made of this, Mr. Chair- 
man, was a fiscal evaluation. 

Mr. Reppan. Mr. Kessler, as I understand your testimony now you 
say, having read that letter, you are of the opinion that that is not a 
responsive bid. 

Mr. Kersster. When you read the letter, this is so, but when you go 
back to the proposal itself you begin to wonder. 

Mr. Reppan. I also understand you to say you believe it was elimi- 


nated on the first go-around because the bid was too high, or the 
proposal was too high ? 


| 
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Mr. Kesster. I can only assume from the spread sheet it was elim- 
inated on that basis. 

Mr. Reppan. The next question is, Having been eliminated once 
and tentatively eliminated twice, is that company presently being 
considered for the job? 

Mr. Kesster. I don’t know if I can answer that question. 

Mr. Reppan. Let me show you a cable from Bangkok to ICA which 
is dated May 16, 1958. That is the latest thing we have. Is there 
anything later ¢ 

Mr. Kesster. Yes, sir. There is something later. I have indicated 
to you I would make it available just as soon as my copy became avail- 
able to me. We have replied to this and just as soon as my copy 
comes up I will make a copy available to you. 

Mr. Reppan. Does that cable indicate that the firm we have been 
discussing here, S. & P., is still in the act of running for the job? 

Mr. Kesster. It would. This is the mission’s evaluation of the 
proposals sent to them. 

Mr. Reppan. Does that cable indicate that they did not consider 
certain others that you struck out previously? I think it is on the 
first page. 

Mr. Kesstrer. They have accepted our reasons for striking the three 
we have eliminated. 

Mr. Reppan. I see. 

I show you a copy of that cable to which they refer. Your cable 
1090 dated 3/31. Is that the cable to which the mission refers? 

Mr. Kesster. Yes. This is the cable to which the mission refers. 

Mr. Reppan. Look at the second firm you have there and tell the 
committee why that firm was eliminated by Washington—I think it is 
the second one there—as being unresponsive. 

Mr. Kesster. I don’t have to name the firm, do I? 

Mr. Harpy. No. 

Mr. Kesster. I would rather not. 

Do you want me to read this, Mr. Reddan ? 

Mr. Reppan. Perhaps it will make it clearer in the record if you do 
read it, rather than paraphrase it. 

Mr. Kesster. Allright. [Reading:] 


Although qualified as a firm to undertake highway engineering, the proposer 
intends to do the design engineering in the home office. This is not responsive to 
the letter of invitation which emphasized the training of Thai highway personnel. 

Mr. Reppan. So they were eliminated because they were going to do 
design engineering in the home office ? 

Mr. Kesstrer. That is correct. 

Mr, Reppan. Now, will you look at page 2 of that letter of trans- 
mittal of February 7, which we have been discussing, in paragraph 3, 
the next to the last paragraph on page 2. 

Mr. Kesster. Yes. 

Mr. Reppan. Would you read that ? 

Mr. Kesster (reading) : 

Although the smaller structures will be designed in the field office, it may be 
desirable to design, or review the design of, more complicated structures in our 
St. Louis office, so that specialized personnel required for a relatively short 


period may be utilized with maximum efficiency and economy. An allowance 
for this is included in our estimate. 
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Mr. Reppan. Does that, in your opinion, constitute an unresponsive 
proposal ? 

Mr. Kesster. It does not. 

Mr. Reppan. That does not make it unresponsive ? 

Mr. Kesster. It does not, because it says design or review of this 
design. 

Mr. Reppan. That would give them the choice. They could design 
it if they wanted to. 

Mr. Kesster. It would allow us to make the determination whether 
we would have it designed or reviewed at the home office. 

Mr. Harpy. That might depend on your interpretation. That 
might provide another area of dispute later on. 1 should think it 
could be interpreted either way. 

Mr. Kesster. You may be correct, Mr. Chairman, except that this 
is not a contract. This is a proposal. The contract is the docu- 
ment that controls. 

Mr. Reppan. Yes. 

Mr. Harpy. In the other case does the contract itself contain that 
limitation ? 

Mr. Kesster. On the design ? 

Mr. Harpy. The other one you referred to a moment ago as being un- 
responsive. Or was that ina letter of transmittal ? 

Mr. Kesstrer. That was the proposal, as I remember it, Mr. Chair- 
man. 

Mr. Harpy. The only thing I am trying to do is see if we can get 
these things on a comparative basis. That’s all. 

Mr. Kesster. Yes, sir. 

Mr. Reppan. That page just snapped out as I turned the page over, 
Mr. Kessler. Perhaps if you read that to the committee it may throw 
some light on it. 

Can you identify that, Mr. Kessler, as to what itis? Not by name, 
but is that a proposal ? 

Mr. Kesster. This is a page taken from a proposal submitted to 
ICA February 8, 1958. 

Mr. Reppan. By the firm which was mentioned in that cable which 
was eliminated as being unresponsive because of the design in the 
home office ? 

Mr. Kesster. This is correct. 

Mr. Reppan. Incidentally, did that company have the low bid, do 
you know? 

Mr. Kesster. If not the low one, very near to it. That company 
submitted two proposals. Which one do you want to talk about? ~ 
Mr. Reppan. Let us talk about both of them. Were both of them 
ow? 

Mr. Kesster. One was second low, and one was low. 

Mr. Harpy. So if the low one had been rejected, the other one would 
have still been low. 


Mr. Kesster. The low one was an alternate proposal, Mr. Chair- 
man. 
Mr. Harpy. In either case, this company submitted the low bid? 


Mr. Kersster. Not the low bid. It depends on which one you want 
to take. ; , 
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Mr. Harpy. Whichever one you take. If you eliminate the other 
one, this is the low one. 

Mr. Kesster. If you eliminate the other one. Correct. 

Mr. Reppan. In what way did the alternative proposal differ from 
the original proposal ? 

Mr. Kesster. I beg your pardon ? 

Mr. Reppan. I say, in what way did the alternative proposal differ 
from the original proposal ? 

Mr. Kesster. I am not going to be able to answer that, Mr. Reddan. 
I think we have personnel here in the room that can answer it, though. 

Mr. Reppan. All right. 

Mr. Harpy. The section or the part that made this proposal unre- 
sponsive was what? And which proposal ? 

Mr. Kesster. I assume this is the section you are referring to, which 
you handed to me? 

Mr. Reppan. That is right. 

Mr. Kesster. I will be glad to read it. It is entitled, “Electronic 
Computers.” [ Reading: ] 

Where mathematic computations of a similar nature are repeatedly incurred 
in the design of a project, a financial and manpower saving can be effected by use 
of digital computers. This applies particularly to the solution of structural de- 
sign calculations for bridges and earthwork calculations for roadways. 

The Rich Electronic Computer Center, Georgia Institute of Technology, At- 
lanta, Ga., is available to this firm for such work and has been used in the past for 
the solution of such problems mentioned above and for the analysis of water- 
distribution systems. 

Members of our civil and structural departments attend regular instruction 
classes on the use of these computers, especially as to problem preparation and 
programing. Programing at the center has been very extensive and most prob- 
lems encountered in highway and bridge engineering have been prepared for. 

We will be able to effect the aforementioned savings by use of digital com- 
puters. Any savings gained in manpower will be given full credit on home 
office overhead and all cost not expended. 

Mr. Reppan. It was for that reason that that firm was eliminated. 
Is that right ? 

Mr. Kesster. The Engineering Division informed me for that 
reason this firm was eliminated. 

Mr. Reppan. Other than saving the Government money, what else 
did that provision do which ¢ -aused it to be eliminated ? 

Mr. Kesster. It provided for the work being done in the home 
office, and if you do the work in the home office you are not going 
to be able to train the Thai Highway engineers. 

Mr. Reppan. Is that the sole reason for that elimination then? 

Mr. Kesster. Mr. Reddan, as far as I know, that is the sole reason, 
but again I would ask you, if you want a definite answer on this, 
you might call one of the gentlemen in the room who is from the 
‘Engineering Division, who made the determination on this. 

Mr. Reppan. All right. I would like to go back to that airgram 
of May 18, the last one. What has the mission done there in that 
airgram ¢ 

Mr. Kesster. The mission has attempted, or has indicated to us, 
that they wanted to use a basis of 18 to 20 men on a 30-month com- 
pletion project. They have, therefore, evaluated four proposals on 
that: basis. 

Mr. Reppan. They have evaluated 4 proposals and extended them 
on the basis of 30 months? 
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Mr. Kesstrer. They have adjusted them to reflect 30 months and 
made this evaluation. 

Mr. Reppan. Were all of those proposals revised upward ¢ 

Mr. Kesster. There is a revision upward in those proposals where 
the changes were made. Yes. 

Mr. Reppan. In all cases? 

Mr. Kesster. All but one. 

Mr. Reppan. Which one was that ? 

Mr. Kesster. Sverdrup & Parcel. 

Mr. Reppan. In other words, they were reevaluated and revised 
upward on the basis so as to be comparable to the proposal submitted 
by Sverdrup & Parcel. Is that right? 

Mr. Kesster. They were all evaluated upward on the basis of what 
the mission thought would be required to do this job. 

Mr. Reppan. And that just so happened to be the same thought that 
Sverdrup & Parcel had in their proposals. Is that correct ? 

Mr. Kesster. This is correct. 

Mr. Reppan. Does the mission there set forth any reasons why 
it will take 30 months to do the job, and why it will require a certain 
number of men? Does it there refer to local conditions? 

Mr. Kesster. They do talk about possible delays in obtaining ap- 
provals and decisions which will necessitate a period of 30 months to 
complete this job, and they feel it could not be completed in less time. 

Mr. Reppan. Do you know whether or not those conditions are some- 
thing of a recent nature, or were they in existence at the time the 
original invitations to submit proposals went out? 

Mr. Kesster. I am sure they have been in existence for some time. 

Mr. Reppan. Is there any reason why that information could not 
have been given to all of the contractors at the time the invitation went 
out, so that they could have a realistic picture of the conditions they 
had to face over there? 

Mr. Kesster. I am not sure we knew these conditions. 

Mr. Reppan. Certainly the mission knew them. 

Mr. Kesster. The mission knew the conditions. Yes. 

Mr. Reppan. Do you ordinarily require the mission to give you as 
much information about the proposed project as possible before send- 
ing out invitations ? 

Mr. Kesstrr. We attempt to obtain this information. Yes. 

Mr. Reppan. Did you in this case, sir ? 

Mr. Kesstrr. The information we received came off of a financing 
document and I assume that document did not reflect the situation as 
described in this airgram. 

Mr. Harpy. What is the difference between this proposal now, Mr. 
Kessler, for 30 months, and that which was originally contemplated 
at the time this invitation went out ? ; 

Mr. Kesster. I don’t know that anything different will be found. 
I think that the proposals that came in were based on the best opin- 
ions of the engineers as to how long it would take them to do the job 
that we had described in the invitation. 

Mr. Harpy. But you have a time period now of 30 months. 

Mr. Kesstur. The time period now has become 30 months. 

Mr. Harpy. What was it at the time the proposals went out? 

24700—58—pt. 1—_—49 
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Mr. Kesster. I do not believe our invitations indicated the length of 
time it was anticipated to take. 

Mr. Harpy. To what extent is the time period controlled by the 
number of people employed ¢ 

Mr. Kesster. The time period would increase your man-months of 
service required to complete a job. The longer the time, the more man- 
months. The less the time, the less man- -months. 

Mr. Harpy. I am having a little trouble understanding why we get 
into a change in time period now over the number of man-months re- 
quired, as compared with the situation at the time the invitations were 
submitted, and I am having a little trouble at the same time recon- 
ciline the information you gave a moment ago to the effect that in 
analyzing four proposals, I believe, it was, the mission I believe you 
sal 

Mr. Kesster. They analyzed four. Yes, sir. 

Mr. Harpy. Came up with a determination that resulted in increas- 
ing the proposed costs of three of the firms, and reducing the amount 
of the others. 

Mr. Kesster. No, sir. They did not reduce the amount of the others. 

Mr. Harpy. I misunderstood you then. 

Mr. Kesster. The others are exactly the same. They did not touch 
them at all. The amount is exactly the same. 

Mr. Harpy. So, how far apart were they after the mission got 
through revising its estimate of what would happen under these sev- 
eral proposals ? 

Mr. Kesster. Let us talk about the total estimated cost. I might 
also indicate to you, although they have increased these costs, S. & P. 
is still not low, but in one case it is between a seven- and eight-hundred- 
thousand-dollar increase. 

Mr. Harpy. How far does that put them from Sverdrup & Parcel’s 
proposal ? 

Mr. Kesster. $100,000. 

Mr. Harpy. Above or below ? 

Mr. Kesster. Below. 

Mr. Harpy. Is that the same relationship with respect to the others 
that have been revised upward ? 

Mr. Kesster. All but 1, and 1 went above about $250,000. 

Mr. Harpy. Were those revisions made in consultation with rep- 
resentatives of the proposers ? 

Mr. Kesster. Were these made with representatives ? 

Mr. Harpy. That’s right. 

Mr. Kesster. I can’t tell you, Mr. Chairman. This was made ™ 
Thailand. 

Mr. Harpy. It was made at the mission, I understand. 

Mr. Kesster. Yes, sir. 

Mr. Harpy. But have you analyzed the revisions, or has the mission 
even sent over the worksheets to show the basis on which these 
revisions were made ? 

Mr. Kesster. Yes, sir. The airgram indicates the basis on which the 
revisions were made increasing the man-months and the period re- 
quired to complete the project. 

Mr. Harpy. Have you analyzed it for reasonableness ? 

Mr. Kesster. They have been analyzed. Yes, sir. And a reply 
has gone out, and we do not agree with the mission. 
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Mr. Harpy. Did the mission make a reevaluation of S. & P.’s pro- 
posal in that airgram ¢ 

Mr. Kessier. Yes, sir. They have broken down the S. & P. proposal, 
but it represents the same proposal submitted here. The figures are 
exactly alike. 

Mr. Harpy. Oh, they did 8S. & P.’s proposal the same way they did 
the others ¢ 

Mr. Kessier. They did not have to change the S. & P. proposal. 
That was based on 19 men for 30 months. 

Mr. Harpy. In other words, it looks like they are trying to recon- 
struct the others so they could approximate S. & P.’s figures. 

Mr. Kesster. This you could determine from reading the airgram. 

Mr. Harpy. S. & P. was not even on the list sent out by ICA Wash- 
ington for evaluation, was it ? 

Mr. Kesster. That is correct, but we sent all the proposals out to 
them, which included the S. & P. proposal. 

Mr. Harpy. Before we leave this, I have a related question which 
I jotted down awhile ago. When we were talking about the original 
invitations that were sent out asking for proposals, why was there a 
prohibition against the use of equipment already there, regardless of 
who might get the contract ? 

Mr. Kesster. I didn’t know there was a prohibition. I’m afraid ’m 
not going to be able to answer that question for you. I don’t know the 
answer. 

Mr. Harpy. I understood you to testify that there was a prohibition, 
that you were going to start off on a new contract and that the engi- 
neering firms were supposed to submit proposals based on the acquisi- 
tion of entirely new equipment for this job. 

Mr. Kesster. I think also, Mr. Chairman, probably the reason for 
that was that the equipment on the job now was being used by S. & P. 
and Raymond on the Northeast Highway, and the expanded aid 
highway, and they would not be able to divert it to the Bangkok- 
Saraburi portion. I think when S. & P. and Raymond completed 
the Northeast, all of that equipment from Northeast would have been 
moved to the expanded aid highway. 

Mr. Harpy. If there was enough equipment there for S. & P. to 
divert some of it under its revised proposal or what it said it was 
actually due to begin with, why isn’t there enough equipment there 
for any other contractor to do that ? 

Mr. Kesster. There is a question as to how much could have been 
diverted. I don’t know, 

Mr. Harpy. Actually, you are not too far from the completion of 
that particular job, are you ? 

Mr. Kesster. The Northeast ? 

Mr. Harpy. Yes. As far as the use of this equipment is concerned. 

Mr. Kessier. I understand it is fairly near completion. 

Mr. Harpy. So then we are going to have two sets of equipment over 
there. We will have a lot of other equipment and it will be something 
else we can turn over to the Thai Government that we have to put 
in perfect condition. So we are going to get a new set of equipment. 
Is that what this thing would do? 

Mr. Kesster. That is what this thing would do. 

Mr. Harpy. Of all the wasteful types of practices. I have a hard 
time understanding such a procedure. 
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Mr. Kesster. In this we get some new equipment. Whether it 
would duplicate all of the equipment already on the job I don’t know. 

Mr. Harpy. Here you have equipment already over there that is 
satisfactory for performing this job, but you still can’t find any way 
to use it and you send out proposals under which all new equipment 
would be acquired. 

Mr. Kessier. You say “all new equipment.” I don’t know whether 
this is all new equipment. 

Mr. Harpy. Actually your proposals called for entirely new equip- 
ment, didn’t they ? 

Mr. Kesster. They called for new equipment, but whether it called 
for a duplication of all the equipment presently there, I don’t know. 

Mr. Harpy. And if it did not call for all new equipment, you 
couldn’t have a comparable basis for your proposals if one was going 
to buy a certain amount and another one a different amount. 

Mr. Kesstrr. I don’t want to mislead you, nor do—— 

Mr. Harpy. Yousure are misleading me. 

Mr. Kesster. I don’t want to do this, so therefore I would like to 
attempt to straighten it out. 

Mr. Harpy. | wish to goodness you would. 

Mr. Kesster. And I may have some difficulty, but it seems to me 
that the equipment requested, or the equipment suggested here by 
S. & P. is the same equipment suggested by other proposers. So 
everybody is recommending the same equipment. My statement is I 
do not know whether the equipment here is a duplication of all the 
equipment that we have put on the job in Thailand. 

Mr. Harpy. 8. & P. comes back with a proposal that says if it would 
leave out the equipment already on the job they can do it a lot cheaper. 

Mr. Kesster. We may be able to divert some of the equipment. We 
may be able to divert some of the equipment, Mr. Chairman. 

Mr. Harpy. If some of it could be diverted for S. & P., the same 
equipment could be diverted for other contractors, couldn’t it? 

Mr. Kesster. This is correct. And what 8. & P. is suggesting here 
is what many other contractors will suggest. in their working areas. 

Mr. Harpy. I do not understand why, considering this is a pretty 
big item of expense, there was not some sort of determination made. 
You know very well if this contract had been awarded some time 
back you would have gone out and procured every bit of the equipment 
the engineers required for this job. 

Mr. Kesster. It is part of the program agreement between the 
Government of Thailand and the Government of the United States. 

Mr. Harpy. If it does not make any sense, why in the world don’t 
we correct it? Are we just going to keep throwing our money away 
like that? I frankly havea hard time understanding the commonsense 
applied inthe ICA. Maybe Mr. Smith should be here now. 

Mr. Kesster. I would suggest, Mr. Chairman, if you want to deter- 
mine the basis for buying this new equipment, if Mr. Stoneman, who 
is in the room, who is the Thailand desk officer, would come up, he 
should be able to answer that question for you. 

Mr. Harpy. I doubt that anyone will be able to provide a satisfac- 
tory answer. The fact remains that the contract we have been dis- 
cussing is for essentially the same type of work that is being performed 
under a contract. already in operation. You can extend the present 
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contract or let an entirely new one. ICA chose to let a new contract 
and in its invitation to bid required that the proposals be based on 
acquiring new equipment, when equipment suitable for the work is 
available in Thailand now. That is the point with which I take issue. 

Mr. Kesster. This is correct. 

Mr. Harpy. Then you have another element in here. You have 
an element of the use of manpower. The revised suggestion from 
S. & P. is if you let them use the men they have already on the job 
over there, they can save some money. Some of these other concerns 
have men over in that general area, too, but you didn’t tell them they 
could not use the men that were in Laos? 

Mr. Kesster. We didn’t tell S. & P. they could use the men that 
were in Thailand. 

Mr. Harpy. That is what I understand, but maybe they have more 
men in Thailand than they need on that job. If so, you ought to be 
doing something to eliminate it, because they are on a cost-plus basis 
there. 

Mr. Kesster. I think you are drawing assumptions which are not 
actually there. We have no way of knowing at this time that there 
are excess men on the job, point No. 1. 

Mr. Harpy. That is exactly the point. You haven’t any way of 
knowing that there are not excess men on the job either. 

Mr. Kesster. I would assume the mission would tell us if there were. 

Mr. Harpy. Let us not go on the assumption of the mission telling 
us what the facts are. 

Mr. Kesster. Let us go one point further. This proposal would 
indicate a reduction in their manpower on the job and transferring 
it to this job, and I would assume this reduction could not have been 
made until the Northeast Highway was fairly well completed. 

Mr. Harpy. Isn’t it clear from the letter that was attached by Mr. 
Naughten to his communication to Mr. Arnold that S. & P. had in 
mind the diversion of certain personnel from the job that is going on 
now ¢ 

Mr. Kesster. They could be diverted, but they would only be 
diverted if they were made available and finished their part of the 
job. 

Mr. Harpy. That raises in my mind, Mr. Kessler, and maybe it 
does not in yours, a question as to whether there may already be 
excess manpower over there, and your people are not doing a good 
job of checking to see whether we are actually spending an awful lot 
of money that there is no justification for spending. If there are 
excess men on that job over there, somebody ought to tell you; but 
you don’t have competent people, or enough of them, or people who 
care enough to make this kind of check to see that that kind of efficiency 
is being conducted. 

Mr. Kesster. It is my understanding, Mr. Chairman, that we have 
assigned to the mission two qualified road engineers. 

Mr. Harpy. When did you do it? 

Mr. Kesster. About 3 or 4 months ago. 

Mr. Harpy. The whole question in my mind about this thing is 
there is a very, very clear implication that there is excess manpower 
on that job over there. There is a very clear implication that there 
is ample equipment over there for this new work, and yet ICA’s pro- 
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posal contemplated bringing in an entirely new group of men and 
acquiring entirely new equipment, and if that is not wastefulness and 
extravagance, I don’t know what is. 

Mr. Krsster. If I understand your statement, Mr. Chairman, you 
would have taken the position—I say you would have taken the posi- 
tion—that we should have amended the S. & P. contract at that point 
and utilized the personnel that were already in Thailand, and not 
gone after the proposal. 

Mr. Harpy. That might have been the sensible thing to do. I 
don’t know. But if you had excess manpower in S. & P. you should 
have gotten them off the job. 

Mr. Kesster. I couldn't quarrel with that. I don’t know that 
there is excess manpower. 

Mr. Harpy. But if there are enough men over there to be trans- 
ferred to this new work and to perform this new work, then they are 
excess to the job that is now going on, and we are still paying them 
because that is a cost-plus job. 

Mr. Kesster. That is an assumption you are drawing. 

Mr. Harpy. I said “If.” 

Mr. Kesster. That’s right. 

Mr. Harpy. And S. & Ps proposal suggested that they be per- 
mitted to use them, didn’t it ? 

Mr. Kesster. That is correct, but I don’t believe that there is man- 
power sitting around Thailand doing nothing that they could imme- 
diately transfer to this job. 

Mr. Harpy. They may not be sitting around there doing nothing, 
but they did propose to use the men on the job—at least some of 
them. 

Mr. Kesster. I see nothing wrong with that at all. 

Mr. Harpy. I am not suggesting anything wrong with it, except 
that it looks like there might be some rather poor administration on 
the part of the mission. 

Mr. Kesster. No, sir; but you are suggesting that there are per- 
sonnel of S. & P. available today who could do this job and who are 
not in fact doing the job they have been hired to do. 

Mr. Harpy. I don’t know what they are doing but S. & P. says if 
you let us use the men we have over there and let us use the equip- 
ment we have over there, we can save you $275,000. 

Mr. Kesster. That’s right. And you are nee the conclusion 
from that that these men are available today, and I disagree with 
that. 

Mr. Harpy. What other conclusion can you draw? Yon want the 
contract to start now, don’t you? 

Mr. Kesster. We want them to start as soon as possible. 

Mr. Harpy. Don’t they propose to start it immediately ? 

Mr. Kesster. Let’s take a look at what men they are going to have. 
They propose to utilize their project manager, the same one they have 
over there now. I am certain his work will continue there until both 
jobs are done. 

Mr. Harpy. I think I am sure of that too. Actually he ought to 
be able to do both of them. I am not sure he is going to be able to de 
either one very well. 
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Mr. Kesster. I don’t argue about that with you. Also the same 
purchasing agent and the same accountant and same secretary and 
some of the other personnel, so this would indicate 

Mr. Harpy. That is going to be the basis for saving $275,000? 

Mr. Kessier. No, sir. It 1s only a part of it. 

Mr. Harpy. I am not talking about S. & P. I am just talking 
about this: You have some contractors that bid on this proposition, 
or submitted proposals, who have other people over in that general 
area, don’t you? 

Mr. Kesster. Inthat general area. Yes, sir. 

Mr. Harpy. And, of course, you would expect them to bring the 
people from the most accessible place where they have them available. 
And, of course, you would expect that of S. & P. too. 

Mr. Kessuer. Yes, sir. 

Mr. Harpy. And, presumably, if S. & P. is going to utilize the 
people that it has on the job in Thailand now, they either have or are 
going to have some they don’t need to be fully utilized on the present 
job. 

Mr. Kesster. That’s right, but let’s put it in the proper perspec- 
tive. We are talking here about personnel and equipment and things 
which we are duplicating. But let’s look at what the $275,000 really 
represents. It represents $50,000 worth of equipment. We are talk- 
ing about $50,000 worth of equipment that can be diverted: $92,000 
for salaries and overhead: $75,000 is the fixed fee; $8,000 in trans- 
portation of baggage and equipment; and $50,000 in international 
transportation. 

That is the $275,000 savings referred to. From the discussion you 
and I have been having here this morning I am left with the impres- 
sion it was intended we would use all of the personnel and all of the 
equipment over there, and this is not the intent of the fellow making 
the proposal. 

Mr. Haxpy. I am not talking about using all of it. I would not 
think you could take all of their personnel off of that job until they 
finish the job. 

Mr. Kesster. But we are talking about economy, Mr. Chairman, 
and $92,000 for a contract that will run 30 months will not cover 
many people. 

Mr. Harpy. But I am talking about $275,000, part of which is a 
fixed fee. 

Mr. Kesster. The fixed fee is only $75,000. 

Mr. Harpy. But we are talking about $275,000. 

Mr. Kesster. But only $92,000 is salaries and overhead. 

Mr. Harpy. But you have $50,000 of equipment. And in addition 
to the $92,000 for salaries, you have transportation. 

Mr. Kesster. $50,000. 

Mr. Harpy. Would you have to pay that transportation of baggage 
and equipment for a contractor who had people over there already, if 
he used the people who were there ? 

Mr. Kesster. No, sir, you wouldn't. 

Mr. Harpy. So I don’t figure it. 

Mr. Kesster. We are talking about two things. No. 1, a proposal 
which does not break down the $275,000 possible savings, but does 
indicate certain modifications as opposed to a letter subsequently sub- 
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mitted to a mission director which indicates there is a possible $275,000 
savings. It seems to me further, Mr. Chairman, if S. & P. wanted to 
show us the savings they have indicated here now they could have sub- 
mitted an alternate proposal as some of the other bidders did. | 

Mr. Harpy. I don’t think that is necessarily a part of the point I 
am trying to establish. You have a proposal here which would in- 
volve a saving of $275,000. $75,000 of that is in the fee that is 
charged. $75,000 is a little bit high for a fee on $200,000. Your fee 
is usually charged on the amount of the estimated cost. 

Mr. Kesster. Fees are usually charged based on man-months of 
service. 

Mr. Harpy. And that usually has a relationship to the cost estimate 
because—— 

Mr. Kesster. It is labor; cost of labor. 

Mr. Harpy. Because your manpower is the big item involved. 

Mr. Kesster. That’s right. 

Mr. Harpy. So a reduction of $75,000 in the fee on a reduction in 
other costs of $200,000, looks a little high on the face of it. But let’s 
forget that. Let’s talk about the $200,000 at the moment. 

Mr. Kesster. All right, sir. 

Mr. Harpy. This $200,000, if it can be saved, through the utiliza- 
tion of manpower and equipment, indicates that the costs that entered 
into that relate to manpower and equipment that are on the job and 
that are not required for the conduct of the present job; and I can’t 
get any other conclusion out of it. 

Mr. Kesster. I may disagree with you to say that the manpower 
on the job are not those which are not presently employed but those 
whose services can be utilized in a dual capacity such as the project 
manager, the accountant, the secretary, and some of the other admin- 
istrative personnel, from whom they will not require 30 man months 
of service. 

Mr. Harpy. What you are saying is they are not fully employed. 

Mr. Kesster. No, sir. I think a project manager can manage more 
than one project. He is managing two and there is no reason why 
he can’t manage a third. It is not required to put a new project man- 
ager out there. That is what they are saying to you. 

Mr. Harpy. It takes all of his time to do a good job on one, and he 
is presently out on two. He is going to do a less efficient job on both, 
and if you spread him on three he will probably do a lousy job on the 
third one. 

Mr. Kesstxrr. I would let the contractor answer that. 

Mr. Harpy. I am not talking about individuals, but I am talking 
about spreading out of a man’s time and his ability and his energy. 
There is such a thing as spreading him out too thin. I am spread so 
thin I am not doing a good job in this hearing. If I were not spread 
so thin I would be able to study a little bit more on what to ask you 
this morning. 

Mr. Kersster. I wish I had time to study myself. But you take the 
accountant. It is a good case in point. You don’t need three ac- 
countants out there. One should be able to do the job. 

Mr. Harpy. That is a case where you have a man not fully occupied. 

Mr. Kesstrr. He is fully occupied on the job he is doing. 

Mr. Harpy. I am not suggesting he isn’t doing the job properly. 
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Mr. Reppan. Mr. Kessler, I would like to go back to the letter of 
April 21, which Mr. Naughten sent to Mr. Arnold. Was that letter 
brought to your attention at any time? 

Mr. Kesster. Yes, sir. 

Mr. Reppan. When was it first brought to your attention? 

Mr. Kesster. I don’t know the date. It was the time Mr. Woods 
visited me. Maybe he can give me the date. It was on a Friday. 

Mr. Reppan. Friday May: 2¢ 

Mr. Kessier. That could be correct. I don’t know the exact date. 

Mr. Reppan. Did you see the whole letter at that time? 

Mr. Kesster. I did not. 

Mr. Reppan. How much of it did you see? 

Mr. Kesster. I didn’t see any of it. 

Mr. Reppan. Did you have it read to you? 

Mr. Kesster. Let me understand this: When I say I didn’t see 
it I didn’t see the contents of it. I saw the letter across the table. 

Mr. Reppan. Was it read to you? 

Mr. Kesster. Portions were read. 

Mr. Reppan. Turn to the second page of that letter where Mr. 
Naughten sets out certain specific objections which he has to the firm 
which ICA recommended for this job on the Bangkok-Saraburi Road. 

Mr. Kesster. Yes. 

Mr. Reppan. Were those read to you? 

Mr. Kesster. I don’t recall, Mr. Reddan. I know about this and 
I must assume it was read to me, but I just can’t recall. 

Mr. Reppan. Do you think Mr. Naughten’s objections are of sufli- 
cient importance to make further inquiry into them ? 

Mr. Kesster. Yes. They are of sufficient importance to make fur- 
ther inquiry into them. As a matter of fact I did myself make fur- 
ther inquiry into them. 

Mr. Reppan. How soon after you found out about them did you 
make inquiry ? 

Mr. Kesster. I can’t recall the exact date but it must have been 
shortly thereafter. 

Mr. Reppan. Did you find out whether or not those objections had 
any substance ? 

Mr. Kersster. I do not agree with Mr. Naughten and I assume that 
we are talking about the possible conflict of interest. 

Mr. Reppan. That’s right. Objection No. 1 where he says there is 
a possible conflict of interest because the firm you recommended had 
another contract in Thailand. Isthat right? 

Mr. Kesster. That I think would be 

Mr. Reppan. That is No. 1. 

Mr. Kesster. No, I don’t think he says this at all. I think he is 
talking about our recommendations to the mission, that there might 
be a conflict of interest between U Ipham, or if we used Upham. 

Mr. Reppan. Did Upham bid on this job? 

Mr. Kesster. They did not. 

Mr. Reppan. What in the world is he talking about? Didn’t he say 
that he thought the same conflict of interest existed in this case as it 
did in the case of a job where Upham was submitting a bid, and Upham 
was eliminated? Tle says he thinks the same thing ought to be applied 
in this case. 
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Mr. Kesster. Well, I would have to go back and reconstruct this for 
you just a little bit. There was an indication that the mission would 
want to amend the Upham contract, and the Upham contract is one 
for training and establishing a highway department to undertake the 
Bangkok-Saraburi Highway. It was our position that these would be 
a conflict of interest, since he would be supervising himself under con- 
tract with the Thai Government, since the highway department super- 
vises the engineering work done on the highway. Therefore, we indi- 
cated to the mission at that time that there was no objection to Upham 
undertaking this highway as a part of the training program. We 
would object to him ts taking the highway under a separate contract. 

Mr. Reppan. Mr. Naughten feels that that same rule is applicable 
in this case. 

Mr. Kesster. I don’t agree with him. 

Mr. Reppan. And you disagree with him ? 

Mr. Kesster. This is correct. 

Mr. Reppan. So you didn’t do anything with respect to that? 

Mr. Kesstrr. This is not correct. I did something further. I made 
an inquiry. 

Mr. Reppan. And do I understand that following your investigation 
you concluded that it was not a parallel case? 

Mr. Kesster. I agreed it is not a parallel case. I think there is not 
a conflict of interest here. The individual referred to works for the 
contractor and 

Mr. Reppan. Now you are talking about the third paragraph ? 

Mr. Kesster. That is right. 

Mr. Reppan. I wasstill on the first paragraph. 

Mr. Kesster. O. K. 

Mr. Reppan. I say on the first paragraph you decided upon investi- 
gation that there was not the same rule which you applied to Upham, 
that it was not applicable here because they were not parallel cases; is 
that correct ? 

Mr. Kesster. Quite apparent. 

Mr. Reppan. I want to get down to the third paragraph, where he 
suggests a possible conflict of interest on the part of a former ICA 
employee. You say you did investigate that? 

Mr. Kesstrr. I checked into it ; yes. 

Mr. Reppan. And what did you do? 

Mr. Kesster. Determined whether or not the individual actually 
worked for the contractor, found out that he did, determined where 
he worked, and also determined that he was not or would not be 
assigned to this job and never anticipated he would be assigned to the 
job. The fact that an individual works for the Government and goes 
to work for a contractor, and eventually the contractor obtains a job 
elsewhere or in another country, in my opinion there is not a conflict 
of interest. 

Mr. Reppan. Did you find out whether or not that former employee 
had anything to do with the proposal which was submitted by this 
company ? 

Mr. Kesster. I did not, but I would assume that he did not. 

Mr. Reppan. That is what the allegation is. 

Mr. Kessterr. No, he says relationship led to the proposal. 

Mr. Reppan. Read the whole thing. 
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Mr. Kesster. Do you want it read in? This is for official use only. 

Mr. Reppan. That is not a cablegram, is it? 

Mr. Kesster. The letter is for official use only. 

Mr. Harpy. I think Mr. Smith and Mr. Arnold agreed that there 
was no reason why it should not be read. 

Mr. Kesster. I have no objection. 

Mr. Harpy. That is my recollection. Doesn’t the record show that? 

Mr. Kesster. The same rule wouldn’t apply here. This can be 
read. [Reading :] 

I have heard that E. T. McNamara, former Public Works officer, USOM/Laos, 
has some type of relationship with Murrow, president of TCI, which led to TCI’s 
proposal. This, if true, suggests a possible conflict of interest situation. I add 
to that the flat statement McNamara is completely unacceptable to this mission 
in any capacity, direct or indirect. 

Mr. Reddan, the only thing I can interpret from this is that where 
there is a relationship between an individual and contractor there 
may be a conflict, and I can’t agree with that. 

Mr. Harpy. The key wor ds, and apparently you didn’t attach any 
significance to them, were, in my mind, “which led to this proposal.” 

“Mr. Kessrr. Relationship which led to this proposal. 

Mr. Reppan. What does that mean ? 

Mr. Kesster. I would assume that means McNamara suggested to 
Murrow that he send a proposal on this job. This is the only thing 
I would get from the naraeraph. 

Mr. Reppan. Mr. Naughten was the former head of your Com- 
pliance Section, wasn’t he? 

Mr. Kesster. This is correct. 

Mr. Reppan. And a former FBI agent? 

Mr. Kesster. This is correct. This I assume is correct. I don’t 
know that he was an FBI agent. 

Mr. Reppan. He feels that there may be some sort of a conflict 
here, and I was wondering just how much weight you gave to that 
suggestion, how extensive an investigation you “made or had caused 
to be made. 

Mr. Kessier. Well, as you have heard yesterday, we caused none 
to be made. I made the investigation because I was personally in- 
terested, that if there was an apparent conflict of interest I would 
right then and there have eliminated TCI. After my investigation 
I did not feel that there was a conflict of interest. 

Mr. Reppan. Whom did you ask whether or not this was true? 
Did you ask anybody ? 

Mr. Kesster. Whether what was true? 

Mr. Reppan. Whether or not this allegation was correct. Whom 
did you talk to? Did you talk to Mr. McNamara? 

Mr. Kesster. I didn’t talk with Mr. McNamara. I called the 
Office of Transportation Consultants to determine whether he was 
working there; secondly, to determine where he was working. And 
the proposal did not indicate that he would be a member of the staff. 

Mr. Harpy. Of course, if you were talking to them you should have 
found out he wasn’t even employed by Transportation Consultants. 

Mr. Kesstrr. He was employed by a subsidiary of Transportation 
Consultants. 
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Mr. Reppan. In your opinion, does that constitute employment by 
the principal ? 


Mr. Kesster. No, it does not. 

Mr. Reppan. Are you thinking of Mr. Hill? 

Mr. Kesster. I am not thinking of Mr. Hill. 

Mr. Reppan. I have no further questions. 

Mr. Brownson. I have no questions. 

Mr. Buiatnrs. No questions. 

Mr. Harpy. Thank you, Mr. Kessler. For the time being we will 
excuse you. 

Mr. Kesster. Thank you. 

Mr. Reppan. Mr. Flesher. 

Mr. Harpy. Mr. Flesher, will you come up please and be sworn. 

(Whereupon, Carl William Flesher was duly sworn as a witness.) 


TESTIMONY OF CARL WILLIAM FLESHER, ASSISTANT DEPUTY 
DIRECTOR FOR TECHNICAL SERVICES, INTERNATIONAL COOP- 
ERATION ADMINISTRATION 


Mr. Reppan. Will you please give the reporter your full name and 
address. 


ie Friesuer. Carl William Flesher, 8308 Thoreau Drive, Bethesda 
14,M 

Mr. Reppan. What is your present position ? 

Mr. Fixsuer. I am assistant to Mr. Arnold, the Deputy Director 
for Technical Services. 

Mr. Reppan. Will you speak up, please, sir. 

Mr. Fiesuer. I am Assistant Parvake Director for Technical Serv- 
ices. 

Mr. Reppan. How long have you been so employed, sir? 

Mr. Fiesuer. April 16, 2 years ago, I joined ICA. 

Mr. Reppan. Could you give me just a little of your educational 
background and experience ? 

Mr. Fiesuerr. I came to ICA from the Atomic Energy Commission. 
Prior to that time I was with the International Bank for Reconstruc- 
tion and Development. 

Mr. Reppan. In what capacity, sir? 

Mr. Fiesuer. I was Chief of the Industrial Division. Prior to 
that time I was with the Maritime Commission during the war, in 
shipbuilding. 

Mr. Harpy. When did you leave the Maritime Commission ? 

Mr. Fiesuer. I left the Maritime Commission about 1946. 

Mr. Harpy. Right after the war? 

Mr. Fiesuer. After the shipbuilding days were over. 

Mr. Harpy. What did you do after you left there? 

Mr. Fiesuer. I went briefly with a firm in the atomic energy field 
and from there to the International Bank. 

Mr. Harpy. Mr. Flesher, did you become associated with ICA about 
the same time Mr. Arnold did? 

Mr. Fixesuer. No, sir; prior to Mr. Arnold. I became associated 
with ICA at Mr. Hollister’s request. I was in the Atoms for Peace 
program in the AEC when it was first formed. I left the Inter- 
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national Bank to head part of that program in the Reactor Develop- 
ment Division. 

Mr. Harpy. You didn’t get into ICA then with Mr. Stassen ? 

Mr. Fiesuer. No, I did not. As you know, the 1CA finances part 
of the Atoms for Peace program, although the AEC does the imple- 
mentation. Mr. Hollister wanted someone in his organization who 
could handle that phase of ICA’s operation. 

Mr. Harpy. Mr. Flesher, I thinks in the interest of trying to see if 
we can shorten the hearings we will get right down to a particular 
phase of the subject under consideration that you should be able to 
advise the committee on. 

Now, you heard Mr. Arnold’s testimony yesterday ? 

Mr. Fuiesuer. Yes, sir. 

Mr. Harpy. If my memory serves me correctly, he indicated that he 
turned over to you the letter which he received from Mr. Naughten, 
which was dated April 21,1958. Is that correct? 

Mr. Fiesuer. That is correct, sir. 

Mr. Harpy. Will you tell the committee what you did ? 

Mr. Fiesuer. Mr. Arnold brought the letter to my office because 
ofthe urgency. This was about 11 o’clock Friday morning. 

Mr. Reppen. Do you know the date, sir? 

Mr. Fiesuer. It was Friday. I believe it was the 2d. 

Mr. Harpy. Second of 

Mr. Fiesuer. May. I believe that’s correct. 

Mr. Harpy. Then he brought you two letters, I take it. He must 
have brought the one dated April 21 and also the one dated April 24. 

Mr. Fixsuer. I am referring to the date that he brought me the 
letter. 

Mr. Harpy. I understand, but you said this was May 4? 

Mr. Fiesner. Second, sir. 

Mr. Harpy. May 2? 

Mr. Fiesuer. I believe that was Friday. I know it wasa Friday. 

Mr. Harpy. He didn’t bring you just on letter then, did he? 

Mr. Fiesuer. He brought me the letter with its attachments. 

Mr. Harpy. Which letter is that ? 

Mr. Fiesuer. That is the letter of April 21. 

Mr. Harpy. April 21? 

Mr. Fiesuer. That’s right. 

Mr. Harpy. He did not at the same time bring you the letter of April 
24 which he had received from Mr. Naughten ? 

Mr. Fiesuer. No, sir. 

Mr. Harpy. What did you do when you got the letter of April 21? 

Mr. Fresuer. I called Mr. Giroux. This was about 11 o’clock. I 
called Mr. Giroux, Director of the Industry Office, and asked that he 
arrange for a staff meeting as soon as possible so that we might review 
this entire subject. Mr. Giroux arranged such a meeting and, as I 
recall, it was about 3 o’clock in the afternoon of the same day, either 
3 or 3:30, and at that staff meeting we had representatives of all the 
offices interested in this particular project. We had Mr. Stoneman 
from the desk. We had Mr. Kessler from the contract office. We had 
Mr. Grant from the General Counsel’s office. The Controller was rep- 
resented. In other words, there was complete representation of the 
entire staff of the agency that was interested in this particular project, 
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so that we might have a full and complete review of its status, and 
that was the purpose of the meeting. 

Mr. Harpy. Well, now, were there any minutes kept of that meeting? 

Mr. Fresuer. I checked before coming over here. I thought minutes 
were being kept, but unfortunately they were not. 

Mr. Harpy. Did you dictate any memoranda to the file in con- 
nection with that meeting ? 

Mr. Fiesuer. No, sir; I did not. 

Mr. Harpy. Do you know if anyone else did ? 

Mr. Fuesuer. I do not know whether they did. 

Mr. Harpy. Have you made any inquiries as to whether anyone 
else did ? 

Mr. Fiesuer. I did inquire of Mr. Giroux’s secretary before I came 
over, and she said Mr. Giroux did not have any. I did not check with 
anybody else. 

Mr. Harpy. Mr. Grant was there representing the General Counsel’s 
office ? 

Mr. Firesuer. Yes, sir. 

Mr. Harpy. Did you inquire as to whether the General Counsel’s 
office had any record, any memoranda or anything else, that related 
to this meeting ? 

Mr. Fiesuer. No, sir; I did not. 

Mr. Harpy. Let me ask Mr. Grant right now. Do you have any- 
thing that relates to this meeting in your files? 

Mr. Grant. I don’t, Mr. Chairman, and I would like to set the 
record straight with respect to this meeting. 

As far as I was concerned, the General Counsel was represented 
at the meeting by another member of our sta ff, who was a member of 
the contract team concerned with the award. 

Mr. Harpy. Were you there? 

Mr. Grant. I came in the meeting late, looking for Mr. Kessler 
and Mr. Giroux, to get ready for the hearings of this committee which 
were going to start on Monday morning. This was late Friday 
afternoon. 

Mr. Harpy. You haven’t been sworn, have you ? 

Mr. Grant. I haven’t been sworn. 

Mr. Harpy. Well, let’s be sworn. 

(Whereupon, Leslie A. Grant was duly sworn as a witness. ) 


TESTIMONY OF LESLIE A. GRANT, OFFICE OF THE GENERAL 
COUNSEL, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Sit down with Mr. Flesher. He may need you before 
he gets through. 

You came in the meeting looking for whom ? 

Mr. Grant. Your subec ommittee had scheduled hearings for Mon- 
day morning. It was late Friday afternoon, and I w anted to make 
certain that we had files and records re: ady for the hearing on Monday 
morning. I called Mr. Kessler’s office and was told ‘that he was 
talking | with Mr. Thompson. I called Mr. Thompson's office and dis- 
covered that he and Mr. Kessler were talking with Mr. Giroux. I 
assumed that what they were concerned with was the preparation or 
assembling of materials for the subcom: nittee™ s meeting on Monday. 
Therefore, I went directly to Mr. Gircux’s office where I discov ‘red 
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that a large meeting was taking place. At that meeting they were 
discussing the general subject of awards on the Bangkok-Saraburi 
Highway. I stayed and listened to this, but this isn’t the reason I 
came to the meeting. Indeed, I would not have been aware the meet- 
ing was in progress except for my search for Mr. Kessler. 

Mr. Harpy. What did you do besides listen? Did you participate? 

Mr. Grant. Yes, I talked at the meeting. They were discussing 
the question of awards on the Bangkok-Saraburi Highway, and they 
specifically were discussing Mr. Naughten’s letter. 

Mr. Harpy. And you discussed that with them / 

Mr. Grant. Yes. 

Mr. Harpy. Did you see the letter ? 

Mr. Grant. No. Well, I saw Mr. Flesher had the letter in his 
hand while I was there. He read excerpts of the letter. I don’t 
know whether he read the total letter in terms of excerpts, because he 
didn’t read the letter from start to finish while I was there. Of 
course, I was not there when the meeting commenced. 

Mr. Harpy. When did you first see that letter ? 

Mr. Grant. I saw the letter on that occasion. 

Mr. Harpy. To read it. Did you ever read it? 

Mr. Grant. I saw the letter to read for the first time in Mr. 
Arnold’s office when Mr. Woods came to see Mr. Arnold and after 
the question of the letter had come up before this subcommittee. It 
was either on a Monday or a Tuesday. I can’t now remember the 
date because—— 

Mr. Harpy. Are you aware of the fact that letter was not a per- 
sonal letter when the question came up in this subcommittee? 

Mr. Grant. I had never read the letter nor had it in my hands. 
I had only heard Mr. Flesher reading excerpts at this particular 
meeting. 

Mr. Harpy. It is your testimony that so far as you know the Office 
of the General Counsel does not have any minutes of that meetin 
or any memoranda relating to the meeting which Mr. Flesher held 

Mr. Grant. I certainly made none and in the normal course would 
not have made any. I don’t know if the Office of General Counsel 
hasany. Ican check with it. 

Mr. Harpy. I asked you if you know. That is far enough. 

Mr. Flesher, to get back to you, it is your testimony that you did 
not personally dictate anything for your files or any memoranda of 
any kind relating to that conference ? 

Mr. F.iesner. That’s correct. 

Mr. Harpy. And to the best of your knowledge no such memoranda 
exist ? 

Mr. Fiesuer. The normal procedure would have been for someone 
in Mr. Giroux’s office to keep the minutes. It was in his office. 

Mr. Harpy. You have already spoken about that. 

Mr. Fresuer. I do not know of any minutes available. There 
may be, but I do not know of them. 

Mr. Harpy. Now will you describe for the committee briefly just 
what took place at the meeting, what you said and what contributions 
others made? 

Mr. Fiesuer. Well, first of all I called this letter to the attention 
of the group and why I asked Mr. Giroux to call the meeting. I 
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anaes out that Mr. Arnold had received this letter from Mr. 
aughten, that Mr. Naughten seemed to be quite concerned about 
the way ICA/W had been handling this particular project, and that 
Mr. Arnold wanted to have all the information he could get, so that 
he would be aware of just how this particular job stood. I would 
like to say before I go on that Mr. Giroux, the director, had this 
letter in his possession at that time and read the entire letter; not out 
loud, but he read the letter. 

Mr. Harpy. We have been talking about Mr. Giroux. I don’t 
remember that his name has been in these hearings before. Who 
is he? 

Mr. Fixesuer. He is Director of the Office of Industrial Resources. 

Mr. Harpy. You have so many offices down there I can’t even fol- 
low how they are tied together. 

Mr. FiesHer. The industry office, the one Mr. Giroux heads, is 
the office that is responsible for the implementation of this kind of 
project. It falls under his jurisdiction. 

Mr. Harpy. Where does Mr. Stoneman fit in this picture ? 

Mr. F.iesurr. He is in what is called the regional office. In other 
words, he has the Thai desk. 

Mr. Harpy. Mr. Giroux heads this type of operation for the whole 
of ICA? 

Mr. Fiesuer. He is on a functional basis. In other words, he has 
roads whether in Thailand, Cambodia, or Vietnam or wherever 
they may be. 

Mr. Harpy. Is he a superior officer to Mr. Kunze and Mr. Kessler? 

Mr. Fiesuer. No, sir, he is essentially on a par. In other words, 
he reports directly to Mr. Arnold, and Mr. Kunze also reports 
directly. 

Mr. Harpy. So he is on the same level ? 

Mr. Fiesuer. Yes, sir. 

Mr. Harpy. What does he have to do with the awarding of 
contracts ? 

Mr. Fiesner. One of his men is a member of the Contract Com- 
mittee. 

Mr. Harpy. But he is not the contracting officer ? 

Mr. Fiesuer. No, sir. 

Mr. Harpy. It is a wonder this thing wouldn’t have been more 
appropriately taken up with Mr. Kunze’s office. 

Mr. F esuer. In this particular case, the reason for using the lo- 
cation we did is that the conference room was available. It is a 
more convenient room. They are also in the same building, and so we 
were convening as a group, not necessarily the industry group as 
such, but as I recall I previously testified we had representatives from 
all of the offices. 

Mr. Harpy. Did you preside? 

Mr. Fiesuer. I don’t know exactly how to reply to that question. 
I would say that Mr. Giroux in a sense preshels but I participated 
perhaps more in the meeting than Mr. Giroux did. 

Mr. Harpy. You said Mr. Giroux had the letter. When did he 
come into possession of it ? 

Mr. Fiesuer. I handed it to him when I was in the meeting. 

Mr. Harpy. He hadn’t seen it previously ? 
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Mr. Fixsner. He had not. 

Mr. Harpy. And this was on Friday ? 

Mr. Fiesner. The 2d. 

Mr. Harpy. May 2? 

Mr. Fiesuer. That’s right. I would like to say Mr. Stoneman 
also had the letter in his possession. He did not read the entire letter. 
He wanted to glance at the letter so he could identify it. I would 
like to point out that Mr. Giroux’s office is responsible for the technical 
evaluation of projects, and that is why he was interested in this par- 
ticular job; in other words, that phase of the teamwork. 

Mr. Harpy. Go ahead and tell us what took place in that con- 
ference. 

Mr. Fiesuer. I read the letter. At the time I was reading the 
letter, I was not aware that I didn’t read the entire letter. Mr. Kes- 
sler and Mr. Grant have indicated that I didn’t. 

Mr. Harpy. Do you know what parts you did read ? 

Mr. Fiesuer. To the best of my knowledge, I thought I read it all. 
I didn’t read the whole letter right straight through. We went 
through part of it, discussed it, read some more and discussed it, 
and to the best of my memory I read the entire letter, because I used 
it as a basis of discussion for the purpose of the meeting, to see how 
the job stood. That was the purpose of the meeting, to determine 
the status. 

Mr. Harpy. Can you give us a little bit more information on what 
took place ? 

Mr. Fesuer. I was there to get information myself from the staff. 
It was for the first time at that meeting that I found out that bids 
had been received and tabulated, and that the information had been 
sent to the field. It was apparent that from Washington’s standpoint 
the project had proceeded to the point that consideration of Mr. 
Naughten’s request was too late even if it had merit, because we had 
gone quite a long way in asking for proposals making a review of 
the bids and sending them out to the field. That was one thing I 
learned for the first time. I also learned that your committee was 
interested in this particular project and that Mr. Kessler was going 
to appear before your committee at the beginning of the following 
week, 

Mr. Harpy. You were aware of that? 

Mr. Fiesuer. I wasn’t aware of it until that particular meeting. 

Mr. Harpy. At that meeting you were aware of it? 

Mr. Fiesuer. I was aware of it. 

Mr. Harpy. So at the time this letter was under discussion you 
were aware of the fact that Mr. Grant was in there to talk to Mr. 
Kessler about information for our committee, which was holding a 
hearing on the following Monday ? 

Mr. Fiesuer. I was aware of it at that time, but prior to the 
meeting I was not aware of it. 

Mr. Harpy. Which brings up again this question of why that let- 
ter was withheld. You had it in your custody. Did you deliberately 
handle that letter in the fashion that you thought we wouldn’t know 
about, it? 

Mr. Fiesuer. No, sir. 
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Mr. Harpy. You suggested a moment ago that Mr. Stoneman was 
familiar with this letter and he had read ‘the letter. Mr. Stoneman 
was in this room when we discussed that letter on May 6, and Mr. 
Kessler spoke about the letter and he indicated that he had not seen 
it, and he referred to it—and I quote from Mr. Kessler—as a “per- 
sonal letter from Mr. Naughten to Mr. Arnold.” Mr. Kessler further 
testified that he didn’t even know whether it was in ICA’s files. Sub- 
sequently, Mr. Stoneman offered to discuss the content of the letter, 
and I asked Mr. Stoneman: 

“Did you see the letter?” 

And he said: “Only extracts of it.” 

I said: “What you saw did not relate to the specifics of this 
matter?” 

He said: “As it was related to me.” 

Then I asked him: “Did you see the letter or were you listening 
to somebody else’s conversation ?” 

And he said: “I saw about one page of it, and for the rest of it 
I was briefed on it.” 

I assume you must have briefed him. 

Mr. Fiesuer. No, sir. Mr. Stoneman, as I recall, asked to see the 
letter, and I handed it to him. He had it in his possession because 
he wanted to look at it, as I understand it, so he could identify it 
and be sure that he had a copy for his file. 

Mr. Harpy. Did he have a copy for his files ? 

Mr. Fiesuer. Not at that time. 

Mr. Harpy. When did he get a copy for his file? 

Mr. Fiesuer. That I cannot tell you, sir. 

Mr. Harpy. Do you know whether or not he has yet been furnished 
a copy ? 

Mr. Fixsuer. I can’t tell you. I don’t know. 

Mr. Harpy. Do you know whether anybody who would normally 
receive this letter in the ICA administrative setup has been furnished 
a copy of it? 

Mr. Fiesner. To the best of my knowledge, they have. 

Mr. Harpy. Do you have any knowledge ‘about it / 

Mr. Fixsuer. I cannot say that they ‘have copies, but 

Mr. Harpy. You don’t know whether they do or do not, do you? 

Mr. Fresner. I do not. 

Mr. Harpy. When you went to that meeting, what instructions did 
Mr. Arnold give you? 

Mr. Fiesuer. They were very brief. He handed me the letter. 
He was very busy that day. He asked me if I would check into this 
subject as early as possible, and that’s about all the instructions he 
gave me, words to that effect. 

Mr. Harpy. Did he tell you it was a personal letter ? 

Mr. Fresuer. No, sir, he did not. 

Mr. Harpy. Did you announce in the conference that it was a 
personal letter ? 

Mr. Fiesner. I do not recall exactly how I addressed the group. I 
think I addressed it something like this: Mr. Arnold has just re- 
ceived a letter from Mr. } Naughten and is very much concerned about 


this project, and I then proc eeded to discuss the letter. I had it in 
my hand at the time. 
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Mr. Harpy. I have a little trouble understanding this procedure and 
what took place, when we had several witnesses who were present at 
that meeting, all of whom considered that letter to be a personal letter 
and none of whom had copies of it in their files, and it dealt with 
subjects that came under their cognizance. 

Mr. Fiesuer. Well, on that particular day, time didn’t permit 
copies to be made and distributed before this meeting. 

Mr. Harpy. How long have you had the letter? 

Mr. Fiesuer. I got it at 11 o’clock in the morning. I discussed it 
with the staff around 3 in the afternoon. 

Mr. Harpy. We are still talking about the letter of April 21? 

Mr. Fiesuer. That’s right, sir. 

Mr. Harpy. When did you first see the letter of April 24? 

Mr. Fiesuer. I had never seen the letter of April 24 until yesterday 
at the meeting. Until yesterday I had not seen it. 

Mr. Harpy. So that the reply that went out under date of May 7 
was drafted without the benefit of the information contained in the 
letter of April 24 and its attachments ? 

Mr. Fiesuer. I would presume so. 

Mr. Harpy. Did you draft the letter dated May 7 which Mr. Arnold 
sent to Mr. Naughten? 

Mr. Fresuer. Y es, sir; I did. 

Mr. Harpy. Then that is your language that Mr. Arnold took the 
criticism for? 

Mr. F.Lesuer. Yes, sir. 

Mr. Harpy. How long have you been with ICA ? 

Mr. Fiesuer. I have been with ICA since April 16, 2 years ago. 

Mr. Harpy. And you deliberately suggested that a political basis 
be found if Mr. Naughten wanted to award this to— 

Mr. FLESHER. No, sir; I did not. 

Mr. Harpy. Mr. Arnold is making an awful lot of excuses for 
language which you put into his mouth. Of course, he signed it. He 
should have had better sense than to sign it, and you should have 
had better sense than to draft it. 

Now, did you have any instructions to withhold that letter from the 
committee ¢ 

Mr. Fiesuer. No, sir. 

Mr. Harpy. Mr. Arnold has told the committee the kind of far- 
fetched interpretation he put on that language, but since that is your 
language it might be a good idea for you to tell us just what you 
meant by it. 

Mr. Firsuer. Well, I meant exactly the same thing I think that 
Mr. Arnold did; that from the meeting we had in Mr. Giroux’ office 
it was quite clear that S. & P. was the high bidder and there was no 
reason at all for any further consideration to be given to amending 
a contract of the contractor in the field unless there was some policy 
reason. I used the word “political” and it probably should have beer 

“police Vy. 

Mr. Harpy. “Political” is just as good in the way ICA uses it. 

Mr. Firsner. Unless there was that particular reason, there was 
not any further reason for Mr. Naughten to consider amending the 


contrac’. And we used the word “develop.” “Determine” would 
have been 2 better cverd. Obviorsly in Washington we couldn't 


determive avy policy matter in the relations to the—— 
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Mr. Harpy. Mr. Flesher, I ask you this: Would any high school 
child be able to put the interpretation on that statement that Mr. 
Arnold put on it yesterday and that you are trying to construe to 
itnow! I don’t think we need to discuss it any further. It speaks so 
blatantly of deliberately trying to bring into this thing policy con- 
siderations in order that a basis might be found for the award of 
this contract. To try to bring up some flimsy excuse like you are 
putting in there now reflects on the intelligence of—well, we can read 
it. 

I have no further questions. 

Mr. Meaper. Mr. Chairman, could I ask one or two questions about 
this meeting? Can you give the date upon which you first saw this 
letter of Mr. Naughten’s of April 21? 

Mr. FLesHer. May 2, sir. 

Mr. Meaper. And do you know when the letter was actually re- 
ceived by Mr. Arnold ¢ 

Mr. FiesHer. I do not know, sir. 

Mr. Mraprer. You don’t know how long he had it before he gave 
it to you? 

Mr. FixsHer. I don’t know how long he had it. I know when he 
gave it to me, that’s all. 

Mr. Meaper. The meeting was on May 2, and the letter is dated 
May 7. How soon after the meeting did you prepare the draft of 
the letter of May 7? 

Mr. F.iesuHer. I prepared a draft the following Monday. That is 
the 6th. 

Mr. Meaper. And were the contents of the letter the result of dis- 
cussion and agreement among the staff members present at the meet- 
ing on May 2? 

Mr. Fiesuer. I believe the letter reflects the general consensus of 
opinion of the group. I wouldn’t say that it reflects the opinion of 
each individual. 

Mr. Mraper. Do we have in our record who were present at that 
meeting of May 2? 

Mr. Reppan. I don’t believe we do. 

Mr. Meaper. Who was present at that meeting of May 2? 

Mr. Fiesuer. Well, I cannot give you all of the names. I can 
give you Mr. Giroux, Mr. Kessler, Mr. Grant, Mr. Thompson, myself. 
That’s all I can remember. Mr. Kessler probably can remember some 
more. Stoneman was there, and Clapp. Mr. Kessler can fill in some 
other names, too. He was there, and he remembers some of the people 
that were there. 

Mr. Meaper. I would like to have the names of the members. 

Mr. Kesster. I can’t give them all to you. In addition to those 
Mr. Flesher gave you, I think either Mr. Nichols or Mr. Ford were 
present. I think Mr. Anderson and Mr. Chidester were present. I 
think that would about constitute the group that was present at that 
meeting. 

Mr. Meaner. In other words, there were 10 or 12 people present? 

Mr. FixsHer. That’s correct. That’s why I can’t remember them 
all. 

Mr. Meaper. Apparently this matter was regarded as of some signi- 
ficance if you had such a sizable representation there; is that correct ? 








— wer welCULhrrlCOhhC#P3S 


we Ff 


FOREIGN-AID CONSTRUCTION PROJECTS 771 


Mr. Fixsner. I was a little surprised when I walked into the room 
to find so many people there. 

Mr. Biarnrk. Who called the meeting ? 

Mr. Fresuer. I asked Mr. Giroux for the staff meeting and asked 
him to have everybody present that was familiar with this particular 
project. When I arrived I found there was quite a group, and there 
seemed to be some misunderstanding, as Mr. Grant indicated; Mr. 
Grant knew that you were looking into this particular project. I 
didn’t, and apparently they also had people there who had been work- 
ing with you. 

fr. Mraper. By “you,” you mean the International Operations 
Subcommittee; is that right? 

Mr. FiesHer. That’s right. 

Mr. Meaper. Mr. Grant represented the Counsel’s office; is that 
correct ¢ 

Mr. Fiesuer. No. As he testified, he did not. Mr. Clapp did. 

Mr. Grant. Mr. Meader, Mr. Clapp had been the General Counsel 
member of the so-called contract team that was concerned with ana- 
lyzing the project proposals and coming to a recommendation with 
respect to which of the various proposers had the best and most 
suitable proposal for ICA to accept. He participated in this meet- 
ing from its inception on that basis. I came in the meeting late, 
looking for Mr. Kessler to get ready for the subcommittee hearing 
which was starting the next Monday morning. This was Friday 
afternoon. 

Mr. Harpy. Well, now, Mr. Grant, you knew of the existence of 
this letter when you went into that meeting; is that right? 

Mr. Grant. I knew this letter existed. 

Mr. Harpy. Had you known of it before? 

Mr. Grant. No. 

Mr. Harpy. Did you know that it hadn’t been furnished to the 
committee ? 

Mr. Grant. Well, I don’t think, Mr. Chairman, that any request 
had been made for this letter. So far as I know, the initial re- 
quest 

Mr. Harpy. Mr. Grant, you do know that the request was made in 
writing for every document that pertained to this road construction 
in Thailand. 

Mr. Grant. Mr. Chairman, I don’t think that is true. I don’t think 
that either a written or oral request was made for every document 
which relates to the highway projects in Thailand. And if you will 
recall, you had been up to that time considering only the Northeast 
or the Friendship Highway. You had not been considering the Ex- 
panded Aid Highway or the Bangkok-Saraburi section. 

Mr. Harpy. My memory plays tricks on me every now and then, 
Mr. Grant. Maybe it is doing that again, but I was of the clear im- 
pression that we had asked for all documents relating to this particu- 
lar contract. I think we did it at the time a question arose about 
their proposal. We asked for documents that related to this contract. 

Mr. Grant. My memory can be imperfect, too, Mr. Chairman, but 
my recollection is that the committee in its formal hearings had not 
yet addressed itself to the Bangkok-Saraburi matter but confined it- 
self to the Northeast Highway, and my recollection is that the com- 
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mittee was now interesting itself in the Bangkok-Saraburi Highway 
as a specific illustration of the technique that ICA utilizes to make 
awards. 

Mr. Harpy. Well, maybe that is not too important, but I am a little 
disturbed to find that you knew about this letter. Maybe it was still 
in your mind a personal letter, but we didn’t find out about it until it 
accidentally came into the heari ing record on May 6, and that is when 
it was talked of as being a personal letter. And then to find out that 
it did contain material information that related to the subject the 
committee was concerned with and to find that it had not been made 
available to us disturbs me, and specifically for the General Counsel’s 
Office and specifically you, who had some responsibility in trying to 
help this committee gather the information it needs. 

Mr. Grant. Mr. Chairman, I can assure you that with respect to 
both myself and, I think, the full agency there was never any intent 
to hide this letter nor, especially considering its contents, any reason 
to do so. So far as I know, the moment the committee concerned 
itself with this subject and asked for the letter we produced it. 

Mr. Reppan. Mr. Grant, as of May 2 the committee already had 
all of the ICA files with respect to this Bangkok-Saraburi route with 
the exception of that letter. 

Mr. Grant. I didn’t realize that. 

Mr. Harpy. Maybe the answer to that is this letter still hasn’t got- 
ten in the files. Ill try to be as charitable as I can about it. 

Mr. Grant. I really think that’s true. Normally, as has been al- 
ready pointed out, the channel of communication is a cable or an air- 
gram, and when that comes in, it is automatically duplicated and sent 
to a whole list of offices. 

Mr. Harpy. But this one didn’t happen that way. 

Mr. Grant. This didn’t go through the normal message center but 
same directly to Mr. Arnold. Therefore, there itd tes no dupli- 
cation of it unless Mr. Arnold took some action. 

Mr. Harpy. Wouldn’t it seem that Mr. Flesher would have put it 
in the regular channels after Mr. Arnold had turned it over to him, 
to see that it got to people who had a responsibility with respect 
to it? 

Mr. Grant. Well, I think that probably has been done. I don’t 
want to belabor the point, Mr. Chairman. 

Mr. Harpy. I don’t want to belabor it either. 

Mr. Grant. It is just possible, Mr. Chairman, that the combina- 
tion of appearing before your committee and being completely oc- 
eupied on the 5th and 6th with the fact that this letter came to the 
attention of some individuals on Friday, May 2, didn’t permit the 
kind of duplication which otherwise would exist. 

Mr. Harpy. Mr. Flesher actually was the individual that did leg- 
work for Mr. Arnold, even did his brainwork for him and put the 
language in there. If it reflects what you normally do in your 
normal attitude, Mr. Flesher, it certainly puts our whole foreign aid 
program in a most disadvantageous position, and it puts the Congress 
in a position of appropriating funds for indiscriminate use on the 
basis of the whim of some individual. 

Mr. Meaper. Mr. Flesher, how long did this meeting last on Fri- 
day May 2? Itstarted at 3 o’clock, I understand. 
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Mr. Fixesuer. At least an hour, maybe an hour and a half. 

Mr. Meaver. And you say the content of the letter which you pre- 
pared on May 6 was the consensus of the judgment of those present 
at the meeting ? 

Mr. Fuesuer. As I interpreted the consensus of the views of the 
people at the meeting, that is correct, sir. 

Mr. Meraper. Do you know who had this thought that the only 
way that Mr. Naughten’s desires could be accomplished would be 
through changing the level of decision to a policy level basis? 

Mr. Fiesuer. The group discussed the pros and cons, and as I say 
it seemed to be the opinion of the people representing the various of- 
fices that no consideration could be given to amending the contract 
as the project then stood, whether it had any merits or not, and that 
we were going through our regular procedure in awarding it on the 
basis of comparable proposals, and that was the only thing we could 
do. That was the consensus of opinion. 

Mr. Meaper. You could have stopped right there ? 

Mr. Fiesuer. That’s right. 

Mr. Meaper. The consensus of opinion was it was too late at this 
point, whatever may have been desirable at some earlier stage of the 
proceedings, to do anything about it except to take these proposals 
as they were made and make the best selection on the basis of what 
you had before you? 

Mr. Fiesuer. That’s right. 

Mr. Mraper. Now, what I am trying to get at is who came up with 
this brilliant thought that if we change the basis from normal proce- 
dures and remove it to a policy level that perhaps Mr. Naughten’s 
objective could be achieved. Who thought that one up? 

Mr. Fiesuer. I couldn’t say what individual thought it up. Ina 
group of that size 

Mr. Harpy. Was it Mr. Kessler? 

Mr. Fixsuer. You will have to ask Mr. Kessler. I really don’t 
know. 

Mr. Meaper. Did you do it? 

Mr. Kesster. No, sir. 

Mr. Meaper. Mr. Grant, did you do it? 

Mr. Grant. No, I didn’t do it, Mr. Meader. 

Mr. Meaver. Whodid doit? You were there. 

Mr. Grant. I came into this meeting late, and this was being dis- 
cussed at that particular time. I think Mr. Flesher is right when he 
says in a meeting of this size there were various comments being made 
by different people, and the discussion was rolling along. May I say 
this with respect to the meeting. I felt myself that Mr. Flesher, repre- 
senting the industry point of view, was somewhat favorably disposed 
toward a system of not having comparable proposals on engineering 
work. This, as I think is already clear to the committee, does not in 
general represent the General Counsel’s point of view. So that 
insofar as there was any disposition on anyone’s part to throw over 
the whole comparable proposal procedure in this ease and simply 
amend the S. & P. contract or to adopt Mr. Naughten’s suggestion, the 
General Counsel, consistent with his general position, did not think 
that that was an appropriate thing to do. 

Mr. Meaper. That was Mr. Clapp? 
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Mr. Grant. Mr. Clapp was at the meeting. I think I made this 
point, too, at this meeting. 

Mr. Harpy. Did Mr. Clapp bring back any information to you or 
Mr. Saccio about this thing? 

Mr. Grant. I had no further discussions with Mr. Clapp about this, 
but you will remember, Mr. Chairman, this was late Friday after- 
noon. 

Mr. Harpy. I mean even since then, since the subject came up in our 
hearings. You sat through those hearings. 

Mr. Grant. I think actually since the subcommittee got interested 
in it I have probably got as much information about those subsequent 
developments as Mr. Clapp has gotten. 

Mr. Mraper. I should have asked this question earlier. Mr. Flesher, 
who presided at this meeting ? 

Mr. FiesHer. That question was asked before, sir, and as I pointed 
out I think the proper answer to that is that Mr. Giroux presided, 
although I participated to probably the greatest extent in the discus- 
sions at the meeting. 

Mr. Meaper. Were any minutes kept of the meeting ? 

Mr. FixsHer. No, sir. 

Mr. Meaper. No one, so far as you know, made a memorandum for 
the files of what occurred there? 

Mr. FiesHer. No, sir. 

Mr. Meaper. I have a particular reason for going into this. I have 
been concerned about the ideas that come out of the executive branch of 
the Government, and I have always been curious about how some of 
them were generated. They must come from one mind. I would like 
to think of something that I regard as a bureaucratic mind, but you 
can’t pin your fingers on anybody to find out where these thoughts 
or proposals or ideas come from. Here is one that seems to me to be a 
kind of perhaps brilliant solution to a difficult problem, and somebody 
that was present at that meeting must have been the author of that 
idea. I would like to know who it is and how it came about. Mr. 
Flesher says he was not. Apparently Mr. Grant or Mr. Clapp was 
not. Mr. Kessler, were you the author of this idea ? 

Mr. Kesstrr. Not guilty. 

Mr. Meaper. Do you know who was? 

Mr. Kersstrr. No, sir. I think the answer you got from Mr. Flesher 
isas good an answer as you are going to get. 

Mr. Meaper. It just came out of the air? 

Mr. Kesster. I think it was a general discussion to lead to this sort 
of conclusion. 

Mr. Harpy. Let me ask this, Mr. Kessler: Did you get the same 
impression that was what the whole group thought ? 

Mr. Kesstrr. I don’t get the same impression you get, if this is 
what you are asking me. 

Mr. Harpy. I am asking you about the language in the letter. Did 
you get the impression that is what the group thought ought to be 
done? 

Mr. Kesster. I think that the consensus of the group there was that 
it could not be awarded to S. & P. unless it was done on a policy level. 
I think that is a fair statement, Mr. Chairman. 
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Mr. Harpy. I am taking no issue with that statement, but did the 
group go further in its consensus and suggest it might be done by 
working into some device by which a policy decision could be made? 

Mr. Kesster. I don’t believe so. 

Mr. Harpy. That is the question. 

Mr. Brownson. This is sort of a question of 12 characters in search 
of a loophole. 

Mr. Kesster. I take issue with your term “characters.” 

Mr. Brownson. That comes from a play on words on the title of Pi- 
randello’s drama, “Six Characters in Search of an Author.” The term, 
“characters” is not used in the Damon Runyan sense. 

Mr. Grant. I do not think, Mr. Chairman, if I may volunteer the 
statement, that the letter which was sent was, in its literal meaning, 
really responsive to what the group generally had in mind. I thin 
as far as the group—— 

Mr. Harpy. Were you there long enough to know ? 

Mr. Grant. I was there to the end of the meeting, and while I can’t 
purport to be an expert on the whole meeting, I can only say that my 
thought was that the group generally felt, at least G. C. felt, that 
Mr. Naughten’s request, if it was a request, and since we didn’t have 
the letter or read it in full I wasn’t certain of what his request was, I 
myself left the meeting not knowing whether Mr. Naughten’s position 
was that the TCI was not acceptable or whether it was that S. & P. was 
the only firm that was acceptable. I didn’t know, but I felt that, 
speaking for the G. C., and, I think, for many of the others—— 

Mr. Meaprr. By “G. C.” you mean General Counsel ? 

Mr. Grant. General Counsel—that in keeping with our general 
position, we were not agreeable to throwing over the comparable pro- 
posal procedures, and especially in a case where this was already under- 
way, in favor simply of selecting one contractor, amending the con- 
tract, and giving the job to him. And I thought with respect to this 

articular point that all that they would probably inquire from 

r. Naughten was whether or not the Thai Government was so wedded 
to the concept of dealing only with S. & P. that they would not accept 
TCI. That is all I thought was in the case. 

Mr. Harpy. You didn’t know whether it was the Thai Government 
or Mr. Naughten ? 

Mr. Grant. I didn’t know. 

Mr. Harpy. I think that is probably a reasonably good summation 
of what took place, but the thing that is left hanging in the air is 
whether there was any other device by which the procedures could 
still be protected and preserved and accomplish what Mr. Naughten 
wanted to do, and the only device by which that could be done was to 
raise the thing to a policy level and make it on the basis of political 
justification. 

Mr. Grant. I don’t believe so, but speaking for my own office, I can 
assure you that we would not have concurred in any such device. 

Mr. Meaper. That brings me to the next question, Mr. Flesher. 
After you prepared a draft of this letter—incidentally, was there only 
one draft prepared? I know frequently in the executive branch of 
the Government and sometimes in congressional offices there are a 
number of drafts. Is this letter of May 7 the first and only draft or 
were there others ¢ 
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Mr. Fiesner. Mr. Arnold added a postscript to it, and this is the 
only draft of the letter ; yes. 

Mr. Mraper. Was that circulated among those present at the meet- 
ing or circulated with anyone except yourself and Mr. Arnold? 

Mr. Fiesner. I didn’t circulate it. I don’t know whether Mr. 
Arnold didornot. I know I didn’t. 

Mr. Mraver. Then the body of the letter, except for the postscript, 
is essentially as you drafted it, the only draft that was ever made, so 
far as you know? 

Mr. Fiesner. Yes, sir; that’s correct. 

Mr. Mreaper. And the postscript is completely added by Mr. Arnold? 

Mr. Fiesner. That is correct. 

Mr. Meaper. And you had no part in that ? 

Mr. Fiesuer. I had no part in that. 

Mr. Harpy. I think I ought to clear up one item. Mr. Kessler, « 
moment ago Mr. Grant outlined his concept of what the general con- 

sensus of opinion was at that meeting. I would like to know whether 

that conforms with your concept of the consensus of opinion at that 
meeting or whether there might be some deviation from that in your 
mind, 

Mr. Kesster. I think this conforms with my concept. There is one 
other thing, in order to just take it a little further, Mr. Chairman, that 
for a policy decision on making an award other than that which is 
recommended by the contract committee you have to go to Mr. Smith, 
and this I think was the recommendation of the group there. 

Mr. Harpy. That it goto Mr. Smith ? 

Mr. Kesster. That if for policy reasons it was to be awarded to one 
other than chosen by the contract committee it would have to go to 
Mr. Smith for determination. 

Mr. Harpy. You were not aware then of any suggestion that an ef- 
fort be made to justify a policy decision ? 

Mr. Kesster. No, sir. 

Mr. Harpy. Mr. Stoneman, you were present. I think I had better 
give you an opportunity to comment on this same point. You have 
heard the discussion, and I was wondering whether your concept of 
the consensus of opinion conforms to Mr. Grant’s and Mr. Kessler’s. 

Mr. Stoneman. To be fully responsive, sir, I would have to have 
Mr. Grant outline his again. I amnotsure I heard it all. 

Mr. Harpy. I don’t think I want to go through that. 

Mr. Stoneman. I would say definitely that ‘T gained no impression 
from the meeting that we should try to develop a predisposition on 
the part of USOM or the Thai Government to submit a political jus- 
tification. This is an area where my office becomes primarily con- 
cerned, and I would have been most alert to any such proposal. 

Mr. Harpy. Thank you, Mr. Stoneman. Mr. Anderson, you were 
present at that meeting, too, I believe. 

Mr. Anprerson. Yes, sir. 

Mr. Harpy. Do you want to comment on this particular point? I 
think you have been previously sworn. 

Mr. Anverson. Yes, sir, I have. I gathered from the meeting the 
same thing Mr. Kessler did. 
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Mr. Harpy. Anybody else here that wants to get in on this particu- 
lar point? Mr. Chidester, you were there. Do: you have an elabora- 
tion you want to make on this? 

Mr. Cue ster. No, sir. I think that the way Mr. Grant and Mr. 
Kessler put it is the same feeling that I have. 

Mr. Harpy. I don't believe there is ¢ any need to pursue this any fur- 
ther. Thank you, gentlemen. 

Mr. Reddan, we want to try and finish up if we can. 

Mr. Reppan. Mr. Shannon. 


(Whereupon, John Shannon was duly sworn as a witness.) 


TESTIMONY OF JOHN SHANNON, OFFICE OF THE GENERAL 
COUNSEL, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Have a seat, Mr. Shannon. 

Mr. Reppan. Give the reporter your full name and address, please, 
Mr. Shannon. 

Mr. SuHannon. John Shannon, 2310 Connecticut Avenue, Wash- 
ington, D.C. 

Mr. Reppan. You are employed by ICA ? 

Mr. SHANNON. Yes, sir. 

Mr. Reppan. In what capacity ? 

Mr. SuHannon. In the General Counsel’s Office as an attorney. 

Mr. Reppan. How long have you been so employed ? 

Mr. SHANNON. Sixteen viet 

Mr. Reppan. Prior to that time where were you employed ? 

Mr. Suannon. I was in Oak Ridge and in New York. I ama mem- 
ber of the New York and Tennessee bars. 

Mr. Reppan. Would you give the committee just a brief résumé of 
your background and education ? 

Mr. SuHannon. I ama graduate of Columbia Law School and I prac- 
ticed law in New York for over a year, and 4 years in Tennessee. 

Mr. Reppan. Were you in private practice in Tennessee ? 

Mr. SuHannon. No. 

Mr. Reppan. You were at Oak Ridge? 

Mr. SuHannon. That’s right. 

Mr. Reppan. After leaving there you came to ICA ? 

Mr. Suannan. Thatisr ight. 

Mr. Reppan. Did you participate in the discussions and meetings 
in connection with selection of a contractor for engineering services in 
Laos? 

Mr. SuHannon. Yes;I did. 

Mr. Reppan. Did you, following those conferences, prepare a memo- 

randum for the file, dated March 1, 1957? 

Mr. SHANNON. Yes, sir. 

Mr. Reppan. Did you set forth in there the various considerations 
or various matters which were considered in an attempt to select an 
engineer ? 

Mr. Suannon. I did. 

Mr. Reppan. Do you have a copy of that memorandum before you, 
sir? 

Mr. SHannon. Yes, sir; I do. 
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Mr. Reppaw. Is there any reason why that memorandum should not 
be made a part of the committee record ! 

Mr. SuHannon. Not that I know of. 

Mr. Reppan. Mr. Chairman, I ask that the memorandum to “The 
Files,” by John Shannon, Office of General Counsel, dated March 1, 
1957, be received as an exhibit. 

Mr. Harpy. Without objection. 

(The document follows :) 


To: The Files. 

From: John Shannan, Office of the General Counsel. 

Subject: Selection of contractor for engineering services, including establishing 
a National Department of Highways, in Laos. 


Today I attended a conference for the purpose of selecting a contractor to 
provide engineering and consulting services to the Government of Laos for 
reopening and establishing maintenance of national roads and establishing a 
Department of Highways. Present were Messrs. C. B. Brook, S/CO; Sam Ander- 
son, IED; John BH. Bach, IND/O; John Shannon, GC; Ted Moody, S/TRANS; 
M. D. Bean, CLV; Walter Bloss, CLV; and N. T. Asbell, AUD. This will also 
constitute a record of what took place should future repercussions occur over the 
award of the contract. 

Formal invitation to submit proposals for this work were not issued, but four 
contractors were informally requested at a conference to submit proposals. On 
the basis of the proposals, a contract is to be negotiated. I was informed that 
the four contractors were screened from a list of 10 firms under consideration. 
The General Counsel’s Office did not participate in the issuance of the invitations. 

Proposals were received from Rader & Associates, Miami, Fla.; Pacific Archi- 
tects & Engineers, Inc., San Francisco, Calif.; Brown & Blauvelt, New York, 
N. Y.; and Transportation Consultants, Inc., Washington, D. C. The last two 
firms submitted alternate proposals. The proposal of Rader & Associates was 
on the surface much lower than the others. After the adjustment of figures by 
the Audit Department in its comparative spread sheet, Rader & Associates was 
still considerably lower than the other firms. 

The summaries are as follows: 


Marcos 1, 1957. 





As sub- Rank As ad- Rank 


mitted justed 
I ina lia lin alga $286, 531 1 $414, 155 1 
ED Bio hed oo. nk enacinnboosiiipehieoedaie 295, 605 2 523, 229 3 
I Eo gic icverrtninewdtaccnassubbbbmbedasmbbnea 398, 628 3 551, 752 5 
Ey CES BB nic nncninconabinonbiemnmcaunndipiie 512, 340 4 512, 340 2 
ns ae od ee biden 436, 150 5 563, 77 6 
Tramsportiiion ConsplteRts Boo. ccincnmtincsycccecmaadnesssctes 551, 400 6 551, 400 4 


At the conference, it was strongly urged by Mr. Bach, IND/O, that the 
contract be awarded to Transportation Consultants, Inc., even though its pro- 
posal was not low. He felt that this firm was more qualified for this project 
and the fact that it had three men in Laos already on another project would 
mean a saving to ICA. 

I asked several questions: 

(1) Were not the four firms carefully screened as to qualifications before 
being invited to submit proposals? The answer was “Yes.” 

(2) Was it not the policy to award the contract to the low bidder unless 
there exists vastly superior justification for doing otherwise, the answer was 
again “Yes.” 

(3) After considerable discussion, in which the sentiments of the parties 
had been made clear, I asked Mr. Bach if, in fact, it had not been predetermined 
before invitations were issued that Transportation Consultants, Inc., should 
be chosen and the purpose of submitting proposals was to keep them in line. 
He answered “Yes.” Admiral Brook interposed an objection at this point to 
clarify what he thought Mr. Bach meant. But Mr. Bach went on to say that 
he would have preferred to negotiate the contract directly with Transportation 
Consultants, Inc., without the formality of obtaining proposals. 








FOREIGN-AID CONSTRUCTION PROJECTS 779 


Mr. Moody, S/TRANS, who had screened the firms to which invitations were 
sent, felt that the Rader proposal could not be rejected. He stated that he did 
not find sufficient justification to select Transportation Consultants over Rader. 

I asked about the relative experience of the firms. Transportation Consultants 
was formed after the war, but members of the firm have had a considerable 
experience in this type of work. The Rader company is a much older firm and 
has had much more experience, having had engineering jobs all over the world, 
many being in tropical regions of Central and South America. This informa- 
tion was submitted with the proposal. 

There was a great deal of discussion about logistics, it being felt by Mr. Bach 
and Mr. Bloss that only Transportation Consultants understood this problem 
concerning Laos. It was further brought out that Transportation Consultants, 
Inc., had provided for this requirement in its proposal, and since the other 
firms had not, their bids were not responsive to the invitation. The invita- 
tion being informal and only a “scope of work” issued, I do not see exactly 
how the other proposals are not responsible, but the meeting adjourned with the 
understanding that the other firms would be given a week to submit information 
and costs on logistics. It was thought that if this information could not be 
readily furnished, then the firms were not sufficiently informed on Laos to do 
the job. 

Mr. Asbell, AUD, stated that he would like to see Transportation Consultants, 
Inc., obtain the contract because they had been asked to submit proposals on 
several other projects and had been awarded only two small contracts thus far. 
I question the propriety of sympathy entering into the selection of a contractor. 

It appears that there are three major considerations on which to select a 
eontractor for negotiating a contract: (1) Salary, (2) overhead, and (3) fee. 
Rader’s salary provisions and overhead were both considerably lower although 
its fee was somewhat higher. The fee is a fixed amount and will not change. 
Rader has requested $54,000 as its fee and Transportation Consultants, Inc., has 
requested a fee of $45,500—a difference of $4,500. The difference in salaries and 
overhead spell the difference. The monthly salaries of Transportation Consult- 
ant employees is considerably higher than those of Rader and the total difference 
over the length of the contract will amount to conceivably many times the 
amount of the difference in the fee. 


For comparative purposes, listed below are four top positions and the monthly 
salaries for each: 


Transporta- 





Position Rader | tion consult- 
ants 
pe RR ee ee Talend sale sade id, de $1, 500 $1, 750 
Highway design engineer hl jet cnipeneiron debits int sitainittelcaiateis 1, 250 1, 500 
Materials engineer... -.-.-- petticoats <sencchbunreteceosanekne 1, 125 1, 400 
NE. cimdo 4,4 viigiie(uacnchinintainety itenae itil aiclireo ede riiaaeaaie 750 1, 250 
| 


The Rader proposal estimates a total of $167,625 for salaries, and Transporta- 
tion Consultants $225,900. Both include a 25 percent overseas differential. 

Rader requests an overhead allowance of 25 percent on base salaries plus 
overseas differential; Transportation Consultants, Inc., asks for 30 percent on 
base salaries. The fact that Rader’s proposed salaries are lower would mean 
a saving to the Government on this cost. 

The difference in salaries does not indicate a difference in ability of the per- 
sonnel. Rader submitted with its proposal extensive biographical data on the 
members of its staff it proposes to use on the project and their qualifications seem 
to be excellent, the project manager having been in charge of projects in 
many tropical countries. He has just returned from Panama where he was 
for the past 2 years executive director, Commission of Highways, Airports, and 
Docks for the Republic. The program consisted of rehabilitating the entire 
road net of the Republic with World Bank aid. It also included organizing and 
training maintenance staff and setting up administrative supply and cost ac- 
counting methods and procedures. He also worked on projects in Cuba, Nica- 
ragua, Venezuela, Costa Rica, Honduras, Argentina, and other countries. 

To its credit, Transportation Consultants presented the most complete and 
detailed proposal of the four received. Because it now has an ICA project in 
Laos, it was able to discuss many problems pertaining to the area on which it 
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has special knowledge based on this experienec. However, this was experience 
gained from an ICA project, and we cannot continue to favor contractors with 
high bids because of prior ICA work in an area. It would appear that the 
logistics compromise mentioned above could be used as a stalling device and a 
means of eliminating firms other than Transportation Consultants, Inc. 


Mr. Reppan. What was your purpose in preparing that memoran- 
dum, Mr. Shannon ? 

Mr. SuHannow. I was rather new at the agency, and I had attended 
au meeting for the purpose of selecting a contractor, and according to 
my understanding of the procedure for the selection, this one was not 
exactly in compliance. I was somewhat concerned, and I thought that 
perahps I should make a reeord.of it. 

Mr. Reppan. I believe if you will turn to page 2 and read para- 
graphs 1 and 2 there perhaps you can give the subcommittee a quick 
rundown on your observations. 

Mr. SuHannon. The first two paragraphs ? 

Mr. Reppan. Yes, sir. 

Mr. SHANNON (reading) : 


At the conference, it was strongly urged by Mr. Bach, IND/O, that the con- 
tract be awarded to Transportation Consultants, Inc., even though its proposal 
was not low. He felt that this firm was more qualified for this project and the 
fact that it had three men in Laos already on another project would mean a 
saving to ICA. 

I asked several questions: 

(1) Were not the four firms carefully screened as to qualifications before 
being invited to submit proposals? The answer was “Yes.” 

(2) Was it not the policy to award the contract to the low bidder unless there 
exists vastly superior justification for doing otherwise. The answer was again 
“ae. 

(3) After considerable discussion, in which the sentiments of the parties had 
been made clear, I asked Mr. Bach if, in fact, it had not been predetermined 
before invitations were issued that Transportation Consultants, Inc., should 
be chosen and the purpose of submitting proposals was to keep them in line. 
He answered “Yes.” Admiral Brook interposed an objection at this point to 
clarify what he thought Mr. Bach meant. But Mr. Bach went on to say that 
he would have preferred to negotiate the contract directly with Transportation 
Consultants, Inc., without the formality of obtaining proposals. 


Mr. Reppan. Will you read the last paragraph on page 2, please. 
Mr. SHANNON (reading) : 


Mr. Asbell, AUD, stated that he would like to see Transportation Consultants, 
Inc., obtain the contract because they had been asked to submit proposals on 
several other projects and been awarded only two small contracts thus far. I 
question the propriety of sympathy entering into the selection of a contractor. 


Mr. Reppan. Will you read the last paragraph on page 3. 
Mr. SHANNON (reading) : 


To its credit, Transportation Consultants presented the most complete and 
detaile1 proposal of the four received. Because it now has an ICA project in 
Laos, it was able to discuss many problems pertaining to the area on which 
it has special knowledge based on this experience. However, this was experience 
gained from an ICA project, and we cannot continue to favor contractors with 
high bids because of prior ICA work in an area. It would appear that the 
logistics compromise mentioned above could be used as a stalling device and 
a means of eliminating firms other than Transportation Consultants, Inc. 


Mr. Reppan. On the first page, is this a tabulation as to the relative 
positions of the proposers ¢ 
Mr. Suannon. Yes. 
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Mr. Reppan. And where does Transportation Consultants stand 
in that / 

Mr. SuHannon. As submitted it ranks fourth. I must say they 
submitted alternate proposals, and on one they rank fourth and the 
other sixth. 

Mr. Reppan. How many did you consider altogether there? 

Mr. Suannon. There were alternate proposals by two firms. Four 
firms were contacted and two of them submitted alternate —— 
Mr. Reppan. Was Transportation Consultants the high bidder? 

Mr. Suannon. They were the high bidder on one of their proposals. 
They were fourth on another, but that is before the proposals were 
adjusted. 

Mr. Reppan. Before the proposals were adjusted, what was the 
Transportation Consultants bid? 

Mr. SHannon. One bid was $512,340, and the other bid was—I 
don’t want to use that word “bid.” 

Mr. Reppan. Let’s use “proposals.” 

Mr. Suannon. The other proposal was $551,400. 

Mr. Reppan. What was the low proposal ¢ 

Mr. Suannon. The Rader Associates, $286,531. 

Mr. Reppan. And after adjustment who was the high bidder, the 
high proposer ¢ 

Mr. Suannon. Brown & Blauvelt. 

Mr. Reppan. Where did TCI come into the picture ? 

Mr. SHANNON. On one proposal they were second and on another 
proposal they were fourth. 

Mr. Harpy. Any questions? 

Mr. Brownson. I have no questions, except to compliment Mr. 
Shannon on this study. This type of a staff study is very encouraging 
to see. This whole letter to the file indicates a sound understanding 
of the implications of the situation and an attention to detail that T 
think is quite commendable. 


Mr. Harpy. It seems as though he did at least give some thought 
to the matter. 

Mr. SuHannon. I should add though that the contract was not 
awarded to Transportation Consultants. It was awarded to Rader & 
Associates. 

Mr. Reppan. Do you think this memorandum had anything to do 
with that ¢ 

Mr. Suannon. Well, as you can see, the general consensus at the 
meeting was in favor of Transportation Consult: ants; and I think on 
the basis of their proposal, it was felt it was superior. I objected to 
that myself, because my idea was as long as the four firms were pre- 
qualified they were all capable of doing the job, and therefore the 
only decision was that it should go to the low bidder unless the pro- 
posal was not responsive. There were some there who felt the pro- 
posal of Rader was not responsive. 

Mr. Reppan. However, following your objection or your memoran- 


dum to the files the contract was subsequently awarded to the low 
bidder ; is that right ? 


Mr. Suannon. Yes. 
Mr. Reppan. One other question I want to ask you, Mr. Shannon. 
On this adjusted figure, was there any change between it as submitted 
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and the adjusted figure in the case of the proposal submitted by 
Transportation Consultants ? 

Mr. Suannon. I didn’t quite get that. 

Mr. Reppan. In other words, the original proposals submitted by 
Transportation Consultants were of a certain dollar amount. One 
was $512,340; the other was $551,400. Is that right? 

Mr. SuHannon. Yes, sir. 

Mr. Reppan. That is under alternate original proposals. Now, 
when all of the proposals were adjusted was there any change in the 
figure for Transportation Consultants? 

Mr. SuHannon. No, there was not. 

Mr. Reppan. Is this another case of revision upward to meet the 
high proposer ? 

Mr. Suannon. I don’t think so in this case. 

Mr. Reppan. It just works out that way? 

Mr. Suannon. In this instance there were a fewer number of tech- 
nicians proposed by Rader & Associates, so they added another posi- 
tion onto their bid to make it comparable. 

Mr. Reppan. Was any change made in Transportation Consultants 
proposals ? 

Mr. Suannon. No, sir. 

Mr. Reppan. In other words, things were revised upward to meet 
the criteria? 

Mr. Suannon. It was felt that the proposal submitted by Trans- 
portation Consultants was in compliance with that which was re- 
quired to conduct the project. 

Mr. Reppan. And the others were revised up to meet that criteria ? 

Mr. Suannon. Upward or downward. 

Mr. Reppan. Since all the others were under, I assume it was re- 
vised upward. 

Mr. Suannon. Not necessarily. 

Mr. Harpy. Thank you, Mr. Shannon. 

I think since Mr. Bach has been referred to in this memorandum 
which we have been discussing, we had better ask him to come up. 

Mr. SuHannon. Could I make one other remark? There is one 
statement which I read about the predetermination of Transportation 
Consultants, Inc. I do not know if that word “predetermined” was 
the exact word that I used, as the conversation at the time was quite 
heated when Mr. Bach answered that question. 

Mr. Harpy. In any event, that is what it meant to you? 

Mr. SuHannon. Yes. I can’t exactly say what word it was, but it 
was to that general nature anyway. 

Mr. Harpy. I think we know what “predetermined” means, and you 
can put some shades on it if you need to. 

(Whereupon, John E. Bach was duly sworn as a witness. ) 


TESTIMONY OF JOHN E. BACH, ASSISTANT DIRECTOR, AREA OP- 
ERATIONS OFFICE, FAR EAST, OFFICE OF INDUSTRIAL RE- 
SOURCES, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Reppan. Would you please give the reporter your full name 
and address. 


Mr. Bacnu. John E. Bach—B-a-c-h—1061-B 31st Street Northwest. 
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Mr. Reppan. What is your position with ICA, Mr. Bach ? 

Mr. Bacn. I am Assistant Director of the Area Operations Office, 
Far East, the Office of Industrial Resources. 

Mr. Reppan. How long have you held that position ? 

Mr. Bacu. I have acted in that capacity on and off for approx- 
imately 3 years and been confirmed in it a few months. 

Mr. Reppan. When-did you come with ICA ? 

Mr. Bacu. September 1950, sir. 

Mr. Reppan. In what capacity ? 

Mr. Bacu. As a project manager in an office in New York at that 
time. It was the original ECA organization. 

Mr. Reppan. Have you had any experience in the field in missions? 

Mr. Bacu. No, sir; none. 

Mr. Reppan. Would you give the committee just briefly your back- 
ground, educational and businesswise ? 

Mr. Bacu. I have completed 3 years of college. I do not possess 
a degree. I was engaged in the automobile, aircraft, and oil industries 
at various times in my earlier career. 

Mr. Reppan. In what capacity, sir? 

Mr. Bacu. As a dealer and distributor in automobiles and air- 
craft, and later as a factory representative for an airplane manu- 
facturer. I was employed in an engine factory as a laborer during 
the depression, and then went into electrochemical processes for the 
treating of metals, and remained with that manufacturer in tech- 
nical selling of such processes until 1940, when i entered the service; 
was in military service for slightly over 6 years; went back into the 
electrochemical process business; was out of work for 2 years during 
that overall period, I believe, and came with ICA in 1950. 

Mr. Reppan. You have been in the room while Mr. Shannon was 
testifying? 

Mr. Bacu. Yes, sir. 

Mr. Reppan. Do you want a copy of that memorandum before you / 

Mr. Bacu. It might be helpful, sir. 

Mr. Reppan. I would just like to have any comments that you would 
care to make concerning the observations which Mr. Shannon made 
in his memorandum. 

Mr. Bacu. Sir, if I digress from what you want to hear, please 
tell me. 

Mr. Reppan. I am particularly interested in the part where he tells 
of this conversation with you with respect to the predisposition to 
award a contract to TCI. 

Mr. Bacn. I would say, sir, there was certainly no predetermina- 
tion. There could not have been. We entered into equitable competi- 
tive procedures. Nor were they intended as a smokescreen. They 
were intended to be genuine, Because of information received from 
our mission in the field, and because of my knowledge of the compe- 
tence of the firm on a job they were completing in that country, and 
because of the time that would be saved in a rather critical situation, 
I was predisposed toward the selection of that firm. 

Mr. Harpy. Predisposed but not predetermined. 

Mr. Bacu. I couldn’t be, sir. 
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Mr. Harpy. I don’t think you could either, but I have seen a lot of 
evidence that people in agencies have made up their minds whom they 
are going to give contr acts to before they ask for proposals. 

Mr. Bacu. I must assure you, sir, there were a number of technical 
evaluations made of all of the proposals. One of the gentlemen who 
made one of the evaluations is in this room. We were agreed the 
completely responsive proposal was of Transportation Consultants, 
Inc. They had come in with every figure we asked for. We asked 

each firm to tell us how they would sustain their people in the field, 
since there was no local currency or country support available, and 
they must give us estimates on the logistics. They were the only one 
to render complete estimates. So their proposal was 100 percent, 
I believe, in keeping with the invitation. And the fact they had peo- 
ple on the ground, were familiar with the problems of the country, 
and had established themselves in the confidence of the Government 
is responsible for my feeling that we would get better performance for 
ICA if they were the contractor to do the work. However, we did not 
feel that there was sufficient justification to ask for a waiver of com- 
parable-proposals, and we therefore proposed conscientiously to seek 
comparable proposals. 

Mr. Reppan. Mr. Bach, I would like to direct your attention specifi- 
cally to that part on page 2 of Mr. Shannon’s memorandum in which 
he says: 


I asked Mr. Bach if in fact it had not been predetermined before invitations 
were issued that the Transportation Consultants, Inc., should be chosen, and 
the purpose of submitting proposals was to keep them in line. 

Did he ask you that or substantially that same question ? 

Mr. Bacu. I don’t remember it, sir. Mr. Shannon says there was 
a bit of heated discussion, the basis of which I would be glad to ex- 
plain to you if you so desire. I certainly do not remember having 
said this, if I did. I would say I had exercised very bad judgment if 
I did say it. 

Mr. Reppan. Was Admiral Brook present? 

Mr. Bacu. Admiral Brook was present. 

Mr. Reppan. Was anyone else present? 

Mr. Bacu. I believe Mr. Anderson was present. 

Mr. Reppan. Where did the conversation take place? 

Mr. Bacu. In a room in the offices of the Office of Contract Rela- 
tions. 

Mr. Reppan. Did Mr. Anderson participate in the conversations? 

Mr. Bacu. I had requested Mr. Anderson to come along as a tech- 
nical adviser, because I didn’t consider myself technically competent 
to 





Mr. Reppen. Was he in a position to have heard Mr. Shannon at 
that time ? 

Mr. Bacu. I believe so, sir. My recollection of this meeting from 
over a year ago is not complete. 

Mr. Harpy. Have you asked Mr. Anderson about his memory on 
this matter? 

Mr. Bacu. No, sir; I haven't. 

Mr. Harpy. With whom have you discussed it since you knew the 
committee was concerned about it ? 
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Mr. Bacu. Only briefly with Mr. Shannon when we have traveled 
back and forth to meetings. 

Mr. Harpy. You have discussed. it with Mr. Sweeney, haven’t you? 

Mr. Bacu. Yes, sir. 

Mr. Harpy. Who else have you discussed it with ? 

Mr. Bacu. Mr. Grant was present when I was interviewed by Mr. 
Woods. Mr. Sweeney was present. . 

Mr. Harpy. But you have had some discussions with Mr. Sweeney 
after you were interviewed by Mr. Woods, haven’t you ? 

Mr. Bacu. Not in the detail of this matter, sir. 

Mr. Harpy. Didn’t you try to find a better word ? 

Mr. Bacu. Yes, when Mr. Woods—— 

Mr. Harpy. Didn’t Mr. Sweeney suggest to you that you use the 
word “predisposed” instead of “predetermined” ¢ 

Mr. Bacu. We met Mr. Grant and Mr. Woods on the street, and 
Mr. Sweeney made that suggestion to him in my presence, and this is 
within a 10-minute interval, sir. 

Mr. Harpy. Have you taken the trouble to discuss with anybody 
else that was present at the time you had this discussion with Mr. 
Shannon to determine what their recollection is about the matter? 

Mr. Bacu. I have not talked to anybody about their recollection 
of this matter except Mr. Shannon, sir. 

Mr. Harpy. Your memory of it you say is not good. You don’t 
remember what you said. You don’t know whether you told him 
you had your mind made up or not. 

At the time of the award of this contract, did you have an appli- 
cation on file with TCI for employment ? 

Mr. Bacu. No, sir; I did not. 

Mr. Harpy. Do you now? 

Mr. Bacu. No, sir; I have not. 

Mr. Harpy. You have sent them a brochure on your background for 
consideration for employment ? 

Mr. Bacu. Not for his own consideration, sir. 

Mr. Harpy. What is it for? 

Mr. Bacu. When I was talking to General Murrow one day about 
general subjects, I expressed an interest in overseas work, specifically 
in England, and he said, “I might have an occasion some day to put 
you in touch with someone who might be interested in your services.” 

Mr. Harpy. And you sent him a brochure on your background for 
consideration for possible employment or recommendation ? 

Mr. Bacu. Only specifically in the United Kingdom, sir. 

Mr. Harpy. It is true he has on file right now a brochure of your 
background for the purpose of considering it, is it not? 

Mr. Bacu. I would not say for the purpose of considering employ- 
ment with his firm, because I would have nothing to offer his firm 
whatsoever. 

Mr. Meaper. I have a question. Did you make a memorandum of 
this meeting comparable to the one Mr. Shannon prepared ? 

Mr. Bacn. No, sir. 

Mr. Mraper. Were any minutes taken by anyone other than Mr. 
Shannon ?/ 

Mr. Bacu. Not to my knowledge, sir. Might I make another state- 
ment, Mr. Hardy ? 
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Mr. Harpy. Yes, sir; if you can clear up anything. 
Mr. Meaper. Let me ask one more question. When did you first see 
Mr. Shannon’s memorandum of March 1, 1957? 
ae Bacu. When Mr. Woods had it in my office and read me part 
of it. 
Mr. Mraver. This was a memorandum for the files. 
e Mr. Bacn. It didn’t go into my files. It went into Mr. Shannon’s 
es. 


Mr. Meaper. You were not aware that Mr. Shannon had made a 
memorandum ? 

Mr. Bacu. I was aware he had written a memorandum to the files 
because I was told so by someone who knew the fact, but I am not 
certain who that person was that told me. 

Mr. Meaper. You mean at or about the time of the conference ? 

Mr. Bacn. At or about the time of the conference; yes, sir. 

Mr. Meaper. Were the files accessible to you ? 

Mr. Bacu. Entirely. 

Mr. Meaper. And you made no effort 

Mr. Bacu. No, sir. 

Mr. Mreaver. To see what Mr. Shannon had written about that con- 
ference ? 

Mr. Bacu. I did not. 

Mr. Mrapver. And until Mr. Woods showed you this memorandum 
of March 1 you had not seen it ? 

Mr. Bacu. No, sir. 

Mr. Meaper. And were not aware of its contents? 

Mr. Bacu. In a general sense I had been told that Mr. Shannon 
reported on this, and it was my inference that he had made some ‘Te- 
marks about my participation which might be damaging or scurrilous, 
and my feeling was that I had done nothing irregular in my partici- 
pation in that meeting, and I paid no attention to the thing. 

Mr. Mreaver. So you didn’t make any effort until the matter was 
brought to your attention by our committee investigator, even though 
well over a year had elapsed since that conference, and you were aware 
that a memorandum had been made that contained remarks that were 
damaging to your reputation, and yet you did nothing whatever about 
it. Is that correct? 

Mr. Bacu. That’s right; not a thing. 

Mr. Meaper. And made no memorandum of any kind at any time 
yourself concerning what transpired at that conference ? 
~ Mr. Bacu. I merely reported verbally to my superior, Mr, Sweeney. 

Mr. Meaper. You are familiar now with the paragraph which Mr. 
Shannon read, question 3? 

Mr. Bacu. Yes, sir. 

Mr. Meaper. In which you were reported as being asked a question 
whether it had been predetermined to award the contract to Trans- 
portation Consultants, and you answered “Yes,” and following is this 
sentence: 

Admiral Brook interposed an objection at this point to clarify what he thought 
Mr. Bach meant. 

Do you recall Admiral Brook interposing an objection ? 

Mr. Bacu. I don’t recall that, sir. 

Mr. Mraper. You don’t recall that? 
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Mr. Bacu. No. 

Mr. Meaper. And then the next sentence says: 

But Mr. Bach went on to say that he would have preferred to negotiate the 
contract directly with Transportation Consultants, Inc., without the formality 
of obtaining proposals. 

Do you recall saying that? 

Mr. Bacu. I recall that that was my opinion, sir. 

Mr. Meapver. And you have no doubt that you said it? 

Mr. Bacu. I would not question that I said that. 

Mr. Meaper. You don’t believe that Mr. Shannon would make that 
up? 

Mr. Bacu. No, sir; I don’t. 

Mr. Meaper. And you don’t now recall that Admiral Brook inter- 
vened and tried to change the intent of what Mr. Shannon understood 
your statement to be? 

Mr. Bacu. No, sir. 

Mr. Meaper. You don’t remember that? 

Mr. Bacu. No, sir. I was at the time engaged in working on a num- 
ber of projects and attended a number of meetings and discussions 
about various ones, and I am unable to recall details now of any one 
meeting and of the words used. I do recall the general tenor of the 
meeting. 

Mr. Meaper. Have we fixed the date of your discussion with General 
Murrow ¢ 

Mr. Bacu. As a very recent one; yes, sir. In late March. 

Mr. Meaper. Of this year? 

Mr. Bacu. Long after this. 

Mr. Meaver. Long after this? 

Mr. Bacu. Yes. 

Mr. Meaper. And it was March of this year—— 

Mr. Bacu. March of this year. 

Mr. Meaper. That you gave him a brochure of your background 
and qualifications? 

Mr. Bacu. It was; yes. 

Mr. Meaver. Does the committee have a copy of that brochure? 

Mr. Reppan. We have not obtained it yet. 

Mr. Meaver. Do you have more than one copy ? 

Mr. Bacu. I have some at my home. I will be glad to supply one 
to the committee. 

Mr. Mraver. Will you supply one to the committee? 

Mr. Bacu. I certainly will. I did want to emphasize, sir, that the 
time of this meeting and discussion and consideration was almost a 

rear in advance of the time that I gave that brochure to General 
furrow, and that I was at the time about to take a vacation trip 
abroad. We met in the hall, and I said, “I am about to go abroad 
for a little vacation.” And it evolved from that, my interest. 

Mr. Harpy. I am glad you added that little postscript. One of the 
things that has bothered some of the members of this committee, and 
me in particular, about just this kind of a proposition is that we see 
all too often evidence of the fact that people who have the responsi- 
bility for determining contractors who will be selected may have 
some personal basis for their determination. It has been frequently 
said that the contractor who keeps a man on the ground in Wash- 








. 
| 
} 





788 FOREIGN-AID CONSTRUCTION PROJECTS 


ington and keeps buttonholing and making friends and buying drinks 
for folks up in the executive agencies who have the responsibility 
and the authority for making selections of contractors has a distinct 
advantage over others who do not retain representatives here. I am 
not suggesting that there is anything improper in keeping a repre- 
sentative in Washington. I think sometimes it is helpful. But if 
that kind of a practice is employed it certainly carries some serious 
implications, and I am glad that. you did make it clear that your 
brochure was not in the hands of TCI at the time this contract was 
awarded. Do you want the committee to understand that you had not 
had any discussions with TCI with respect to employment prior to 
the awarding of that contract? 

Mr. Bacu. Absolutely, sir, nor do I regard my discussion as con- 
cerning employment by that firm in any way. I hope you will believe 
that. 

Mr. Reppan. Have you asked Mr. Keating’s office for a waiver of 
employment by any firm? 

Mr. Bacu. No, sir. 

Mr. Reppan. On this particular contract we are talking about now 
in Laos, did you recommend Transportation Consultants for that 
job? 

Mr. Bacu. The one in Laos I did, sir. 

Mr. Reppan. Did you do that on the basis of any recommendation 
from the mission ? 

Mr. Bacu. That played a part in my recommendation. 

Mr. Reppan. Was the mission strongly in favor of TCI? 

Mr. Bacu. We had cables which indicated that they felt they could 
do the best job and give the most immediate performance, and the 
situation there with respect to proper planning of our program was 
rather desperate. 

Mr. Reppan. What weight did you give to those suggestions from 
the mission ? 

Mr. Bacu. Considerable, because they expressed their satisfaction 
with the performance of the firm on the survey contract which they 
were completing. 

Mr. Reppan. To what extent did the public works officer in Laos 
participate in that recommendation of the mission, if you know? 

Mr. Bacn. Sir, I could only make assumptions as to what went on 
in the mission, since I wasn’t present. My assumption would be that 
since this part of the program was a responsibility of the public 
works officer that he played a leading part in it. 

Mr. Reppan. Who was the public works officer in Laos at that 
time ? 

Mr. Bacu. Mr. McNamara. 

Mr. Reppan. Where is he employed today ? 

Mr. Bacn. I heard this morning and on another occasion that he 
is employed by an associate or subsidiary of Transportation Con- 
sultants. 

Mr. Harpy. How well do you know Mr. McNamara? 

Mr. Bacu. I don’t know him at all well, sir. 

Mr. Harpy. Did you ever have any correspondence with him? 

Mr. Bacu. No personal correspondence, sir. I saw Mr. McNamara 
before he took up his position in the field. It was my responsibility 
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to provide a part of his orientation and briefing and to participate 
in his selection for the position originally, to interview him. 

Mr. Harpy. You helped select him? 

Mr. Bacu. I participated ; yes, sir. 

Mr. Meaper. Mr. Bach, I notice that apparently prior to this dis- 
cussion which Mr. Shannon reported that TCI had two contracts in 
Laos, and I believe you mentioned the fact that they were on the 
ground gave them a particular advantage. 

Mr. Bacu. It certainly did. 

Mr. Meaper. Did you have any part in the award of those con- 
traets to TCI? 

Mr. Bacu. No, sir. 

Mr. Meaper. Had that occurred prior to your coming with the 
agency ¢ 

Mr. Bacu. No, sir. These contracts were of such a nature they 
were handled in what was originally our Capital Projects Branch 
and later our Industrial Engineering Division, whereas the contract 
that was handled in my division was for advisory services only, and 
follows distribution of responsibility for implementation of a differ- 
ent type of work. 

Mr. Meaper. Had you had any contacts with TCI in your official 
capacity prior to the time that they were being considered for this 
engineering contract ? 

Mr. Bacu. I had attended a meeting in which General Murrow 
gave a verbal interim report of the work they were doing on the 
transportation survey in Laos, and called our attention to certain, 
what he considered, emergency conditions which would have to be 
rectified as rapidly as possible if our a there was to be suc- 
cessful. There were a number of people present at that meeting, of 
which I was only one. That was my first meeting with him; on 1 
or 2 subsequent occasions when he wanted to discuss being placed on 
the list for invitations for this contract he called very briefly at my 
office. 

Mr. Meaper. The first one that you mentioned had nothing to do 
with the award of the contract in question on which Mr. Shannon 
reported ? 

Mr. Bacu. No, sir. 

Mr. Mraper. That was a report on his other work? 

Mr. Bacu. A report on his other work; yes, sir. 

Mr. Meaper. How did you come to be invited to attend that 
meeting ? 

Mr. Bacnu. At that time, sir, the office with which I am connected 
performed only a staff function. I therefore represented the Office 
of Industrial Resources as a staff officer interested in the Far East 
area, to hear the report of his findings in that country, because I 
would then play a part in the development and review and approval 
of projects or programs which resulted from the survey. So it was 
desirable that I know something about the survey itself. 

Mr. Harpy. Thank you. Do you recall whether Mr. Tom Hill 
gave a good recommendation to Mr. McNamara for employment? 

Mr. Bacn. He did, sir. 

Mr. Kesster. Mr. Chairman, may the record show that the award 
was not made to TCI but to Rader & Associates? 
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Mr. Harpy. That already is pretty clear, I believe, Mr. Kessler. I 
am glad to have your confirmation of that. 

Thank you, Mr. Bach. 

Mr. Flesher, I want to ask you another question. You needn’t come 
up here. I think we can dispose of this very quickly. You have in- 
dicated that you drafted the reply which Mr. Arnold sent to Mr. 
Naughten. 

Mr. Fixsuer. Yes, sir. 

Mr. Harpy. There was one statement in that letter that referred to 
this subcommittee, which I am advised was stricken by a cable. Since 
you drafted the letter, although Mr. Arnold took responsibility for 
the letter, I want to inquire as to what was the basis for the statement 
that you made with respect to the attitude of this subcommittee. That 
is the second paragraph, last sentence. 

Mr. Fiesurr. I got that during the meeting, and I believe I got 
that from Mr. Kessler. 

Mr. Harpy. Did you just make that up out of whole cloth? It is 
absolutely false, and I don’t know where you could have gotten it. 
I would like very much to know. 

Mr. Friesuer. No, sir. I will explain. 

Mr. Meaper. Read the sentence. 

Mr. Harpy. I will read the sentence [reading] : 


As a matter of fact, the committee’s representative is concerned that we are 
taking so long in making an award to TCI. 


Mr. Fiesuer. Yes, sir. 

Mr. Harpy. That is as false as any statement could be, and I would 
like to know what basis anybody has for making any such statement. 

Mr. Fixsuer. Well, as I previously testified, not until this meeting 
was I aware of the fact that the committee, your committee, was look- 
ing into this highway program in Thailand, and there was some dis- 
cussion on that particular point. Mr. Kessler informed me at that 
meeting that he was going to appear before your committee the early 
part of the following week, and it was at that time that I got the 
impression from conversation with Mr. Kessler that your concern 
was the great delay in making an award on this particular project. 
Now, if I got the wrong impression, let’s have it corrected now, but 
that is the impression I got. 

Mr. Harpy. It is corrected, because it is deleted insofar as this let- 
ter is concerned. I hate to think of high Government officials going 
around making statements like that and not taking the trouble to find 
out whether there is a word of truth in them. Frankly, sir, I think 
your handling of this whole matter is highly reprehensible. 

Now, Mr. Leo, you have been with us the last 2 days. The commit- 
tee is grateful for your presence. During the course of these 2 days’ 
deliberations your firm’s name has been under discussion considerably. 
I tried to make it clear that in these discussions we were attempting 
to avoid any implication relating to a firm, but trying to develop the 
facts as we saw them, and if there has been any misstatement of fact 
which has come to your attention in the course of these discussions 
the committee would be delighted to have you clear that up. If there 
is any comment of a factual nature that you would like to make, the 
committee would be glad for you to do so. 
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FURTHER STATEMENT OF STEPHEN F. LEO, VICE PRESIDENT, 
SVERDRUP & PARCEL, INC. 


Mr. Leo. Mr. Chairman, I appreciate the opportunity of being 
heard. I am not entirely clear as to whether it will be possible to 
limit my comments entirely to matters of fact as you have mentioned, 
because it appears to me there are also matters of opinion which in 
my view to some extent are worthy of comment, because I believe they 
are not based on the full facts. I assume that the committee is inter- 
ested in developing the full facts. 

Mr. Harpy. The committee is interested in developing as completely 
as it can all of the facts as they relate to this matter. 

Mr. Leo. I have no desire to protract your hearing unduly, and it 
may be quite possible there are comments which I should make that 
I may not make in the haste with which I have been going over this. 
I was delayed getting here this morning because I was anxious to 
get a transcript of yesterday’s proceedings. 

Mr. Harpy. Actually, you were only a few minutes late this morn- 
ing. We started late. 

Mr. Leo. You passed me going over the bridge. 

In the first place, sir, in the discussions here your counsel likes to 
refer to competitive bidding. I won’t say he likes to, but what he 
inadvertently refers to as competitive bidding is a subject of extreme 
sensitivity to the engineering profession as such. 

Mr. Harpy. We have had expressions on that, and actually I don’t 
think we have accomplished much by getting into this. 

Mr. Leo. I think that this is important in that connection. I don’t 
intend to get into a debate as to whether that is the proper govern- 
mental procedure, but the record yesterday in the testimony both of 
Mr. Smith and of Mr. Arnold was directly in contrast to every as- 
surance that I have been given by the ICA in times past as to the 
operation of the comparable proposal technique, in which price, I was 
assured, was not the dominant factor. I noted in Mr. Smith’s state- 
ments his statement if it were going on any basis other than price, 
that in his view price would be controlling. I noted also that Mr. 
Arnold expressed at least his opinion that any engineer who sub- 
mitted a comparable proposal would be in violation of the code of 
ethics, and if this is on a price basis his statement is correct. We 
have endeavored as a firm to avoid being in such a situation. We 
have actually refused—and I would be happy on my part to record 
those refusals—to seek consideration in engineering jobs which have 
come up in which it has been stipulated that it would be on a competi- 
tive or price basis. Now, I don’t want to get into a discussion either 
on the question of the word “develop.” 

Mr. Harpy. I don’t believe you are particularly competent to dis- 
cuss what was meant by that particular word. 

Mr. Leo. This is correct, and I wouldn’t undertake to rush in 
where many angels have already shown certain trepidation about 
treading. 

Mr. Meaper. That is a better word than “character.” 

Mr. Leo. But I do want to point out this, that it has been a part of 
the contract which our firm has been engaged in in Thailand for some 
time—a part of our contract that in the technical or professional areas 
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we would engage in the training of Thai engineers in both design and 
supervision of construction. The requirements laid on our personnel 
have been such as to indicate that they in the technical field would be 
quasi-diplomats, if you will, in terms of their conduct and their rela- 
tionships with foreign nationals in the host country. It is our posi- 
tion that we have performed in this area for long enough and with suf- 
ficient credit to ourselves so that I would be, for one, extremely disap- 
pointed if there were not some indication on the part of the Thais that 
we had done our job well. 

A reference was made a moment ago by you, Mr. Chairman, to the 
question of Washington representation, and I would like to make it 
clear that apparently I am not particularly proficient in those areas. 

Mr. Harpy. You mean because you are slipping on getting business? 

Mr. Lxo. I have apparently overlooked certain opportunities. I 
was not aware that my efforts were being augmented to the extent that 
these hearings have indicated they have been augmented, and I am 
grateful for those efforts in terms of their motivation, even if they do 
not appear to have been so far successful. 

Mr. Harpy. You have gotten help you didn’t know about. 

Mr. Leo. This is correct, sir. I apparently had people working in 
the area that perhaps I should have been working. I was not, how- 
ever, in the meetings. J have never met Mr. Arnold over a drink or a 
lunch, or both, but I do want to point out that in terms of the com- 
parable proposal technique, as it applied in this instance, the com- 
mittee has brought out a great many facts which relate, in my view, 
to the shortcomings of the comparable proposal technique. Nothing, 
however, has been said since I have been privileged to be present 
pointing out that in the establishment of the comparable proposal 
technique in connection with the Bangkok-Saraburi Road, the nature 
of the invitation was such as to preclude my firm from being able to 
present that type of proposal which would give to the Government 
the advantage of our having a force in place. 

Mr. Harpy. You are referring now to the fact that the contract 
did not specifically permit the utilization of the equipment and per- 
sonnel already on the scene ? 

Mr. Lxo. I have debated this at some length with the members of 
your staff, and I am not sure they concur with my view. Nevertheless, 
my view was controlling in the determination as to how we would pro- 
ceed. We took the position that the invitation, in view of the limita- 
tion as to any substantive change in the form of the contract proposed, 
had the effect really of excluding us from consideration or would re- 
quire us to submit the proposal on an ab initio basis. 

Mr. Harpy. What is that? 

Mr. Leo. Which I understand the attorneys refer to as “from the 
beginning.” It would require us to submit our proposal starting from 
scratch. 

Now, a good deal has been said about the letter of transmittal which 
accompanied our proposal, but the fact of the matter is, without ref- 
erence to whether the language or the semantics were proper or not, 
and whether it was cloudy or not, the basic figures in the proposal re- 
flect that we were starting with only one reservation, and that was 
that we would split the administrative staff across the existing work 
which we had in Thailand. As you are aware, we subsequently made 
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this clear in the field. There has been a good deal said about our re- 
lationships in the field, which has of course been disturbing. But I 
think that it is clear that in the first place the information which we 
may have obtained in the field, which in this testimony great stress 
has been laid on in connection with, for example, the ProAg—as I 
have said before, the possession of the document itself under the 
circumstances appears to have been an impropriety, but I think at the 
same time equally effective is the fact that the information in the 
ProAg was derived from our own work. 

There has been a question as to how close the relationship was with 
personnel in the field, and references have been made to Mr. Tom Hill 
in that connection. In your opening statement you made reference to 
Mr. Larsen. I would like to add just one thing to that reference, and 
that is that Mr. Larsen is not and has never been in our employ. 

Mr. Harpy. I believe the record makes that very plain. I think it 
also makes it plain, Mr. Leo, that he turned it down because of family 
conditions or something of that kind. It seems to me that is in the 
record. 

Mr. Leo. I believe he did file an application. This is correct. 

Mr. Harpy. I thought he said he was offered a job and he had 
family conditions which precluded it, and also that it wasn’t going to 
pay him enough money. That is my recollection. Anyway, the 
record will show it. 

Mr. Leo. We do engage, of course, in bidding for professional serv- 
ices of individuals. 

Mr. Harpy. That is to be expected. Sometimes the Government is 
a rough competitor in that regard, too. 

Mr. Leo. That is correct, sir. 

In connection with Mr. Hill, I think it is important to note that dur- 
ing the time that we were first operating in the field—and again 
great stress has been laid, or some stress has been laid, on the fact that 
we developed the basic figures in connection with the Bangkok- 
Saraburi Road. 

Mr. Harpy. May I comment on that. I think maybe this is im- 
portant. Of course, I think everybody will recognize that to some 
extent, perhaps a great extent, the mission would have to depend on 
your people to assist them in the preparation. 

Mr. Leo. Yes. 

Mr. Harpy. But, on the other hand, I am convinced that the mis- 
sion has the responsibility for at least some evaluation and maybe 
adjustment of those figures. If they relied entirely on your people 
for the development of information which they sent in to establish a 
budget figure, there is something wrong with the mission, and Mr. 
Smith ought to take steps to correct it. 

Mr. Leo. Mr. Hardy, that is again a matter of opinion. I can only 
say this 

Mr. Harpy. This is opinion, and I have been rather generous with 
mine. 

Mr. Lro. The only point I am trying to make in this connection 
is that in our work there we have made estimates without charging 
the mission therefor. We have considered ourselves to be in effect 
an extension in the engineering field and the estimating field, where 
we would be of as much assistance to them as possible. We have 
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helped them develop estimates, if I may use the word “develop” in 
that connection, for various types of work in which we have not ex- 

ressed interest, where our figures have proved to be accurate. We 
Save not expressed interest to them. We have not sought the engi- 
neering employment, nor have we been awarded it. 

Mr. Hieny. I am not at all surprised at that information. 

Mr. Lxo. We would do this for any client, whether it be Govern- 
ment or private industry, and do so. 

Insofar as the Bangkok-Saraburi is concerned, I am not entirely 
as generous in considering that to be an inappropriate adventure for 
us. It is my feeling that from the very beginning of our work on the 
Northeast Highway it has been apparent to the three parties con- 
cerned in the discussions, namely, the Thai Government, ICA, and 
our firm, that the ultimate completion of the Bangkok-Saraburi sec- 
tion of the road was indicated, for the very simple reason that that 
was the segment of the road which made the entire project meaning- 
ful. Our performance in connection with the two segments under 
discussion or under construction now of the Northeast or Friendship 
Highway has been examined to some extent in terms of our practices 
and our supervision, and we feel confident that our work there has 
been of a sufficiently high degree of proficiency as to represent an 
excellent standard of American engineering, which is what the con- 
tract required us to do and which we endeavored to do fully. 

Mr. Meaper. Mr. Chairman, might I interrupt at this point. I just 
wonder if Mr. Leo feels that adequate opportunity has been afforded 
to his firm to comment on testimony on the performance of that con- 
tract, the so-called Northeast or Friendship Highway. 

Mr. Harpy. We have had some discussions about that, but actually 
this committee is not going to get into the question of technical eval- 
uation of engineering. We are concerned with administration, and 
I don’t want us to get far on this engineering thing. As far as I know, 
there is no substantial question raised about the quality of the engi- 
neering, except insofar as it related to performance by governmental 
personnel. 

Mr. Leo. I was addressing myself to the earlier testimony of Mr. 
Fitzsimons and comments of others, which if they are not regarded 
by the subcommittee as substantial and requiring particular response 
by the firm, I welcome passing it. 

Mr. Harpy. We are not going to make an evaluation of these engi- 
neering aspects. I do not think we can. We are not competent. 

Mr. Meaper. Mr. Fitzsimons’ testimony at least impressed me as 
being very, very critical of the engineering of this firm. If the record 
which will be printed contains that type of material, I just wonder 
if they have had an opportunity to put their story in. 

Mr. Harpy. In that connection, I frankly do not see how we are go- 
ing to accomplish anything by getting into a debate or rebuttal on 
the Fitzsimons testimony, because we cannot evaluate the validity of 
it, as far as the engineering technicalities are concerned. The 
thing we are concerned with is the performance of the people who 
were charged with the responsibility of seeing that the work was 
properly performed. We cannot get into the engineering technicali- 
ties of the thing. 

Mr. Meaper. I just wanted to get Mr. Leo’s view on whether or 
not he was satisfied with the record. 
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Mr. Harpy. I think we tried to give him an opportunity to say 
anything he thought was necessary. , ; 

Mr. Mraper. I assume that from Mr. Leo’s not saying anything he 
is satisfied with General Sverdrup’s statement on that point. | 

Mr. Leo. I would say I am unaware there has been a specific point- 
by-point answer to the criticism raised by Mr. Fitzsimons and others 
of the former employees. If it is necessary, I would be happy to 
do it. If the chairman assures me in his judgment it 1s not necessary 
or desired, that is adequate for me. 

Mr. Harpy. There has been no point-by-point refutation of if, 
and I think it would serve no useful purpose, 

Mr. Leo. Very well, sir. 

In connection with the Northeast Highway performance—and the 
reason I was expressing it, Mr. Chairman, is I believe that ihts has nat- 
urally some bearing on the matter which is currently in medias res. 
I learned or I understand we are right in the middle of it, Mr, Chair- 
man, and that is the question of the discussion of what firms are still 
in consideration in connection with the Bangkok-Saraburi. Certainly 
our performance in connection with the Northeast would be of inter- 
est in that connection, I assume. 

I would also like to say that in the event the firm of Sverdrup & 
Parcel were to receive favorable consideration in that connection, that 
I would then find myself in disagreement with some of the other cor- 
respondence which has been read into the record, which indicates that 
it is too late to handle this project by amendment, because in my view 
the only way in which the complete benefit could be derived by the 
Government of our past experience and existing force there would be 
by amendment. 

Mr. Harpy. This disagreement that you have at the moment is es- 
sentially a disagreement with the position taken in the letter which 
Mr. Arnold wrote back to Mr. Naughten ? 

Mr. Leo. That is correct, sir, in which the statement was made, as 
I understand it, that the time has gone by when it could be handled 
by amendment. 

The discussions that have taken place in connection with compar- 
able techniques here and the testimony which has been taken are going 
to require me certainly, as a representative of a professional engineer- 
ing firm, to raise with my home office in St. Louis the question of what 
the proprieties are. So I don’t want to make a particular point of the 
position in that connection. 

In your opening statement yesterday, Mr. Chairman, vou also made 
reference to Mr. Hill. You said—and I am sure based on earlier tes- 
timony—that Mr. Hill is not in the United States, and therefore the 
subcommittee has not had an opportunity to discuss these matters 
with him. It is my desire to inform you at this time that Mr. Hill is 
currently in the country, and I will be most happy to make him avail- 
able to the subcommittee staff for such interrogation as they may wish 
to address to him. 

Mr. Harpy. When did he get back ? 

Mr. Leo. I can’t answer that. He came in to Washington night 
before last. 

Mr. Harpy. We did want to contact him, and we wanted to have 
him testify at the previous hearing. 
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Mr. Leo. He was not here at the time of any previous hearing, sir. 
I can assure you of that. 

Mr. Harpy. We were advised he was still overseas. 

Mr. Leo. It is my understanding, sir, that he arrived back in this 
country—and I am taking my life in my hands in this estimate, but 
my recollection is some time around the 20th of May on the west coast. 

Mr. Harpy. This is the first information we have had to that effect, 
and if I had known it I would have been glad to have him here for 
these hearings. There are some areas in which his testimony might 
have been helpful. However, I doubt very much now that there will 
be an opportunity to call him because of the time situation that we 
are in. I am sorry we were not advised he was back, because’ we 
wanted to have him. 

Mr. Leo. Mr. Chairman, I was extremely anxious. to testify my- 
self on the subject of Mr. Hill and his relationships. I am hoping 
that I will be able to do so in a moment. 

Mr. Hill has been working as a general manager of Sverdrup & 
Parcel International, as you know. Mr. Hill had an appointment 
in Washington with the World Bank this morning or I would have 
had him accompany me. I did not intend to evade. Obviously, I 
would not have raised it had I not intended that you should have 
him. I was not aware of the schedule of your hearings and whether 
you wished him in public hearing or to testify under oath with the 
staff. He is available for that purpose. 

Mr. Harpy. Thank you, sir. We will have to take another look 
and see if there is any material facts we neeed to clear up. There 
may have been some things from his own point of view that it might 
be to his advantage to comment on. However, I did not feel that we 
could justify calling him from overseas. 

Mr. Leo. This I understood, sir. 

Mr. Harpy. If I had known he was here, we would certainly have 
had him here yesterday. 

Mr. Leo. I will take the responsibility for it myself, sir. I did 
not know what your schedule of hearings was. I was not intending to 
hide the body. 

Mr. Harpy. I understand. I don’t think any of us ever intended 
to suggest that, but it was just a matter of bringing him back. 

Mr. Leo. This I understood, sir, and this is why I thought it was 
important to let you know he was here. 

I would like to say just one thing in connection with the relation- 
ships in the field as compared with relationships in ICA/Washington, 
and that is that in all the discussion of the relationships in the field 
it has never been pointed out that the matter of fee and price is a 
matter that is held sacrosanct in Washington, and as far as I am 
aware there have never been discussions as to fee in the field be- 
tween our personnel or any personnel of the ICA, and any ICA per- 
sonnel who might undertake to discuss fee—obviously this is a matter 
that is reserved to Washington and is reserved to negotiation. 

In connection with the proposal, Mr. Chairman, I would like to 
point out that any matter that is included in the proposal is subject 
to later negotiation. This has been my understanding. This has 
been the practice in the past, and no one could have been more sur- 
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prised than I when it was stated yesterday that price on professional 
services was the controlling factor. 

Mr. Harpy. Mr. Leo, you have just posed a couple of questions in my 
mind. Some of the boys are getting hungry, and I don’t know how 
much longer it is going to take you to finish what you want to say. 
But you keep provoking things in my mind. 

Mr. Leo. On that basis, perhaps I am through at the moment. I 
have not undertaken to answer your opening statement in detail, sir. 

Mr. Harpy. I am perfectly happy for you to do it. You did just 
provoke a question that I think in the light of your comment we need 
to clear up. You said that the question of fee is never discussed in 
the field. 

Mr. Leo. This, to the best of my knowledge, is correct. 

Mr. Harpy. I am a little bit hard put to understand that comment. 
If the estimate which was submitted by the mission in Bangkok which 
was carried in that ProAg was developed by your personnel, fee is a 
pretty substantial piece of it, and I don’t know how they could have 

tten the estimate without the fee being discussed. 

Mr. Leo. Mr. Chairman, perhaps I didn’t make myself as clear as 
I could have. Perhaps what I should have said is the determination 
as to fee is not made in the field either by our people or by ICA. 

Mr. Harpy. The estimate of the fee? 

Mr. Lro. This may be an estimate, sir, but the point that I think 
has been confusing the committee is neither the fee that is in the 
ProAg nor the fee that is in the estimate nor the fee that is in a pro- 
posal is necessarily so. 

Mr. Harpy. Lappreciate that. 

Mr. Leo. It is all subject to negotiation in my view, up until yester- 
day. 

Mr. Harpy. But there is one other aspect of the fee question insofar 
as the field is concerned which comes to my mind in this particular 
case. General Sverdrup wrote to Mr. Naughten a revision of his 
proposal, in which he did revise the fee and included that revision in 
that letter which was transmitted from the field to Washington. 

Mr. Leo. This is correct, sir. I was not in Thailand at the time, 
but I believe I can throw some light on that. 

Mr. Harpy. At least in this instance fee was a matter which was 
presented by your firm. 

Mr. Leo. This is correct, and there were certain extraordinary cir- 
cumstances which were involved in that connection which made that 
happen. Those circumstances were that General Sverdrup, as he 
testified here earlier, made an inspection trip into the area at that 
time on the work we were then doing. I would assume that the 
question arose as to whether we had made or submitted a proposal in 
connection with this additional increment of work in connection with 
Bangkok-Saraburi. I would assume also from the correspondence 
that General Sverdrup informed the mission in the field that we had 
made such a proposal under stringent, controlled invitation, and I 
would assume that he was endeavoring to explain at that time why he 

felt that was not a fair way to solicit a proposal. And I assume he 
intended that information to go back to Washington, which it did. 

Mr. Harpy. It did, but he wrote a pretty long letter to the mission 
director, in which he included this revision of the fee. 
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Mr. Leo. This is correct, sir. 

Mr. Harpy. There are several other aspects of this thing that 
frankly I am sorry we opened up. because of the time problem,-and 
which I had not intended to get into. But this letter which General 
Sverdrup wrote to Mr. Naughten, offering a revision of the fee and 
revising the estimate, was written after the mission had been advised 
of ICA/W ashington’s selection of TCI. Now, there are other indica- 
tions that the mission advised General Sverdrup that Washington 
had recommended TCI, as a matter of fact. 

Mr. Leo. I have received more enlightenment than I had received 
prior to this time that a selection had been made or what the various 
proposals are. 

Mr. Harpy. We questioned yesterday morning whether or not we 

should bring this situation out, and we got clearance from Mr. Smith 
aaa Mr, Arnold to do it, so we are doing it. But there is ample evi- 
dence to believe that General Sverdrup at least found out when he 
was in Thailand that TCI had been recommended. The truth of 
the matter is there was a complaint received as to why Sverdrup & 
Parcel were given certain information concerning the TCI proposal. 

Mr. Lxo. I was unaware of this. 

Mr. Harpy. Well, there has been, but there is information that we 
have which indicates that the mission did give Sverdrup & Parcel 
representatives in Bangkok information about the TCI from Wash- 
ington. 

Mr. Leo. Mr. Chairman, IT can only say that in connection with 
this particular work it had been anticipated, as I think I said earlier, 
from the very commencement of our work that ultimately and by 
amendment the balance of this road, the portion of it which as I 
said made it meaningful, would be considered at least under the 
amendment technique. Internal determinations in the ICA changed 
this, and when this went to comparable proposals and we were 
thereby, at least in my view, excluded from a capability of making as 
advantageous a proposal from the Government’s standpoint as we 
would like to make, I even went so far as to inquire whether it had 
been considered that in inviting the proposals on a comparable basis 
rather than any other discussion—whether it was intended that Sver- 
drup & Parcel not be continued, and if this was the desire of the 
agency I would like to be so informed, because I had no desire to 
embarrass or press the point. 

Mr. Harpy. Whom did you ask? 

Mr. Leo. Mr. Kunze. 

Mr. Harpy. And he told you it was not? 

Mr. Leo. This is correct. There was testimony subsequently, if 
you will recall, by Mr. Kessler to the effect that in his judgment we 
could then have submitted as part of our proposal an alternate pro- 
posal, taking advantage of the points that I have raised that we were 
not able to submit earlier in connection with the work we already had 
in place. And I was told that this was not an extraordinary proce- 
dure. This may be correct. I am not informed on that point. But 
insofar as our own people were concerned, they were reluctant to 
respond to a request for oranges by offering apples, which they said 
would be the circumstances, and they did not do so. 

Mr. Harpy. I understood you to say a moment ago that you had 
understood earlier from contacts with ICA that there was a distinct 
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inclination to amend the contract in order to go into the Bangkok- 
Saraburi section. 

Mr. Lro. This is correct, sir, and if I may—— 

Mr. Harpy. I would like to know where you got that information. 

Mr. Leo. I would simply like to elaborate on it to this extent. There 
was a question of funds. There were not sufficient funds available 
actually on the Northeast Highway to do it except. by increments. 
It is generically a road—the Friendship Highway is ‘generically a 
read—which begins at Bangkok and terminates at Korat. T cannot 
say explicitly that any person or individual in ICA said to me that 
when the time comes this will be handled by amendment, but I be- 
lieve I am correct in saying that with the technical people with whom 
I discussed it—Mr. Stoneman and, with, I think on occasion, Mr. Kes- 
sler—we took the position that this was in essence a complete highway 
operation and that ultimately the segments would be added. I can- 
not say that Mr. Kessler concurred in that view, nor can I say that 
Mr. Stoneman concurred in that view, but [ think in general profes- 
sional engineering circles it is regarded as being a total project, the 
only difference in this instance being the question of when and if the 
funds would be applied. 

Mr. Harpy. In any event, you have been laboring under that mis- 
apprehension, over a period of time, that it was just a et of funds 
and sooner or later there would be a negotiation and a contract 
amendment at 

Mr. Lro. This has been my impression; yes, sir. 

Mr. Harpy. I wish you could be a little bit more sharp. 

Mr. Leo. I can only say, for example, I believe in the latter part 
of 1956 in that connection we were considering the road itself. I 
was startled to find your expressed opinion yesterday that the Thais 
did not share this view that the road was an essential. 

Mr. Harpy. Would it be a reasonable assumption that maybe you 
had some pretty definite indications that this would be an extension 
contract, negotiated extension, based on discussions with Mr. Hill? 

Mr. Leo. No, sir. I had no discussions with Mr. Hill in this con- 
nection. 

Mr. Harpy. Topman. 

Mr. Lro. Actually, Mr. Chairman, I may be doing an injustice to 
Mr. Kessler and Mr. Stoneman. I am giving you my impression of 
my conversations with them and if they nonconcur, I would be bound 
by their conclusion. This is certainly my impression. This is all I 
have, sir. 

Mr. Harpy. Thank you very much, Mr. Leo. 

Any questions? 

Now before we adjourn, there is one other question I wanted to 
raise. I wanted to ask is there a representative of TCI present ? 

Mr. Trossevin. Yes, sir. 

Mr. Harpy. Have you been here during these last 2 days of dis- 
cussion ¢ 

Mr. Trossevin. Yes, sir. 

Mr. Harpy. And what is your name? 

Mr. Trossevin. Trossevin, C. V. 

Mr. Harpy. And is there any comment you want to make bearing 
on factual presentation that has come up? 


24700—58—pt. 1——-52 











800 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Trossevin. No, sir, I do not believe there is. I do not feel 
qualified to. 

Mr. Harpy. Then you do not care to make any statement at this 
voint 2 
Mr. Trossrvin. No, sir, I was just asked to be here as an observer, 
as General Murrow is out of town. 

Mr. Harpy. Thank you. I am delighted you were able to be here. 

Mr. Trossevin. Thank you. 

Mr. Harpy. Let the committee stand adjourned subject to call of 
the Chair. 

(Whereupon, at 1:49 p. m., the subcommittee adjourned subject to 
call of the Chair.) 








FOREIGN AID CONSTRUCTION PROJECTS 


(Part 1l[—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


WEDNESDAY, NOVEMBER 13, 1957 


[ Portions of the testimony received during the hearings and brief- 
ings which follow were taken in executive session due to the security 
classification imposed by the Departments of State and Defense. 
The transcripts have since been reviewed by the Departments of State 
and Defense and the classified information has either been deleted or 
paraphrased, as indicated by the letters from these agencies which 
appear on p. 1301 as appendix X.] 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Port Officers Open Mess, Manila, Philippine Islands. 

The subcommittee met at 9 p. m. in the Port Officers Open Mess, 
Manila, Philippines, Representative Porter Hardy, Jr. (chairman of 
the subcommittee), presiding. 

Members present: Representatives Hardy (chairman), Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader and Victor 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, staff investigator, and Phyllis M. Seymour, clerk. 

American Embassy officials present: Charles L. Hodge, counselor 
and chief of Economic Section; George S. Newman, political officer ; 
Paul M. Kattenburg, political officer; and Albert B. Hudes. 

United States Operations Mission officials present: Daly C. La- 
vergne, deputy director; Virgil Van Street, legal counsel; Arthur 
H. Hudson, chief, Information Division; Ernest F. Neal, special as- 
sistant. for community development; Charles D. MacGillivray, chief, 
Industry and Transportation Division; August F. Albers, special 
adviser for industrial investment; Edward Rawson, program op- 
erations officer; Carl Martini, controller; and Joan Miller, fiscal 
economist. 

United States Information Agency official present: Richard Burn- 
sley. 

Joint United States Military Advisory Group (JUSMAG) offi- 
cials present: Maj. Gen. Joseph H. Harper, chief adviser; Col. Wil- 
liam K. McNown, deputy chief adviser for Air; Col. Haskett L. 
Conner, deputy chief adviser for Army; Col. John L. Thomas. chief 
of staff; Capt. Boyd T. Bashore, aide-de-camp; Col. John T. Ewing, 
chief, Plans and Briefing Branch; Lt. Col. George P. Dawson, Jr., 
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chief, Logistics Division; Col. Ned B. Broyles, chief, Intelligence 
Office; Capt. Justin L. Wickens, chief, Navy Section; Col. Gilmore 
V. Minnis, chief, Air Force Section; Rear Adm. E. A. Cruise, com- 
mander, United States Naval Forces Philippines, and commander 
in chief, Pacific representative, Philippines. 

(The subcommittee, prior to arrival in Manila, submitted to the 
mission a questionnaire. The questions and responses thereto will be 
found as appezlix I, p. 1167.) 

Mr. Newman. faites and gentlemen, in order to start tonight’s 
briefing, I would first like to introduce to the Manila group the chair- 
man of the International Operations Subcommittee of the House Gov- 
ernment Operations Committee, Mr. Porter Hardy. Mr. Hardy if 
you will please stand. 

Mr. Harpy. Thank you, Mr. Newman. Do you havea presentation 
you would like to make before we get started ? 

Mr. Newman. Notatall. It is in your hands. 

Mr. Harpy. Thank you very much. 

First I would like to express appreciation of the hospitality you 
have shown us, and I thank you for being here. 

Let me introduce the members of the committee who are with us. 
We have here Mr. Brooks from Texas; Mr. Knox from Michigan; 
Mr. Brownson from Indiana; Mr. Meader from Michigan; and Mr. 
Reuss from Wisconsin. I am sure all of you know the rest of the 
folks who will participate in this discussion. 

Before we start on the presentations that some of you have been 
so good to prepare for us, [ would like to make one or two observations 
about the way the committee operates. 

Members of Congress have a habit of sometimes asking rather 
pointed questions, and at times they sound a little blunt, and occa- 
sionally people are inclined to draw a conclusion from the question 
as to what the person is thinking. If you try to do that with us you 
are liable to be far off the beam. The questions that we ask do not 
necessarily indicate any particular point of view. We try to develop 
the facts as completely as we can, and I hope I won’t sound as abrupt 
as I am sometimes accused of being. 

It is the purpose of the committee to take a look at the functioning 
of our Government’s activities in the Philippines. Included in the 
area of operations that we are concerned with is the direct military 
side of mutual security and what is now known as defense support; 
economic aid, whether direct or through loans; and technical assist- 
ance. All of those come within the scope of our concern. We are 
trying to determine as best we can how these various activities are 
operated. 

Sometimes we have been accused of not being in sympathy with 
mutual security. Certainly that is not true with respect to my-atti- 
tude, and I am sure it is not true with respect to the attitude of any 
member of this committee. We are trying to get the best possible 
return for the amount of money we are spending. We have an idea 
we should not spend more money than we are getting a return for. 
I am sure the other members of the committee share that idea, and 
I am sure the rest of you do too, because you are all taxpayers. 

With that I think we might get underway. I notice the first order 
of business suggested on your program is a briefing having to do 
with the local political situation. Who will handle that? 
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Mr. Newman. Mr. Kattenburg. 
Mr. Harpy. All right, Mr. Kattenburg, we will be glad to hear you. 


STATEMENT OF PAUL M. KATTENBURG, POLITICAL OFFICER, 
AMERICAN EMBASSY, MANILA, PHILIPPINE ISLANDS 


CURRENT POLITICAL SITUATION 


Mr. Karrensure. If you refer to prepared remarks, I am afraid 
I don’t have any. I have been too busy since the polls closed yester- 
day getting the returns. I will, however, without much ado, give 
you the early returns on the Philippine elections. 

By the way, I might say that election day proceedings went quite 
well. The elections were peaceful and orderly throughout the whole 
archipelago. There was one bad incident with political overtones 
in Cavite, a nearby province, where eight constabulary personnel were 
killed, including the province’s PC commander. Other than that, 
as of six o’clock this afternoon we had no reports. of untoward inci- 
dents, and we believe the elections on the whole have been quite orderly. 

According to unofficial returns of about an hour ago, compiled by 
the press and radio, with about 25 percent or 1,402,485 votes reported, 
President Garcia was leading with 511,650 votes or 36 percent. Yulo, 
candidate of the Liberal party, was in second place with 430,771 
votes or 30 percent. Manahan, candidate of the Progressive party, 
a new party, was in third place with 323,394 votes or 23 percent. And 
Senator Recto, candidate of the Nationalist-Citizens party, was in 
fourth place with 136,970 votes or 10 percent in the presidential race. 

In the vice presidential race the predicted situation, which is ex- 
traordinary in Philippine history, has happened, namely, the candi- 
date of the Liberal party, Macapagal, is running ahead with 749,126 
votes out of a total of 1,339,186, or 57 percent of the votes tabulated. 
Jose Laurel, Jr., the candidate of the Nacionalista party and running 
mate of President Garcia, is second with 334,715 votes or 25 percent. 
In the third place is Araneta, the running mate of Manahan on the 
Progressive ticket, with 152,750 votes. ‘Tanada, the running mite 
of Recto on the Nationalist-Citizens ticket, is fourth with 102,595 
votes. 

In the city of Manila we have pretty complete returns. Mr. Yulo 
won in the city with 73,000 votes; Manahan was second with 60,000; 
Garcia was third with 59,000; and Recto fourth with 34,000, although 
the predictions gave him second place. This is a surprising return in 
the city of Manila, which had been predicted to go to Manahan. 
It may be due to the efforts of the Liberal Party in the last 3 or 4 days 
prior to the election to directly bring in the Catholic Church. This 
has been the predominant political development in the last few days. 
On the hour, every hour, on the radio the Liberal Party has been 
claiming support of 25 out of 26 bishops. That was denied by two 
bishops, but the effect may have been very considerable, particularly 
in the city. I could detail that more later if you have any questions 
on it. 

Actually, the President is running at about the margins he was ex- 
pected to run, that is, about 50 to 60 percent, in East Visayas and 
Mindanao. With that he can win if he gets 20 percent of the Luzon 
vote. 
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The election has been very interesting because of the entry into 
Philippine politics of Recto and Manahan, challenging the whole tra- 
ditional picture here. 

This was challenged by Manahan, who tried to identify himself 

with Magsaysay. He is young and relatively inexperienced. The 
belief among his followers was that this would attract the attention of 
the voters who would vote for him as a revolt. 
_ Recto ran on a platform of nationalism. He made a poor show- 
ing. 
On the basis of current returns it looks like we will have the situa- 
tion of the President belonging to the Nacionalista Party and the 
Vice President belonging to the Liberal Party. (Portions of Mr. 
Kattenburg’s remarks were classified and made off the record.) 

Mr. Harpy. Thank you. 

Now I am going to take the liberty of suggesting that we switch the 
order suggested and hear the JUSMAG people next. 


STATEMENT OF MAJ. GEN. JOSEPH H. HARPER, CHIEF ADVISER; 
ACCOMPANIED BY COL. JOHN L. THOMAS, CHIEF OF STAFF; COL. 
JOHN T. EWING, CHIEF, PLANS AND BRIEFING BRANCH; AND 
LT. COL. GEORGE P. DAWSON, JR., CHIEF, LOGISTICS DIVISION; 
JOINT UNITED STATES MILITARY ADVISORY GROUP; ALSO 
GEORGE S. NEWMAN, POLITICAL OFFICER, AMERICAN EMBASSY, 
MANILA, PHILIPPINE ISLANDS; VIRGIL VAN STREET, LEGAL 
COUNSEL; AND JOAN MILLER, FISCAL ECONOMIST, UNITED 
STATES OPERATIONS MISSION 


MILITARY AID PROGRAM 


General Harever. Those of you at this side of the table, if you wish 
to see the charts I would suggest that you move over this way. 

Mr. Chairman, before we start on this chart I want to tell you about 
the development of MDAP. 

MAAG was established in 1947. The Filipinos had this problem of 
communism. They started fighting Communists immediately. 
They were very unorganized. 

As you are all aware, Magsaysay was Secretary of Defense at that 
time. He reorganized the army and beat communism. 

The first MDAP aid that came in after this initial amount started 
in 1950. 

That includes the hard goods and some of this defense support. 

With this background I will start in on these charts. 

This MAAG is quite asmall MAAG. 

This is the standard setup, with the different sections, Army, Navy 
and Air Force, you will find around the world; we have our offices 
here. We donot live in the field with the Filipinos. 

Do you have any questions on this chart ? 

This is the Philippine armed forces. This is Army, Navy, Air Force 
and PC. PC istheconstabulary. The constabulary is what you might 
call state police. They are the ones who have been maintaining law 
and order in the elections. 
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We have a training center. The Philippines have what we might 
call universal training. The young men are subject to the draft. The 
Philippines from north to south are 1,000 miles, and from east to west 
the widest point is 650 miles, There are 7,000 islands in the Philip- 
pines. 

They are spread throughout the Islands. It is the constabulary 
that looks after robberies, murders, and so forth. Their headquar- 
ters are in the Islands. 

Mr. Reppan. Do they have a reserve program ? 

General Harrver. That is found in the Standby division. 

Everything dates, in the Armed Forces, from the Number One 
Commonwealth Law that was passed around January of 1936. Gen- 
eral MacArthur was out here as adviser. He had a small group with 
him. In that group was President Eisenhower, who was then a 
major. 

Any questions ? 

We show this as the Army Force Base. You understand from the 
period of right after the war until 1954 they had no force base. They 
were fighting the Huks. 

The Huks are their name for the Communists. 

After President Magsaysay was elected President, he appointed 
General Vargas Chief of Staff. 

In September 1954, at the Manila Conference, Mr. Dulles came here 
when SEATO was set up. 

The Filipinos, of course, started to work. We went ahead, and the 
first meeting we had we urged them to tell us exactly the way they felt 
about. it. After doing that we then went back to CINCPAC last Feb- 
ruary and came back with this Army Force Base which is shown 
here, and the Filipinos have accepted this and that is what we are 
working on today. That is working out nicely. It is taking an adjust- 
ment period. 

Any questions on this? 

Mr. Harpy. Thank you. 

General Harrer. This chart shows the joint studies. We work very 
closely with the General Staff, and I must say I have never had finer 
cooperation than we get from the Filipinos. Speaking of the reserve 
program, we gave them a briefing of the concept of the next 10 years, 
and pointed out that their concept was set up in 1936 and that it must 
be updated. Asa result we are working on a very good revision with 
them. 

General Harper. We told them every year in the United States the 
Armed Forces go through a training and maintenance program to be 
sure we are combat ready, and they have adopted that plan. 

We have told them in this day and age you have to mobilize your 
reserve clivisions in a matter of days rather than months. That is 
what this means, revision of mobilization plan. 

Then we had to get this new table of organization to fit this division. 

I think they can give a pretty good account of themselves. 

Any questions on this ? 

Now we always want to show some of our accomplishments, and 
this chart shows what we worked on this past year. 

First, the United States built them a base shop. 

Today it is operating and in the last 3 months they have turned out 
rebuilt trucks. 
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These airplanes, were delivered last March. 
Mr. Harpy. Let me ask you a question there. Talking about the 
, how many aircraft do you have of that type? 

General Harrer. There were programed a total of ———. The 
others are due to come in in the future when they can receive them. 

Mr. Harpy. You actually have ——? 

General Harper. Yes, sir. 

Mr. Harpy. At the end of February or March 1st there had only 
been ——— delivered. 

General Harrrr. There are ———— now. The balance came in 
August. 

Colonel Minnis. The last ones started coming in in May, June, and 
July, and in July they had 

Mr. Harpy. Apparently somebody got things moving. Do you 
know when they were actually programed and financed? I was won- 
dering when they had originally been programed, because according 
to our figures it had to be prior to 1957. How long does it take to cet 
them here? 


General Harper. I will ask my deputy, Colonel McNown, to answer 
that. 

Colonel McNown. They were originally funded for 1955, but they 
were not called forth or asked for delivery to this country until 1956. 
Then during 1956 there was still a further delay. 





Originally the program included ——— aircraft. ——— aircraft 
were programed originally for 1955, then in 1957 ———— were de- 
livered and ——— are still undelivered. 

Mr. Harpy. So until fiscal year 1958 you didn’t have the ——— of 


your total program delivered ? 

Colonel McNown. 1957, sir. 

Mr. Harpy. We are talking of fiscal years. The point I want to 
make is this. It illustrates the point, which has given us more trouble 
than almost anything, where we have a tremendous appropriation that 

roes back three or four years and has not even been obligated, most of 
it, and the deliveries haven’t been made, which indicates poor plan- 
ning or slow development of conditions that make it desirable to make 
a delivery. Apparently you have both in this case. 

Colonel McNown. Yes, sir. 

Mr. Harpy. It means you keep this in the pipeline for a year or 
more. I hope we are doing something to eliminate that kind of a 
program taking so long to complete a commitment. 

Excuse me, General. How much are we contributing to their de- 
fense budget, do you know? 

General Harper. Straight construction costs. 

Mr. Harpy. Don’t we make a contribution through defense support 
funds? That is true in many countries. 

Mr. Newman. This is an exchange. 

General Harper. The rest of this is self-explanatory. 

Next is reduction of the Huk threat. 

I want you to think of the Philipines or the United States as it was 
100 years ago. As these people expand—they have a population of 
22 million and the Department of Education told me they are going 
to have 100 million in a few years. 

Mr. Harpy. You mentioned construction of a base shop. 
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General Harper. Yes, sir. 

Mr. Harpy. Was that constructed with defense support funds or 
direct military aid funds? 

General Harper. That was started some years ago before the de- 
fense support funds. 

Mr. Harpy. Then would it have been military aid funds or economic 
aid funds? 

General Harrrr. This started about 4 years ago. As I understand, 
the Philippines put up 1 million pesos. 

Mr. Harpy. Sane to fiscal 1955 you had economic aid. This was 
a direct militay aid dollar appropriation ? 

General Harper. Yes, sir; that is correct. 

Mr. Harpy. I don’t know whether you are familiar with the current 
budget and this schedule of proposed deliveries of military items and 
the deliveries that have been made. 

You mention the base shop, and, according to the figures I have, 


prior to 1957, during the period 1950 to 1957, ——— quarter-ton trucks 
were programed, and ———— were delivered through February 1957, 
leaving a balance of ———— to be delivered. There weren’t any pro- 


gramed for 1957 or 1958. 

I am wondering whether that was an overstatement of need, or 
what was the reason for such programing ? 

General Harper. The quarter-ton trucks were one big overage we 
found in the Philippines. A great many came from the number of 
vehicles here after the end of the war. 

Mr. Harpy. There were this many programed prior to 1957; I don’t 
know when, but sometime since 1950 and prior to 1957. Obviously, 
either they haven’t been needed or they have been in the pipeline and 
couldn’t be delivered, or somebody overestimated the need. 

Colonel THomas. That was an overstatement. 

Mr. Harpy. Then you don’t need them and they should be taken 
off the list. 

Colonel Tuomas. I am surprised they haven’t been taken off. 

Colonel Ewrnc. That was an overestimate. Now we are readjusted 
and in the future as this plan is developed we will then have that re- 
quirement. 

Mr. Harpy. Does anybody know when they will be needed? I can 
understand how it would have been very difficult at the beginning to 
come up with anything specific, but looking at it now it looks like we 
ought to be able to reprogram them. 

Colonel Ewina. We are reprograming as fast as we can make an 
intelligent estimate. 

Mr. Harpy. You reprogramed it when ? 

General Harper. This past February. 

Mr. Harpy. The only question in my mind is, did you take steps to 
reprogram what had been put in the pipeline and to estimate a revised 
program ? 

Colonel Ewrne. Yes, sir; and those figures do not reflect the figures 
in the current program for 1959. 

Mr. Harpy. Then somebody didn’t make this complete. 

General Harper. I don’t believe this is up to date. 

Mr. Newman. I think the basic difficulty is timing. We very re- 
cently submitted the 1959 program. 
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Mr. Harpy. This is what was sent to Congress. 

Mr. Newman. That is true. 

Mr. Harpy. And that is what we have to go by. 

Colonel Ewrnc. We submitted the requirements in June of this 
calendar year. Wemadea a restudy. 

Mr. Harpy. It should be reflected in the program sent up for next 
year. 
~ Colonel Ewrnc. We have set up total requirements reflecting these 
changes. 

Mr. Harpy. There are a few other items in the program of fiscal 
1958 that are not listed in this tabulation. A lot of that stuff is not 
listed here, which presumably represents somebody’s calculation of 
what you were going to need for the fiscal year. Maybe what I ought 
to do on this is to find somebody to review these figures for us and 
see if we can reconcile them. 

General Harper. Yes, sir. The whole confusion arises from con- 
tinuing changes in the forces. 

Mr. Harpy. Go ahead, General. 

General Harrrr. That concludes my presentation. Are there any 
further questions? 

Mr. Reuss. I would like to clear up the matter of defense support. 
I seem to get the impression that with respect to the Philippines there 
was not the kind of defense support that is traditional in other areas. 

General Harrer. Miss Miller is our expert in ICA. As I recall we 
have brought in $——— worth of defense support. That was in the 
last agreement we had with the Secretary of Defense. 

Mr. Reuss. In the 1958 budget there was $—— for so-called de- 
fense support, including malaria eradication, improving potable water 
supply systems, training the rural population in democratic govern- 
ment, et cetera, all of which are undoubtedly worthy projects, but they 
are listed as defense support. What about that? 

Miss Mitier. They are all defense support projects. but the projects 
of General Harper are for military construction. That $——— was 
required for military construction. 

Mr. Reuss. Then if I got the impression that we didn’t have defense 
support for the Philippines as we do for other Southeast Asian coun- 
tries that was incorrect ? 

Miss Mitier. I think the question was whether the military was 
given a straight support to their budget, and the answer was no, it 
was for specific projects of military construction; but that is only one 
segment of defense support. All of it is not what you might call 
military support. That is the distinction. 

Mr. Harpy. I wanted to go into the extent to which you, General, 
and your group, participated in the preparation of the budget for de- 
fense mite 

General Harper. The way defense support is developed? Is that 
what you want? 

Mr. Harpy. How the budget for defense support is prepared and 
where it comes from when we get it. 

General Harper. I will tell you how it worked this past year. First 
of all we discussed with the Philippine representatives what they 
considered their requirements to be. We worked with the GHQ staff 
to find out what they wanted. 
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We found what that would cost. 

After we got an idea of what they needed in the way of defense 
support we went to the country team. Out here in addition to ICA 
and JUSMAG representatives we have Admiral Cruise, Commander, 
Naval Forces Philippines, and General Ackerman, Commander, 13th 
Air Force. We discussed every one of these items and what they would 
cost, and ICA was right there with us figuring the cost. When the 
country team finally said, “Yes, we think this is a just amount for it,” 
it ran $———— or $— for construction. 

Then we sent that to CINCPAC. CINCPAC, in some cases, came 
back to us for additional information. They in turn sent it to DOD. 

To give you specific instances, we started working with the Filipinos 
last fall. We started to set things up in priority. The directive we got 
from CINCPAC said we should have our program in by the 20th of 
May. I went back the 20th of May, and I discussed it with them. 
They objected to certain things. I came back, sent it back in June, and 
CINCPAC accepted that. 

That in turn was sent to DOD, and it is my understanding that that 
is the basis of the figure that went in your budget. 

Mr. Harpy. We had $——— in projects, defense support, for fiscal 
1958. 

Miss Mixer. For military construction projects. 

Mr. Harpy. I am talking about whatever ICA put in this book, 
and they show $———— for project assistance in supplies and equip- 
ment in your total defense support program. In addition to that, 
$————- was programmed for nonproject assistance under the agri- 
cultural commodities program. I was trying to determine how that 

was arrived at. Did somebody sen in a hat and say, “We 
would like to settle on $————”, and then decide what to do with it? 

Mr. Reuss. Mr. Chairman, may I pursue this? 

Mr. Harpy. If anybody can get it straight I would like to hear it. 

Mr. Reuss. At this point, of the $———- in the fiscal 1958 budget 
for so-called defense support—whatever that means—only really 
$——was for the construction of barracks, training and air defense 
facilities, and so forth. The rest, as far as I am concerned, has about 
as little to do with military matters as is possible. It concerns eradi- 
cating malaria, improving water supply systems, developing strategic 
mineral deposits and industrial research facilities, training of the 
rural population in democratic government, and so forth, and so 
forth. All fine things, but I make two points: (1) They really don’t 
have anything to do with defense support; and (2) they seem to be 
handled by ICA, and quite understandably the military doesn’t know 
much about them. 

If these things are true, why in the world is this called defense sup- 
port? And the second question is, could not this difficulty be a little 
deeper than a matter of nomeclature ? 

Mr. Harpy. Actually, General, what I was trying to get you to 
come up with is that the military didn’t have anything to do with 
that $———— program, and it is listed as project assistance under 
defense support. 

Mr. Newman. That is right. The recent changes in definition will 
bring back the type of charge where it will be for specific military 
objectives. I think the program in front of you places the general 
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economic development funds along with military construction. The 
$———— is not for military construction. Military construction is 
financed by local currency generated under section 402 as a result 
of the sale of surplus agricultural commodities, totaling $———— of 
which about $———— is for military activities. 

Mr. Harpy. Two years ago you had direct, appropriated funds for 
defense support. 

Let me ask you this question, General. This is supposed to be 
defense support. One of your main jobs, I think, is Taos, and I 
wondered what your idea is of the definition of defense support ? 

General Harper. I don’t know that definition. 

Mr. Harpy. Let me read this to you. This can be off the record. 

(Definition of defense support read off the record.) 

Mr. Harpy. That is jaleunn support. I am not talking about 
whether or not it is a good idea. 

General Harper. I want to say this. The reason I made that state- 
ment, I was confused about that $———-. We have a very clear under- 
standing in JUSMAG what in our minds is defense support, and it 
is the construction of these airfields and everything else. As to how- 
these things fit into ICA, I must confess I don’t know. But we have 
in JUSMAG what I call my Bible, and that is what is put out by 
ICA, and I think I can quote from that verbatim. I didn’t know that 
this historical mixing up of this business is defense support. Defense 
support to me means the construction of these buildings, this airfield, 
the A. C. & W. sites, and things of that kind. 

Mr. Harpy. On that particular point, this same budget sheet shows 
some agricultural commodities-generated pesos for defense support. 
How much of that did you or anyone in your organization develop? 

General Harper. I can give you every fiscal year how much was 
spent. 

P Mr. Harpy. T am not so much concerned with dollars, but how this 
figure was arrived at. Of the defense support funds, some are for 
the construction of military barracks, training, and air defense facili- 
ties, and roads, which I presume you people had something to do with, 
and other funds are to— 
train the rural population in such self-help activities as building feeder roads, 
eliminating unsanitary conditions, and creating and operating democratic local 
governments. 

General Harper. I knew nothing about that. That wasICA. ICA 
controls all these funds. 

Mr. Harpy. I, am trying to understand how they tie in with your 
defense support. 

You are not discussing with them the sanitary program ? 

General Harper. No, sir. 

Mr. Harpy. Any other questions ? 

Mr. Reuss. On this point, are we going to hear from ICA ? 

Mr. Harpy. I do want to hear ICA’s comments, and I don’t want 
anything that has been said by me to indicate any lack of sympathy 
with this kind of work. 

Colonel Ew1ne. The basis is not how much money we think we can 
get, but the requirements, and that is the basis from which we work. 
We don’t work from a dollar sign, but from requirements. 
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Mr. Harpy. I can understand that, but I wonder whether that same 
thing applies when you are trying to get the use of pesos generated 
through the sale of agricultural commodities ¢ 

Miss Miutier. The requirement for pesos is determined and then 
the request is made for dollars to finance the sale of agricultural com- 
modities. There is a time lag between the time those dollars are 
appropriated and the commodities are shipped and the time they 
arrive and the pesos are generated and you can start your construc- 
tion. There is a definite lag. 

Mr. Harpy. You mean it isa matter of timing? 

Miss Mituer. Yes. 

Mr. Knox. Where you have reprograming of overestimated needs, 
there was an excessive estimate of need. Under the reprograming 
of these funds, what is the money going to be used for now? Are 
you requesting it to be flexible, or does it revert to the general fund? 

General Harrer. It reverts to the general fund. 

Colonel Ew1na. Once we reduce a requirement we have no way of 
knowing what happens to any money that may have been available 
before that time. 

Mr. Kwox. In other words there is no further request for those 
funds ? 

Colonel Ew1ixe. We know that a reprograming here may satisfy 
in dollars or in items a need which has been developed in another 
country. We know that goes on because from time to time sumething 
may become available and there is a developed need here and we 
receive the benefit of it. 

Mr.. Knox. This fund is set aside for the development of the 
program ? 

Colonel Ew1na. I cannot answer that, sir. 

Mr. Harpy. If the folks in the Philippines have reduced their 
requirements by that amount, the chances are somebody transferred 
it to some other country. 

General Harrer. When I got here last June there was a committee 
investigation of MDAP aid, and they started to attack the United 
States. They said MDAP aid was lagging. The truth is that 
MDAP aid, according to our laws, must be utilized and maintained. 

This had been programed ahead, and then it went down to this 
stop, and then we got it started again, and then we changed it over 
in February into this new concept. 

Mr. Harpy. It is certainly commendable to reduce these programs 
where you can. The only thought I had was that the new require- 
ments should be programed as promptly as possible. 

General Harrer. That is right. 

Mr. Harpy. I hope we find a record of that kind of diligence in 
other places. 

Any questions. 

Mr. Brownson. I have a question based on this quotation from the 
justifications, so it probably will have to be off the record. 

( Discussion off the record. ) 

General Harper. Sir, there is no such thing as anti-Americanism 
in the Philippines in my opinion. These people are the most pro- 
American people I have ever seen. Recto got up and started criti- 














812 FOREIGN-AID CONSTRUCTION PROJECTS 


cizing the United States, then when he started to run for President he 
said he was not anti-American, he was pro-Filipino. 

Mr. Harpy. To what extent does the building of roads into the 
hinterlands where they never had roads before increase the security 
of our bases ? 

General Harper. President Magsaysay raised the standards of these 
people. These people are awfully poor. We brought in all the equip- 
ment that was allowed and used it to help him. ; 

Mr. Harpy. How important to the tenure of our bases is it that we 
lift the general living standard of all the Filipino people? 

General Harper. Well, sir, now you have touched on 

Mr. Harpy. I am talking from a military standpoint. 

General Harrver. In my opinion the Philippines in 25 years—or let’s 
say 10 or 15 years—can become one of the wealthiest (if certain things 
take place) countries in this part of the world. 

I want to tell you how the Red Chinese are operating. You are 
familiar with the overseas Chinese situation. A particular Chinese 
in Burma was very wealthy and he was writing strong attacks against 
the Red Chinese. The Chinese Communists went to see him and said: 
“Tt will not be too long until we control all southeast Asia. When that 
time comes you will be in trouble. We are not asking you to be pro- 
Communist ; we are asking you to be neutral, and here is so much money 
to be neutral.” 

Mr. Harpy. General, you really haven’t touched on the key to the 
point I asked you about. My question is, does our ability to continue 
to maintain bases in the Philippines depend on our helping to raise the 
standard of living of all the Filipino people? I am not criticizing 
that, I just want to know if it is properly related to defense support. 

General Harper. It is very indirect. 

Mr. Van Srreer. I think the answer to that belongs in the ICA 
family. 

Mr. Harpy. I will give the ICA the opportunity to answer it. 

Now let’s take about a 5-minute recess. 

(Short recess. ) 

Mr. Harpy. I wonder if we can get started here again. It is getting 
late. We will have to finish tomorrow. We will take up another 
half hour tonight. Let us hear from Mr. Lavergne now. 
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TRY AND TRANSPORTATION DIVISION; EDWARD RAWSON, PRO- 
GRAM OPERATIONS OFFICER; AUGUST F. ALBERS, SPECIAL 
ADVISER FOR INDUSTRIAL INVESTMENT; AND CARL MARTINI, 
CONTROLLER; ALSO CHARLES L. HODGE, COUNSELOR AND CHIEF 
OF ECONOMIC SECTION, AMERICAN EMBASSY, MANILA, PHILIP- 
PINE ISLANDS 


INTERNATIONAL COOPERATION ADMINISTRATION BRIEFING 


Mr. Laverene. Mr. Chairman and gentlemen of the committee, we 
had hoped tonight to give you very briefly some indication of the major 
facets of the ICA program plus the trend, the direction we think we 
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ought to be going, the accomplishments, and touch briefly on the two 
major areas we judge you are primarily interested in. 

We realize we might not be able to answer adequately, questions the 
committee might want to be answered. I will be glad to have all per- 
sons available tomorrow to answer these questions, where we may have 
more time to answer some of the questions that are not susceptible to 
being answered off the cuff. And those we may not be able to answer, 
we can forward the answers to the committee. 

I would like to review the major objectives of the aid program as I 
understand them. One of the things this committee visit has done 
for me is accelerate my study of the Philippine program, because I have 
only recently arrived here. 

In 1950 the Philippine Government asked the United States to send 
a mission to the Philippines known as the Bell mission. The Bell 
mission report served as the blueprint for the ICA program. The pro- 
gram developed followed the recommendations of this team plus on- 
the-spot observations by staff members on this mission, plus the desires 
shortly after of the late President Magsaysay. 

As you will recall, and as General Harper indicated earlier, there 
were a good many thousand Huks and many Communist sympathizers. 

Basically the program was intended to do two things: (1) To make 
communism unattractive to certain dissatisfied people in the rural 
areas; and (2) to contribute to a program that would tend to make the 
Filipino people more self-supporting. 

We think the first one has to a large degree been attained, because 
today we are told there are probably just a few hundred Huks in the 
Philippines and they are not organized. 

The second one has not yet been attained. I think it is going to 

take a little more effort on the part of the Filipino people themselves 
before it can be adequately attained. 

I would like to show you on this basic chart the changes in the 
Philippines over the years. You will notice that the gross national 
product has gone up; per capita income has gone up; revenues have 
gone up; expenditures have gone up; money supply has gone up; cost 
of living has gone up and down; exports and imports have gone up and 
down; and we get down to a situation where the reserves are down. 

Without going too much into the chart I would like to say that in 
order to accomplish those objectives we then developed, jointly with 
the Philippine Government, certain programs. Here is the total 
Philippine program—obligations and expenditures—and what the 
Philippine Government has put into it. 

Now, in a program—take agriculture, the first one. One of the 
problems in the rural areas apparently was that politicians had made 
promises to the people. 

Mr. Harpy. Like they do at home. 

Mr. Laverene. And some of these promises have been kept. Inter- 
est rates were high, and so on. We could list all the things we had in 
Luzon. They were all there, and those things were contributory to 
the Huk movement. They formed the basis of the mission program, 
but most of the emphasis was on the agricultural program. 

Rural banks have been formed which make loans to the small 
farmers. That helps relieve some of the problems. As our chief has 
said, the landlord thought the tenant was stealing from him, and the 
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tenant thought the landlord was stealing from him, and we found the 
farm managers were stealing from both of them. In cases that are 
serious enough and that can’t be settled, there is an agrarian court to 
settle them right on the farm. 

Many registrations of land titles were destroyed during the war, 
and the Government was several years behind in recording them. A 
program was set up which has resulted in their handling as many 
applications each month now as were being handled in a year. 

ne of the problems was to get these services to the people. Forty- 
seven reorganization plans were made. Some have since been 
adopted; others are under study. We think the people now generally 
are more self-sufficient than they were. The thing to do is to do a 
certain amount of phasing down, because as quickly as possible we 
ought to turn over to the Philippine Government the responsibility 
for most of these things. We think we should encourage them to 
invest this additional income in small and medium industry. 

I would like to stop now and ask Mr. MacGillivray to give you an 
explanation of how we are organized. Then we will come to this 
community-development program. 

Mr. MacGituivray. In undertaking this program of industrializa- 
tion in the Philippines, three obstacles were found to exist. First, 
because of their agricultural economy background, sound industrial 
projects were relatively scarce. Secondly, the peso potential neces- 
sary to finance the project was hard to come by; and dollar exchange 
was hard to get. 

So, International Cooperation Administration, in partnership with 
the National Economic Council, organized what we know as the In- 
dustrial Development Center. That is a Philippine agency staffed 
with Filipinos. It is divided into a number of departments, seven in 
all, and in theory, at least, we have an American adviser for each of 
those departments. At the present time we have only three. We are 
waiting for four more to come out here. I don’t know when we will 
get them. 

Those departments are, first of all, an investment department, be- 
cause that mainly is what a project sponsor is interested in. The 
investment department provides financial advice and assistance to 
prospective investors in industrial projects; operates the Industrial 
Guarantee and Loan Fund which facilities peso financing; adminis- 
ters the dollar reserves of the Central Bank earmarked for industrial 
projects as a result of section 402 surplus commodity transactions; 
administers the Export-Import Bank credit lines made available for 
industrial projects; and screens and evaluates all applications for dol- 
lar and peso assistance. 

Then we have an engineering department which evaluates the 
technical aspects of projects and provides technical advice on such 
matters as plant layout, production methods, tooling, material control, 
and quality control. Where desirable, industry specialists are brought 
into the department on a contract basis. 

There is a training department that organizes and conducts man- 
agement-training courses for lower- and middle-management per- 
sonnel; sponsors the Harvard advanced-management course for top- 
management people; conducts seminars on specific topics in the busi- 
ness administration field; and operates the third country training pro- 
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gram for individual participants and for productivity teams from the 
industrial field. 

There is an accounting department which provides cost-accounting 
advice and assistance to industry. 

There is a survey and research department which operates like an 
investment banking house in New York, seeking out investment oppor- 
tunities, determining what is necessary in the way of equipment, and 
coming up with prospectus-type reports. 

We conduct in-plant training to increase labor productivity. 

And then there is the Office of Industrial Reports to acquaint the 
Filipinos with the agency and what it can do to help them. 

We are confined to the private sector of the economy, to stimulate 
investment in new manufacturing enterprises, particularly small- and 
medium-sized ventures, and in the expansion of existing enterprises; 
to increase productivity through the introduction of improved meth- 
ods and techniques; and to help entrepreneurs interested ‘in starting 
new enterprises, or existing businesses interested in expansion, to get 
the financing needed for these undertakings. 

I would imagine the question in the minds of the committee is, “What 
does that cost the United States?” 

In starting the Industrial Development Center the United States 
made a grant of $5 million that was matched by the Philippine Gov- 
ernment with an allotment of #20 million. That is all we have put 
into it. From that time on, we have generated pesos and dollars 
through the importation of surplus commodities under section 402. 
The agreements under which those commodities are imported provide 
that the pesos generated through the sale of those commodities will be 
made available to the Industrial Guarantee and Loan Fund for use in 
its time deposit and loan-guaranty programs. Those pesos are re- 
payable to the United States Government in 20 or 30 years. 

Inder the same agreement the Central Bank obligates itself to set 
aside out of its own reserves the commensurate dollars they otherwise 
would have had to spend if these commodities had been imported in 
the regular manner, to use only for industrial projects, and only with 
the approval of the Industrial Development Center. 

Mr. Harpy. Could I ask a question about the section 402 com- 
modities ¢ 

Mr. MacGuiuivray. Yes, sir. 

Mr. Harpy. Section 402 commodities are paid for, are they not, by 
appropriation under the mutual security program ? 

Mr. MacGiunivray. They are paid for by ICA. 

Mr. Harpy. Paid for by ICA to Agriculture. 

Mr. MacGuiuivray. That is right. 

Mr. Harpy. And they constitute an indirect means of providing 
local currency on the theory that some day it will be paid back ? 

Mr. MacGituivray. That is right, unless Congress or other 

Mr. Harpy. Or other; there is a provision under which the mission 
director can authorize the use of these pesos as grants rather than 
loans. 

Mr. Rawson. Yes. 

Mr. Harpy. If the mission director so determines. As a matter of 
fact, as we talk about loans we do it glibly, when actually the mis- 
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sion director, at any time before the loan is repaid, can determine it 
to be a grant. 

Mr. MacGruuivray. My area is industry. 

Mr. Rawson. Yeshecan. That is correct. 

Mr. Harpy. When we talk about its being repayable in 30 years 
it doesn’t mean that, and not many of us in Congress think it will be 
done. 

Mr. MacGuixivray. I don’t either. 

We also administer the Export-Import Bank funds made available 
for industrial projects. We pass upon applications for Export- 
Import Bank loans and have the authority to approve those loans 
without respect to Washington up to $100,000. Over that amount 
they must be approved in Washington. 

Between the Central Bank dollars and the Export-Import Bank 
dollars made available to the Philippines, there has been a total since 
1955 of $72,600,000. And on the peso side, the original 20 million 
plus section 402, there has been a total of 64,500,000 pesos. Of those 
totals we have used up to the present time, in dollar exchange, 
$42,700,000 to 238 investors. And in peso time deposits, 28,400,000 
pesos to 50 investors; and Joan guaranties to 19 investors totaling 
9,700,000 pesos. 

International Cooperation Administration or Industrial Develop- 
ment Center as such is not in the loan business. We pass on applica- 
tions for dollar exchange merely as to their propriety and desirability 
as projects, and, if approved, i in the case of the Central Bank, dollar 
reserves are earmarked covering these applications, and no pesos are 
involved. 

On the peso side we have two mechanisms for facilitating loans. 
First, because the banks here traditionally were unwilling to make 
long- term loans, 5 to 10 years, which is what you need for industrial 
projects, we agree if we find a project worthy to make a time deposit 
in the amount of the loan with the bank he wants to do business with. 
That time deposit draws interest at 4 percent until the loan is paid. 
We carry no risk. It merely supplies the bank with pesos and they 
make their own decision. 

Mr. Harpy. Suppose the loan goes sour, who loses it ? 

Mr. MacGiiivray. The bank. 

Mr. Meaper. Mr. MacGillivray, are these pesos available to Fili- 
pinos exclusively ¢ 

Mr. MacGuiuivray. No, sir. 

Mr. Meaper. How much has gone to Philippine concerns ? 

Mr. MacGriuivray. Eighty-one percent to Philippine concerns, and 
I think Americans are down to2 or 3 percent. 

Mr. Meaper. Are those loans available only where credit from a 
privately owned banking institution is not available on reasonable 
terms ? 

Mr. MacGuuivray. The project sponsor goes to his own bank and 
makes application for a loan. 

Mr. Meaper. In other words, are you running it something like the 
RFC and Small Business Administration in the United States? 

Mr. MacGi.iivr RAY. No, sir. All we are doing is making a deposit 
in the man’s bank in order to make available pesos for the bank to 
lend; that isall. Wemake no loans. 
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Mr. Harpy. But if he doesn’t pay it back, how good is your deposit ? 

Mr. MacGuitiivray. As good as the bank, and the banks are sound 
here. 

Mr. Harpy. If they are sound, why don’t they make the loan with- 
out a deposit # 

Mr. MacGuiuuivray. Because they prefer to use their money for 
other purposes. 

Mr. Harpy. But if the loan goes sour, how will they pay you back? 

Mr. MacGriuivray. It is the same as if you had a deposit in the 
bank. All we do is make a deposit and we agree to let it stay there 
during the duration of the loan. 

Mr. Harpy. Your deposit is due at the time of repayment or de- 
fault ? 

Mr. MacGuitiivray. Yes. 

The banks demand collateral in what we in the United States would 
consider an excessive amount, and very often a man with a meritorious 
project cannot produce the collateral that the bank requires, and 
therefore he cannot get a loan. If we have satisfied ourselves through 
our own examination that it is a good project and offers reasonable 
expectation of repayment, we will agree to guarantee the loan up to 80 
percent. That automatically reduces the bank’s collateral require- 
ment, because we are on the hook for 80 percent, and it facilitates 
the transaction. 

On the top of this chart we have the time deposit peso loan record 
up to date. I want to show you that to show we are a little tough. 
We had a total of 117 applications totaling 57,695,844 pesos, and we 
approved only 49, totaling 28,370,834 pesos. 

Mr. Brownson. What period of time does that chart cover? 

Mr, MacGuuuivray. February 1955 to September 30, 1957. 

Mr. Brownson. During that time you have had 117 applications? 

Mr. MacGiuivray. For time deposits, totaling 57.5 million pesos. 

Mr. Brownson. Out of that 57.5 million pesos, how many are time 
deposit loans and how many are the 80-percent guaranty ¢ 

Mr. MacGiuuivray. All of the 57.5 million pesos at the top are time 
deposits. Down below we have a total of 24 applications for guar- 
anties. We approved 18, disapproved 5, and 1 was dropped, On the 
basis of pesos, 9,728,407 were approved, 5,908,348 disapproved, and 
1,250,000 dropped. We have had no defaults on those. That is be- 
cause the program is not very old. We have had about 1 million pesos 
paid back. Some are just beginning to become due. 

Mr. Harpy. What are you doing with the interest on the funds you 
deposit ¢ 

Mr. MacGituivray. That stays in the fund. We pay 4 percent and 
we earn 4 percent. 

Mr. Harpy. You don’t make much profit, 

Mr. MacGituivray. We are not here to make a profit but to aid 
industrialization. 

The next chart shows we have received to date 472 applications for 
dollar aid totaling $84,725,934. We have approved 191 for $33,088,- 
018; we have disapproved 149 for $23,020,422 ; we have pending 37 for 
$17,756,001; and we have referred to other agencies or dropped 95 
totaling approximately $11,000,000. 

Mr. Harpy. These are all industrial loans? 
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Mr. MacGuurvray. These are all industrial loans; yes. 

Mr. Meaper. I have trouble reconciling the original imvestment 
with your figures that $72 million and 64 million pesos had been made 
available, 

Mr. MacGiiuivray. We have in our possession the difference. 

Mr. Harpy. In other words, you started out with 20 million pesos 
and $5 million, but you can add to it each year through section 402 
transactions ? 

Mr. MacGriuivray. That is right. 

Mr. Harpy. Your Export-Import Bank is not involved in the peso 
sicle 

Mr. MacGtiuivray. No; only the dollar side. 

Mr. Harpy, Didn’t you give us a figure of $64,000,000 / 

Mr. MacGiuivray. $72,600,000. 

Mr. Harpy. That is in addition to the 20 million pesos? 

Mr. MacGiuuivray. Yes. There were $72,600,000. 

Mr. Harpy. And that represents direct appropriations? 

Mr. MacGuiiuivray. That represents Central Bank Dollar reserves 
sarmarked for industrial projects, plus Export-Import Bank lines of 
credit made available for imlaeial projects, 

Mr. Harpy. Where does it come from ? 

Mr. MacGutivray. When we bring the surplus commodities, they 
agree to set aside, available for industrial purposes, the commensurate 
dollars if they had imported them in the ordinary manner. 

Mr. Harpy. So it amounts to a direct appropriation—— 

Mr. MacGiuttrvray. By the Philippe Government, yes. 

Mr. Harpy. I don’t understand that. 

Mr. MacGruivray. They are going to pay for it in pesos later on. 

Mr. Harpy. Maybe; and in the meantime these commodities are 
brought in and paid for by appropriated dollars ? 

Mr. MacGuuivray. Back in Washington. By our agreements we 
make them earmark for industrial purposes the commensurate dollars. 

Mr. Kwox. Is there any restriction on taking money out of the 
Philippines? 

Mr. MacGunivray. Yes. We have a controlled economy here. 

Mr. Knox. How could we expect it to be returned ? 

Mr. MacGiirtivray. Will you explain your question ? 

Mr. Knox. You said it would be paid back in pesos. 

Mr. MacGititvray. Yes. 

Mr. Knox. And you say the Philippine Government refuses to let 
pesos go out of the country. What is the restriction on funds going 
out of the country ? 

Mr. MacGiiivray. They have a shortage of dollar exchange. The 
Central Bank, in its own judgment, will approve or disapprove appli- 
cations. 

Mr. Meaper. Would it be correct to say that the $5 million orig- 
inally put into this program, plus the $7 million Export- -Import Bank 
credits, is approximately $12 million, and that $60 million comes from 
section 402? 

Mr. MacGuivray. Not exactly. There are still available Export- 
Import lines of credit. 

Weestimate the effects of this operation as follows: 
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The new industries or the expansion of old industries aided by us 
have added $75 million to the annual industrial production of com- 
modities in the Philippines. 

The balance of payment situation has benefited by about $52 million 
per annum, $25 milhon dollar earnings plus $27 million dollar savings. 

It has created 12,000 new jobs in industry. If secondary employ- 
ment in service industries is computed, added employment would 
amount to about 60,000. 

Mr. Harpy. Since what time? 

Mr. MacGinuivray. February 1955. 

Mr. Harpy. That certainly sounds like some progress in that area. 
[ was trying to relate those figures to a chart Mr. Lavergne was dis- 
cussing which showed an improvement in the general economic picture. 
Frankly, I was surprised to see that the value of the gross national 
product had gone up faster than that particular chart shows. I 
wonder whether inflation accounts for the balance or whether we have 
been voing backward a little bit ? 

Mr. LaverGne. You also have the factor of an increase in population 
of about half a milliona year. 

Mr. Harpy. We will not belabor that. Go right ahead. 

Mr. MacGuiivray. That about tells the story unless there are 
questions. 

Mr. Brownson. These loans are for industrial and agricultural de- 
velopment ¢ 

Mr. MacGiiivary. Just industrial. 

Mr. Brownson. What about livestock ? 

Mr. MacGiuiivray. Originally we made guaranties for livestock, 
but that was very brief. 

Mr. Avsers. Very brief; 1 million pesos. 

Mr. Brownson. No provision is made for loans to distributive op- 
erations ? 

Mr. MacGuttivray. No. 

Mr. Mraper. Do you have any estimate of the amount of Ameri- 
can private capital invested in the Philippines ¢ 

Mr. MacGitiivray. Not readily available. Mr. Hodge may have 
that. 

Mr. Hoper. It depends whether you figure the original investment 
or reinvestment. 

Mr. Meapver. Including reinvestment. 

Mr. Hoper. We have about 8,000 American business firms, and be- 
tween $300 million and $500 million would be our best guess. 

Mr. Meaper. Aside from your loans, which do not seem to have 
been taken advantage of by American firms, what other things are 
you doing to create a climate favorable to the investment of private 
capital ¢ 

Mr. MacGitttvray. That is something for the Philippine Congress 
to do. We feel we would rather not have a law today to push for 
something more tangible than we have here. 

_Mr. Arpers. If these time deposits went to a large extent to Philip- 

ine banks, that doesn’t mean American investors didn’t participate. 

e have many joint enterprises in the Philippines where we have 48 
percent Filipimo-owned and 52 percent American-owned. Many of 
these have been financed through these time deposits. So the time 
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deposits go to Philippine banks; however, large amounts of that 
money go ) through Philippine banks to American investors interested 
in these joint enterprises. We can furnish some information on that. 
It will be difficult, and we are not interested in how much goes to a 
man because we are working with our Philippine counterpart. 

Mr. Harpy. Any questions? 

Mr. Kwox. Relative to the 402 funds, what do you expect to do 
with those funds deposited to the credit of the United States Gov- 
ernment ? 

Mr. MacGiittivray. Our controller will answer that. 

Mr. Martini. Pending the allotment of 402 proceeds by ICA in 
Washington, the funds are in depositories and drawing the current 
interest rate. I think it is one-half of 1 percent now. 

Mr. Knox. Isn’t it true that if we are unable to take the funds out 
of the Philippines, eventually you will give them back to the Philip- 
pines, and that will be the ultimate result ? 

Mr. Martini. The Treasury Department may have a policy sheet 
on it. 

Mr. Harpy. I will make this observation. They may have a policy 
sheet, but they don’t have a policy on it. 

Mr. Martint. We collect the interest until it is put in the pipelines. 

Mr. Harpy. Maybe Mr. Hodge can comment on that. 

Mr. Honer. If it should be determined that the peso fund should 
revert to the United States Treasury, it would be possible to use some 
ofthe peso funds for United States operations here in the Philippines. 

Mr. Harpy. As a matter of fact, we have local currency all over 
the world in amounts we can’t possibly use. 

Mr. Honer. We did purchase quite a bit of pesos for dollars for 
operations here. 

Mr. Harpy. But you didn’t purchase them all, and you couldn’t 
spend them all without wrecking the Philippine economy. 

I wonder how much of a realization there is on the part of the Phil- 
ippine Government that they are never going to be expected to pay it 
back, because I certainly have that idea. 

Mr. MacGritrivray. All of these pesos are covered by agreements 
under which they obligate themselves to repay the money. 

Mr. Marrint. Yes, and at the moment we are talking about United 
States currency. 

Mr. Harpy. But I am sure in the back of their heads they know 
they will never have to pay it back. 

Mr. Brownson. What is the current situation so far as the United 
States supply of pesos? 

Mr. Hopar. That is not my particular field. 

Mr. Brownson. I mean the supply or backlog of pesos we have 
available at the present time. 

Mr. Marrrint. It isn’t much. We tax the Philippine Government 5 
percent on all generation, and it is all used to meet Navy requirements, 
the movement of ministerial officers, and so on, but the balance is not 
great. 

Mr. Mraper. Don’t you have an approximate figure ? 

Mr. Martini. Yes. I would say it hardly every exceeds $100,000. 
We have the Ministerial Commission here, and other American activ- 
ities here, and the Embassy meets its payrolls from that source. 
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Mr. Meaper. But you are only talking about that 5 percent ? 

Mr. Martrnt. I wasn’t talking about the total at the moment. We 
have about 18 million pesos on deposit with the First National Bank 
of New York. 

Mr. Harpy. What do you have now? 

Mr. Martini. Twenty million from loans completed in the Export- 
Import Bank, and approximately the same amount in loans under 
negotiation. The loans executed with the Philippine Government 
are for agreed total amounts. 

Mr. Harpy. Actually, I think we had better get this in a submission. 

Mr. Martini. We make a monthly report. 

Mr. Harpy. If you could give us a copy of it. 

Any further questions? 

Mr. Brownson. What we are interested in finding out is how we 
are ever going to get to use these pesos. We may already have a large 
backlog of pesos. 

Mr. Martini. That is reducing now with definite progress in all 
fields. The present balances are approximately 18 million. 

Mr. Harpy. We certainly thank you for your presentation. 

Now, Mr. Lavergne, you say you can finish in 10 minutes ? 

Mr. Laverene. I don’t believe I said that. 

Mr. Harpy. Maybe if you could finish your presentation we could 
defer our questions until tomorrow. 

Mr. Laverene. I would like to ask Dr. Neal to take 5 minutes to 
present something that will probably raise more questions. 

Mr. Harpy. All right, Dr. Neal. 


STATEMENT OF ERNEST F. NEAL, SPECIAL ASSISTANT FOR COM- 
MUNITY DEVELOPMENT, UNITED STATES OPERATIONS MISSION, 
MANILA, PHILIPPINE ISLANDS 


COMMUNITY DEVELOPMENT PROGRAM 


Dr. Neat. Probably the least understood and most criticized pro- 
gram in technical assistance is the community development program. 
I think what contributes to the criticism is that we Americans don’t 
understand a basically underdeveloped community. We have an ex- 
panded economy developed community. In Europe it took 100 years 
to pass from a traditional economy to a self-sustaining economy. I 
do not think the Communists will sit by and let those normal processes 
work out. 

Our problem is, where does a program of community economic de- 
velopment fit? We are trying to systematically think out and de- 
velop a program of how to speed up the time it takes a traditional econ- 
omy to move from a traditional economy to a self-sustaining economy, 
and to do this within a shorter period of time. 

We know that through forced programs you can reduce the time 
required in passing from a traditional economy to a sustained econ- 
omy. We know that 75 percent of the people live in villages, with 
about 75 percent of those people depending on agriculture; and that 
80 to 85 percent of the money earned by export comes from raw agri- 
cultural products. The average income of the people in this economy 
ranges about $200 a year, and in India $50 to $60 a year. 
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That is the kind of economic situation that existed where we have 
programs in community development. 

In these programs we are trying to make an intelligent, concen- 
trated effort to move these people forward through their own efforts, 
and to move these people forward through democratic processes. We 
don’t say there is no gain to our collective program unless it is through 
democratic institutions. We are not in this program as do-gooders. 

Around 70 percent of the people in the Philippines, 15 million, live 
in barrios. Until President Magsaysay, the only contact of the people 
in the barrios with government was with people in the educational 
system. No other system of government eicbonitid to the barrio level. 

In a country as large as the United States it is possible to develop an 
extension system. In an economy like this it is impossible and unwise 
to try to develop an extension service. So we have developed a multi- 
purpose extension agent for all departments of government. Such an 
agent must be trained, so the major part of our program has been the 
training of people to work with the barrio workers. We have trained 
1,200 such workers. Three hundred have been placed, and we will 
place the rest as soon as the election is over. 

Another part of the Magsaysay program was to have an act of 
Congress passed creating a barrio council. All activities at the barrio 
level are discussed and the request flows from the barrio level to the 
municipality, which covers an average of 16 barrios, and that is where 
the technical services of government stop. It is when a barrio has to 
seek assistance outside of the barrio that it must go to the municipal 
level, and then to the provincial level. 

Any assistance, sack inal or financial, needed and which is approved 
by this council but not available through resources of the province, 
moves to the Interdepartmental Council of Community Development, 
which President Magsaysay kept in his own office. President Garcia 
has maintained that. 

The Interdepartmental Council of Community Development is made 
up of representatives of all agencies in community aeelviptiont 

The barrio people then have a channel to direct their needs to the 
Federal Government. 

The Philippine Government in the first year placed a little over 
3 million pesos in the operation of this program, and the United States 
Government 2 million pesos through the sale of surplus milk. The 
money was collected and deposited with the bank here. 

All projects receiving assistance are not approved unless the barrio 
agrees to assume 50 percent or more of the cost of the project. It may 
be a barrio road, a school, or what not. 

During the 3-month period prior to the election, when all parties 
were aan a pork barrel, we were seeking the approval of projects 
to increase productivity and income, which contribute to health and 
education. ‘The barrio people pledged a little over 9 million pesos and 
the Government stood for 9 million pesos. We believe this contributes 
to the Philippine economy and speeds up the time when these people 
move from a self-sufficient economy to an economy when they can in 
turn purchase some of the things they need. 

Mr. Harpy. Thank you, Doctor. 


Is our participation in this included in our budget for defense 
support ? 
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Dr. Neau. I think so. 

Mr. Rawson. Yes, through the 402 device. 

Mr. Laverene. If you will turn the next chart, the top chart indi- 
eates a phasing down of ICA technicians, the idea being that many 
of the things we have been doing for them, because of the training 
they have received, the Filipinos now can carry on for themselves, 
and as they can take over we phase out. 

This chart represents actual jobs and actual people. 

The last chart at the bottom indicates the concentration in the 
program by percentages. 

I was very proud of these charts earlier in the evening, but as 
members of the committee have raised so many questions about repay- 
ment of the loans, the bottom chart may raise more questions. 

However, the trend is toward more loans and less grants, and if 
I could attempt to supply an answer as to what we would do with 
the money in the future, the only answer I can give is that we are 
making a continuing study, and whatever the best interests of the 
United States are is the way it will be decided. I don’t think the 
time is ripe now for us to decide it. 

Mr. Harpy. Thank you. 

I just want to add that I don’t think any of us on the committee 
want to attempt to decide that at the moment. I do think it is im- 
portant that we understand what the situation is and that we realize 
that in the long run there is little likelihood of repayment. 

We are going to have in the morning some questions that we will 
need to explore on this Community Development Program. There 
also will be some questions in connection with some of the specific 
projects covered in the answers you have prepared for us. It may 
be that some of those can be disposed of by some of you folks working 
with our staff people while we are with the Ambassador in the morn- 
ing. If we could do that, that might speed it up. Then I think we 
would like to have some of you available when we are dismissed from 
the Ambasasdor’s office so members of the committee can explore 
some thoughts they have. 

Again let me express appreciation to all of you for your helpful- 
ness. We will adjourn until tomorrow. 

(Thereupon at 12:30 a. m. the hearing was adjourned.) 











FOREIGN AED CONSTRUCTION PROJECTS 
(Part 1l—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


THURSDAY, NOVEMBER 14, 1957 


Houses or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Manila, Philippine Islands. 

The subcommittee met at 9:15 a. m. in the Conference Room, 
United States Operations Mission Building, Hon. Porter Hardy, 
Jr. (subcommittee chairman) presiding. 

Members present: Representatives Hardy (chairman), Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader and Victor 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel. 

Escort Officer present: C. Hoyt Price, Department of State. 

American Embassy officials present: Horace H. Smith, minister; 
Charles L. Hodge, counselor of embassy, chief of Economic Section ; 
and George S. Newman, Political Officer. 

United States Operations Mission officials present: Daly C. 
Lavergne, deputy director; Ernest F. Neal, special assistant for com- 
munity development; Carl Martini, controller; Russell R. Lord, chief, 
Public Works Division; Stuart C. Bell, acting chief, Agriculture 
Division; Noel T. Myers, Chief, Education Division; John Cooper, 
Agriculture Division; Will Wright, Mining Division; Edward Raw- 
son, Program Operations officer; Joan Miller, fiscal economist; and 
L. C. Shepard, Public Administration Division. 

Mr. Harpy. The thing we wanted to follow up on this morning par- 
ticularly was this community development program. Dr. Neal, we 
appreciated your presentation last night, and I think if any of us had 
tried at that late hour to discuss the subject intelligently, at least on 
my part, it would have been quite difficult. But we did want to ex- 
plore some of the details of that activity and try to understand just 
what it is doing, what the outlook for it is, and whether or not there 
is an opportunity for the entire program to backfire on us. 

I was glad last night you used a term with a negative application, 
because it indicated that you understand the concern that some of us 
on the committee have over these do-gooders. I think you used that 
term yourself last night, if I remember correctly. Social development 
is one thing, but in my book deliberate efforts toward social uplift is 
another. Maybe that is a pretty fine distinction, but there is a 
significant difference in my definition of it. 

I wonder if Mr. Brownson has specific questions. 
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Mr. Brownson. I don’t like the term do-gooders. You have the do- 
gooders on one side obviously you must have do-badders on the other. 
It’s a dangerous oversimplification. 

One of the things I would like to find out is the size, both geo- 
graphical and populationwise, of the barrios? 


STATEMENT OF ERNEST F. NEAL, SPECIAL ASSISTANT FOR COM- 
MUNITY DEVELOPMENT, UNITED STATES OPERATIONS MISSION, 
MANILA, PHILIPPINE ISLANDS; ACCOMPANIED BY JOHN COOPER, 
AGRICULTURE DIVISION ; STUART €. BELL, ACTING CHIEF, AGRI- 
CULTURE DIVISION; EDWARD RAWSON, PROGRAM OPERATIONS 
OFFICER; RUSSELL R. LORD, CHIEF, PUBLIC WORKS DIVISION; 
AND DALY C. LAVERGNE, DEPUTY DIRECTOR; ALSO HORACE H. 
SMITH, MINISTER; AND CHARLES L. HODGE, COUNSELOR AND 
CHIEF OF ECONOMIC SECTION, AMERICAN EMBASSY, MANILA, 
PHILIPPINE ISLANDS 


Dr. Neat. Populationwise, 500 people. The geographical size 
varies so it is almost meaningless. . 

Mr. Brownson. Do the barrios operate in cities too, or only in agri- 
cultural areas? . 

Dr. Neau. Agricultural areas. There are barrios in urban areas, 
but they are outside of this program. 

Mr. Brownson. Is a barrio an existing political subdivision in the 
Philippines? 

Dr. Neat. It is an existing unit or domicile rather than an existing 
political unit. 

Mr. Brownson. Is a barrio comparable to a township in our sys- 
tem ? 

Dr. Near. No. It is comparable to a neighborhood. It applies 
to the farm families. In Asia they live in a collective area and they 
farm in an outside area, whereas in the United States we live on the 
farm and have a little trade center. If you moved all the farmers 
to the trade center, then you would have a comparable situation in 
the United States to Asia. 

Mr. Brownson. Very much like in our early days when people 
lived close together for protection. 

Dr. Neau. Yes. 

Mr. Brownson. One of the things that disturbs the committee is 
the fact that from our political knowledge we would say this barrio 
concept in many ways gives you the basis for a machine which ulti- 
mately would be political in nature. It could produce political ma- 
chines such as very few of the States in the United States have. 
There are actually very few States where either political party has a 
completely manned machine that goes down to the neighborhood 
level this barrio operation will reach. That would extend almost 
down to what we call a block captain. We know the purpose for 
which the barrio organization is built up, but we can’t Boy but. won- 
der whether that doesn’t present an opportunity for somebody to ex- 
ploit the situation politically. It seems to me this presents a 
ready-made political organization that could be exploited with a maxi- 
mum of facility. 
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Dr. Neat. The Spanish regime built up a political machine. It 
was not until the presidency of Magsaysay that that system was de- 
stroyed. Now the barrio people elect their own barrio lieutenants 
and their councilmen. Up until President Magsaysay this man was 
appointed by the municipal mayor and owed his allegiance to. the 
municipal mayor. So this is an effort to build up democracy so that 
each barrio determines its own leaders. 

In terms of social and economic development 

Mr. Brownson. If I might interpose a question, at what levels are 
these barrio leaders full-time paid leaders ? 

Dr. Neat. Barrio leaders that are elected are not paid. The barrio 
worker lives in 1 barrio and works in 5 additional barrios, giving 
him 6 barrios which, in terms of how long it takes him to get from one 

lace to another, is about equal to a county agent’s territory in the 
United States. 

Mr. Harpy. I would like to pursue this political side of it just 
one step further and compare it to a political setup back home. If 
Mr. Brownson didn’t control or exercise pretty good direction over 
who would be on his Republican Committee, which is elective, he would 
bea pretty poor Congressman. 

Mr. Brownson. And politically somewhat of a dead duck if an 
unfriendly organization developed. 

Mr. Harpy. You are talking about developing a democratic grass 
roots. We have that at home, supposedly. We have a democratic 
system for electing the party committee membership. But I don’t 
think anybody back home is so naive as to believe that is a spontaneous 
expression of the wishes of all the people in that area, and I am won- 
dering if it is possible to develop a more pure democratic system in 
this barrio setup than in our political machines ? 

Mr. Brownson. One reason it isn’t actually an expression of the 
people is because of lack of citizenship participation. 

Mr. Harpy. It comes also from the part of the individual elected 
last time who goes in that community with your blessing and the 
little patronage that comes with it. 

Mr. Brownson. Of course we always have two separate Republican 
parties and two separate Democratic parties in Indiana. 

Dr. Nrau. I think the analogy is not quite complete. You are talk- 
ing about members of a political party in the United States and we 
are talking about geographical units. 

Mr. Harpy. What is the difference? These people that are on your 
committees are the ones who do the work toward electing the candi- 
dates, and that is what you are doing here. 

Mr. Brownson. Are they also the people you call up if you want 
a street light fixed or a road repaired? They will carry the request 
up toa higher level. 

Dr. Neat. What we are training our community workers to do is 
to take these requests to the civil servants of the government. If the 
Barrio Council decides this is something we need but it is a costly 
item, nor do they have the engineering skill to do it, the worker sits 
in and helps them work out a formal application which then goes to 
the Council at the municipal level, and the only elective person on 
that is the mayor. If it is an irrigation project, the representative 
on the irrigation unit would go out to that barrio and meet with the 
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Barrio Council and see if it was a practical scheme, and if he approves 
it we furnish the cement. 

Mr. Harpy. You are not so naive as to believe that. this man is not 
the person who will say what people will be taken care of when the 
next election comes up ? 

Dr. Neat. That is the charge that has been leveled against this 
program from the start. 

Mr. Harpy. Over here? 

Dr. Neau. Yes. 

Mr. Harpy. Off the record. 

( Discussion off the record. ) 

Dr. Neat. That is the charge. What have we done to meet that 
charge? These people are not political workers. Let us go into the 
process of how they are selected. There was certainly no use for 
Magsaysay to build a political machine to get reelected. So to be 
charitable to the man, we would have to agree that his primary interest 
in setting up this program was to serve the needs of the barrio people. 

Mr. Brownson. I don’t think there is any question about that. We 
could say, however, there is no use for President Eisenhower to do 
anything from a political standpoint because he cannot be elected 
again, but there is definitely a party interest in providing a successor 
from the party. 

Dr. Neat. I will pursue this program a little further and give the 
facts of how the workers behaved in the recent campaign. 

In the first place, we knew there were so many people unemployed 
we had to maneuver away from such people getting on the payroll for 
political reasons. So we said, (1) the worker in this program must 
be a college graduate. 

Mr. Brownson. These are the full-time workers you are talking 
about ? 

Dr. Nea. Yes. 

He must pass a civil-service examination. Not until they pass a 
civil-service examination do we know who they are. When a certified 
list comes to us we have a personal interview with those who passed 
the mental examination to see if they are physically fit and have the 
ability to deal with rural people. Then we put them in a 6-month 
training program without pay which trains them to work with rural 
people. Then they work 6 months on probation. At the end of this 
probation period they become full- fledged civil-service employees with 
all the protection of the civil service in the Philippines. 

Therefore, if any civil-service employee is found engaging in polit- 
cal actvities, he is subject to action by the election commission. 

Mr. Brownson. I don’t think we are thinking as much about your 
barrio workers as the elected barrio officials. The full-time worker, I 
am willing to agree, you are able to develop into a group similar to our 
county agents, who have been very adroit in avoiding political over- 
tones. But what I am interested in is the little fellow who is elected. 
Trouble is not as liable to come from your professional worker. 

Mr. Harpy. It won’t come from the professional worker if you have 
a strong enough control in your civil-service laws. You probably will 
have to have something stronger than the Hatch Act to do it. 

Dr. Neau. The only change in this barrio setup is that it has moved 
from an appointed leader to an elected leader. It removed from the 
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municipal mayor the power to appoint the barrio lieutenant. So you 
actually weaken the political machine through this system. ' 

Mr. Harpy. You mean you already had the system except it was 
appointive instead of elective ? 

Dr. Neat. That is right. 

Mr. Harpy. Let us follow that one step further. I think that is 
a good point, and it brings up another question. Which one had the 
more power? If you have a Community Development Program 
which provides economic considerations that these people would be 
passing on or arranging for, that gives them more power than used 
to exist. Isn’t that right? 

Dr. Neat. It gives the Council an additional function. Prior to 
this Community Development Program the lieutenant went to the 
Mayor and said, “What can you do about this situation in our bar- 
rio?” But now the Council—the councilman for education, the 
councilman for welfare, and the councilman for economic develop- 
ment, these are elected people, and the chairman—these people discuss 
all of the needs in the barrio. 

The old system was to do nothing for yourself, to go to the mayor 
or the Governor and ask for what you need and not try to do anything 
for yourself. The new idea is that there is not enough money in the 
Philippine Treasury to do all the things in a barrio that need to be 
done. Therefore, if you are going to have roads, if you are going to 
have better schools, if you are going to have community work centers, 
then 50 percent or more you must do yourself. The government will 
aid you with what you can’t do yourself. That is new in the Philip- 
pines. 

Mr. Harpy. It is fine to encourage self-help, and certainly it will 
make the total accomplishments more substantial, but you get back 
again to a question of the extent to which we are using the economic 
benefits that are available through these people that are elected to your 
Council, and whether or not the contribution which we are making in 
defense support funds builds up the economic strength which attaches 
to these icalicidenie Even though they might be encouraging the 
local people to use those funds for joint efforts, it seems to me it is 
bound to give increased power and increased ability to influence not 
only those elections to reelect the individuals, but it seems to me there 
might be a basis to contend that there is a possibility that American 
funds are being used to make it possible for these people to develop 
political power down in those rural areas, and if somebody got con- 
trol of it, it could be bad. 

Dr. Neat. You are more skilled in politics than I am and know 
more about the dangers and advantages of local political activity, but 
it would seem to me that the democratic security of the country is 
substantially increased if you diffuse the power rather than concen- 
trate it. At present, at the state level, there are only four people 
elected—the governor and three members of the board. All the rest 
are appointed, not by the state but by the central government. 

At the municipal level the mayor and three councilmen are ele«ted. 
The others are appointed, not by the municipality but by the central 
government. 

Now, last year Mayor Osmena, of Cebu, tried to introduce in the 
legislature a bill starting at the municipal level and that was de- 
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feated because it took that power away from the congressional level. 
We told him we thought he was setting his program at the wrong 
level, that the first autonomy should be at the barrio level and in 
time you will develop enough local strength in the barrios that make- 
up the municipality that you will force all the congressmen in the 
area to be in favor of it. 

The third level is the province level, very similar to what we have 
in the United States. 

That is the schedule on which we are working in diffusing the 
strength of the political machine into local levels of government. 

Mr. Harpy. In theory that sounds good, but when you talk about 
your diffusion of power, getting away from the control at the top, 
aren’t you actually creating a condition where the congressman you 
were talking about has a greater incentive to plead with this group 
that elected him for support from them? Is that the basis you want to 
develop, cooperation between the two? 

Dr. Neat. No. You get diffusion by making each unit less de- 
pendent on the central government. This is the first effort where you 
are saying to the people at the end of the line, “You must contribute 
some of your own resources if these things are to take place.” 

We hope at least in 5 years our contribution will move from 50 
percent to 10 percent and eventually there will be some form of tax- 
ation at the end of the line so that these people can decide where they 
will make their expenditures. 

Mr. Harpy. Is the trend downward in our contribution ? 

Dr. Near. At the end of fiscal year 1959 the total will be down- 
ward and eventually will get down to zero. 

Mr. Brownson. Mr. C hairman, I feel much better about this pro- 
gram in the light of the examination this morning. 

We are asking these questions Dr. Neal, not from a dislike for 
the program but to clar ify the matter. 

r.. Harpy. To try to eliminate the situation that will bring about 
political abuse. 

Mr. Brownson. I don’t think anybody here will take the position 
that we are in favor of a condition where everybody is politically 
impotent, so to speak. Nor do I look upon a written civil service ex- 
amination as the answer to everything. 

Mr. Harpy. I have seen the way political organizations operate, 
and sometimes I have been on the opposite side of the organization. 

Mr. Reuss. Isn’t it true that any foreign aid program by our coun- 
try tends to help certain local politicians if you do it centrally? Really 
what we are concerned with is what level of government within this 
country do we try to build up, and I must say I like the idea of the 
barrios, and these questions, as you know, are Media to test whether 
it avoids some of the hurdles. 

I would like to ask just what goes on in the barrios. How do you 
get a school built, or a swamp demalarialized, and is ICA involved 
in every barrio venture? I shouldn't think so. If you have a cou- 
ple of case histories, if there are such yet, let us have that. 

Dr. Neat. I will make available to the members of the committee 
oar first annual report, which goes into the accomplishments of the 

rst year. 
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Let me get your first question clearly. At what level is ICA in- 
volved? Is that your question ¢ 

Mr. Reuss. Yes. 

Dr. Neat. We make a grant to the National Economic Council, and 
the National Economic Council approves the project. My relation- 
ship with the office is as technical adviser. The whole structure and 
all the workers out in the field and in the barrios are Filipinos. The 
Filipinos who go out there are trained in a training center for this 
work. There are 2 Americans on the training staff and 1 adviser 
working on the training program, so we do deliberate with the Fili- 
pinos as to how this training program will be carried on, and full 
responsibility is in the hands of the Filipinos. 

In terms of money in these projects, we operate almost entirely on 
a 50-50 basis, about half of it from ICA funds and half from Philip- 
pine-appropriated funds. 

Mr. Reuss. On every little project, or over all ? 

Dr. Neat. What happens is, when we make the peso grant to the 
Philippine office, for Seskheanine purposes we say that our money 
was spent for these items, and the auditors have a right to go in and 
investigate these books. 

Mr. Reuss. Is this entirely a local peso proposition ? 

Dr. Neat. This is just one project. 

Mr. Reuss. Is this one project the whole barrio idea ? 

Dr. Neat. The one project is the Community Development Pro- 
gram, which is concerned mainly with the barrios, but we are also 
concerned with strengthening the technical agency that is supporting 
the barrio. For example, we make grants to the Bureau of Rural 
Health Unit to establish health units in areas, and we carry that 
project for 1 year. 

Mr. Reuss. It is the word “project” that has confused me. In ad- 
dition to this overall project, the training of the health workers, 
there are, of course, hundreds and hundreds of little WPA projects— 
and I don’t use that description in a critical sense—which come up 
from the individual barrios ¢ 

Dr. Nea. Yes. 

Mr. Reuss. What do you call those ? 

Dr. Neat. Grants-in-aid projects. 

Mr. Reuss. Not all of these hundreds of grants-in-aid projects in- 
volve imported American commodities, do they ? 

Dr. Neat. No; there are very few. The dollar items go for such 
items as jeeps so that the workers can go around the barrios. 

Mr. Reuss. So we get into every little project mainly by our con- 
tribution to the Community Development Program ? 

Dr. Ngan. Yes. 

Mr. Harpy. Any questions? 

Mr. Knox. The Community Development Program started in 1956, 
so you are now in the second fiscal year. Through the period dur- 
ing which the program has been operating, what have been the ac- 
complishments of the projects that have been set up? Has there 
been some initiative at the local level to carry them on? 

Dr. Nau. Each project that is initiated at the barrio level is not 
approved until the machinery is built in the barrio to maintain that 
project. If it is a pump to bring better water to the barrio, we will 
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not make that pump available until these people have organized a 
committee and have stated on the application for assistance that they 
will maintain this project, and the responsible person for maintain- 
ing that project is in the barrio. 

Mr. Knox. What is the status of the projects that have been set up? 

Dr. Neav. We didn’t start until April of 1957 the grants-in-aid 
projects, and we organized them as of July 1, 1957, because of the 
end of the fiscal year. About 30 percent of them are completed and 
the rest are in the process of being implemented. 

Mr. Knox. Have the barrios accepted the projects as something 
that is realistic and in their best interests ¢ 

Dr. Neat. Yes. We make it an absolute policy that no barrio is 
given any aid unless the request comes from the barrio and is ap- 
proved by the representative of the technical agency in that area. So 
it must be something the barrio people want ; and secondly, it must be 
technically feasible. 

Mr. Knox. Have you had a project at all to increase the yield of 
rice? 

Dr. Neat. Yes. The way we operate there, we know that there is a 
Department of Agriculture extension service, so when a project for 
increased rice production comes up, we make available to the Depart- 
ment of Agriculture a grant of pesos and this bureau works with the 
barrio workers on that project so that the seed is certified by the 
Department of Agriculture. 

Mr. Kwox. As far as the production of rice is concerned, I under- 
stand it is very low. 

Dr. Neau. [think I will let Mr. Bell comment on that. 

Mr. Bextxi. The average is 26 cavans per acre. 

Mr. Coorrr. They could very easily double their production if they 
put in practice all the good agricultural practices known. 

Mr. Knox. Have you had a case where they have put into practice 
good agricultural practices ? 

Mr. Coorrer. Yes. We have had a case where they have produced 
as much as 27 cavans per acre. 

Mr. Knox. On what scale? 

Mr. Cooper. I think in 1957 they had approximately 5,000 demon- 
strations put on by the extension people. 

Mr. Knox. And were they comparable in each case ¢ 

Mr. Coorrr. Not as good as the one example I cited, but in most 
cases they doubled the rice production. 

Mr. Knox. Has that given an incentive to other areas to follow good 
agricultural practices ? 

Mr. Coorer. Yes, tosome degree. 

Mr. Knox. To what degree? 

Mr. Coorer. Probably 8 or 10 percent. 

Mr. Kwox. Is there any possibility that the Philippine Islands can 
become self-sufficient as far as production of rice is concerned ? 

Mr. Coorrr. I think they can, yes. 

Mr. Knox. What percentage of the total rice consumption is pro- 
duced in the Philippines at the present time ? 

Mr. Coorrr. About 97 percent. 

Mr. Kwox. 97 percent is produced here so far as consumption is 
concerned ? 
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Mr. Cooper. Yes. 

Mr. Harpy. If you double your production, what will you do with 
your surplus¢ Would we create any problem by eliminating your 
present imports? How much rice do the Philippines import ? 

Mr. Bett. This year about 90,000 tons. 

Mr. Harpy. Where did it come from ? 

Mr. Rawson. Thailand and Burma. 

Mr. Harpy. When you improve your rice production in the Phil- 
ippines and cut off those imports, will that increase our foreign aid 
requirements in those countries? That has been a serious problem. 
We have seen cases where we have stimulated production in one coun- 
try and it has cut off imports from other countries and made it neces- 
sary for us to go in those other countries and increase our foreign aid. 

Mr. Coorer. My point is we could do it. 

Mr. Harpy. I don’t want to suggest that you don’t do it, but if 
you do it I wish you would consider the possibility of it creating other 
problems. 

Mr. Bett. For many years the Philippines have been struggling 
toward self-sufficiency. "They have never reached self-sufficiency. 
When it comes down to actually increasing the output of a basic crop, 
if you can increase it 2 percent a year you are doing well. They have 
not been able to do that here. Actually, when you consider the con- 
tinuing expanded population and the increased domestic consumption 
in this country, they are hardly maintaining a self-sufficient basis, and 
they are short of dollars. 

Mr. Harpy. I certainly want to commend you for your efforts to 
improve production, because without that sort of thing we wouldn't 
make much progress; but from the standpoint of the Congress, if we 
are not aware of the effects of efforts we are making in one country 
toward creating problems in other areas where we have to step in, 
we can get ourselves in quite a big dilemma. 

Mr. Brownson. What is the average caloric intake per day in the 
Philippines? 

Mr. Betz. 1,500, I believe. I would rather a representative of 
Public Health answer that. 

Mr. Lorp. I have checked the figures of rice production since 1920, 
and it is indicated if the price of rice can be reduced 20 percent, the 
consumption will go up 20 percent per capita. 

Mr. Harpy. In other words, if you increase your production of rice 
20 percent, the producers would get the same amount in return for 
a 20-percent increase as they get for 80 percent now. So your pro- 
ducers will not benefit. 

Mr. Bett. You would have a happier population. 

Mr. Harpy. But the income of the producers would be at a stand- 
still. 

Mr. Brownson. Not necessarily, because they could produce with 
less manpower and it is possible they could make more income. 

Mr. Harpy. Your gross income would be static and the only way 
you could increase your income would be through increased efficienc y- 

Mr. Knox. How many barrios are there in the Philippines? 

Dr. Neat. About 19,000. 13,000 don’t have any connecting roads. 

Mr. Knox. I understand that has been covered by our staff members. 

Mr. Harpy. Any other questions ? 
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Mr. Reuss. Last year, the first year of this barrio Community De- 
velopment program, roughly speaking we put in $3 million and the 
Philippine Government put in about that much, and the communities 
6 in about that much, roughly speaking. How many of the 19,000 

yarrios—which I gather cover the rural areas in the entire Repub- 
lic—got the benefits ? 

Dr. Neat. Roughly 5,000 barrios. 

Mr. Reuss. 5,000 out of 19,000. One of the hopeful things in the 
current elections, according to the information I have gotten from your 
political people, has been a sense on the part of the voters that they 
really have a stake in the outcome. Do you attribute any of that more 
enlightened public attitude to the community development program ? 

Dr. Nea. I would say that Magsaysay’s community development 
program is more responsible for what happened on Tuesday than any 
other thing that has been done. 

Mr. Reuss. Thank you. 

Mr. Harpy. We have not gotten into any discussion of technical 
assistance as such. We have been talking about matters this morning 
that I had heretofore looked upon as largely point 4 items. I think 
that is one of the most challenging programs that our Government 
has ever sponsored, the technical-assistance program, and I think 
where we can help the Philippines or any other country to improve 
their own economic well-being, we will have contributed a great deal 
toward the stability of our total mutual assistance program. 

So I want to express appreciation to all of you who have partici- 
pated in this discussion for helping us get a better understanding of 
the operation of the mutual assistance program over here. 

Mr. Brownson. I want to raise one question and that is, philo- 
sophically, do you believe this community development program be- 
longs in technical assistance or in mutual aid or in economic devel- 
opment. 

Dr. Neau. I would say it belongs in all. As late as in 1954 it was 
unsafe for any Filipino, and even more unsafe for any American, to 
travel from here to Quezon City, which is a city adjacent to Manila, 
and the reason it was unsafe was the Huk movement. The Huks were 
dissatisfied barrio people. 

When Magsaysay made it possible for these people to move on gov- 
ernment land and become owners of this land, and rural credit was 
made available, then these people would leave the Huk movement. It 
seems to me that would fall in the defense support program. 

My counterpart and myself were called in one day by the Philippine 
Government and we were told that we have defeated the Huks, but 
they have moved where there are no roads and they are feeding them- 
selves through terrorism. We need roads so that the military, if nec- 
essary,can getthem out. Itseems to me that is defense support. 

When it comes to training civil-service employees to work with these 
people, that seems to me to be technical assistance. 

When it comes to irrigation projects to increase agricultural pro- 
duction, that seems to me to fall in economic development. 

So there are segments of it that could fit in any phase of our support 
program. 

Mr. Brownson. Thank you. I thought it would be interesting to 
get your concept as to which part of the program would properly fall 
under the defense support program. 
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Mr. Harpy. We are about to run out of time again, and this time we 
will not be able to run into the night because we have to catch a plane. 
But I would like to return to where we left off last night on the defini- 
tion of defense support. I would like to have your expression of the 
propriety of calling all of these things defense support. 

Mr. Laverene. | think part of the comments Dr. Neal just made 
would apply. The reasoning behind calling some of the items de- 
fense support under the previous years’ definition of defense support, 
when you had the Huk situation active in the Philippines, it was un- 
safe, as Dr. Neal pointed out, even to detail military people in certain 
areas. Because of the insecurity of the area, and because many people 
were sympathizers of the Huks, it was necessary to have an access 
road built; and it was necessary to have malaria control so that the 
military could be sent to these areas and be able to live there. That 
is the reason behind using defense support funds in the past for some- 
thing like malaria control. It seems to us to be at least indirectly 
defense support. 

Mr. Harpy. On that thesis, every governmental function in the 
Philippines is tied to defense support, then. Is there any distinction 
you can think of between that and any other function of government? 

Mr. Laverene. I don’t think I can answer that. 

Mr. Harpy. I don’t think you can. So to follow your philosophy 
to the ultimate conclusion, we must say every item in the Philippine 
budget could be said to be defense support. 

Mr. LaverGne. That is not what I meant to say. 

Mr. Harpy. Do you want to clear up your distinction there ? 

Mr. Rawson. I can tell you how we operated in the past. Our dis- 
tinction has been that our major projects to ameliorate social unrest, 
to beat the Huk movement, have been under defense support. Then 
we have the smaller projects under technical assistance. 

Mr. Harpy. You said to ameliorate social unrest. 

Mr. Rawson. Yes. 

Mr. Harpy. Is there any single function of government that is not 
related to that ? 

Mr. Rawson. That is our dividing line that we have used here. 

Mr. Harpy. I am not talking strictly in terms of the Philippines, 
but as I see the definition we are talking about, it covers anything any 
government could do for its people. 

Mr. Rawson. You can apply it broadly or narrowly. I think we 
have made a fairly distinct division between the two types. Where 
you support technical schools, you consider that technical assistance. 

‘he concept of defense support, as I understand it, originated in ECA 
days when we were supporting the efforts of European countries and 
had to give them budgetary support. 

Mr. Harpy. But there was a distinction between economic assistance 
and defense support. They were separated. 

Mr. Rawson. In this country we have a defense effort which we 
have to indirectly support. That is my understanding. 

Mr. Harpy. We have that all over the world. You can leave out 
the Iron Curtain countries and we have it everywhere else. In fact, 
we have it in some of those. 

Mr. Reuss. What I am concerned with is whether this is honest 
labeling. I note that under the program labeled “Economic Coopera- 
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tion”—not defense support but Economic Cooperation—you have such 
items as expansion of the cooperative movement in the countryside, 
less usurious lending rates, and so forth. 

Can you tell me why those things are less connected with producing 
a country that has the will to be on our side militarily ? 

Mr. Rawson. You will notice there are some commodities that are 
considered defense support. We have supplied warehouses for these 
new cooperatives to store their grain under defense support. 

Mr. Reuss. Why does one smell more of the military than the other? 
Does the elimination of usury in farming loans and a pat on the back 
to the cooperative movement relate less to getting defectors from the 
Huk movement than treating malarial swamps? 

Mr. Rawson. There used to be two projects. Now they are united 
in one project but there are two phases. 

Mr. Reuss. Why shouldn’t they both be called economic coopera- 
tion ? 

Mr. Rawson. It is technical cooperation. 

Mr. Harpy. It is just an arbitrary definition, because there is no 
logieal reasoning for putting one in one category and one in another. 

Mr. Rawson. It isa different phase of the same thing. 

Mr. Brownson. The Soviet propagandists are constantly accusing 
us of giving countries military assistance and not economic assistance. 
Here we are taking things that help the economy and labeling them as 
military assistance. 

Dr. Neat. This is a place where Congress and the government 
people should work together. 

Mr. Harpy. The trouble is Congress has not been thoroughly ad- 
vised on what is going on. We will try to advise them when we get 
back. 

Mr. Brownson. That will be difficult, Mr. Chairman. You see, this 
classification is secret. 

Mr. Harpy. We can’t even tell them on the floor of Congress what 
is happening. it is secret. 

Mr. Brownson. How can the citizens support this program when 
their Congressmen can’t even tell them what it is ? 

Mr. Reuss. Is there any anybody in this room who thinks that it 
would not be an improvement to designate essentially economic and 
social projects as economic and social projects rather than as defense 
support, even though, in common with other economic and social 
projects, they do contribute to the strength and thus the defense poten- 
tial of the Philippines ? 

Dr. Nea. In India I operated a program where we have no defense 
support; it was technical assistance. But the restrictions on technical 
assistance are such that it is almost impossible to operate. This gives 
you more flexibility. Our program here will be much more successfi1] 
because of the flexibility of the use of funds. 

Mr. Brownson. Are those legislative restrictions or administrative 
restrictions ? 

Dr. Neat. In the case of technical assistance they are legislative 
restrictions. 

Mr. Harpy. The answer is it might be more difficult to get funds 
to support a technical assistance program, so we have to resort to 
subterfuge that makes it possible to get the money to carry these 
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programs out. I don’t think Congress would appropriate these funds 
to the extent they have if they knew what was being done with it. 
If they were justified on an individual basis, I think we could do a 
good job, but we have a blanket. proposition where you can’t even tell 
Congress what you are doing. Is there anything classified about 
the operation of a barrio or the carrying on of a health program? If 
there is any reason why that should not be justified in order to secure 
the appropriation, I don’t know what it is. 

Mr. Reuss. So Congress goes ahead and feels all is well, and we 
have this military program, and thus loses control over a program 
which I happen to think is a very meritorious thing. 

Mr. Harpy. There may be a lot of merit to it, but it should be 
supported on the basis of its merit and not on the basis of an in- 
tangible supposition that it is defense support. 

Mr. Laverene. We have the word in the new definition that it 
must be “specific ally” related to the defense effort. 

Mr. Harpy. Does anybody know what “specifically” means? We 
had a little discussion about that word on the floor of the House. 
You might understand some of the skepticism some of us have if you 
read the discussion at that time. 

Mr. Laverenr. I think here we would interpret it to mean specific. 

Mr. Harpy. Again, I believe we will have to quit. Mr. Newman, 
do you have any thing else? 

Mr. Newman. No, sir. 

Mr. Harpy. I would like to thank you, Mr. Newman and Mr. 
Lavergne and all of your associates. You have been very helpful. 

Mr. Hodge, did you want to add something ? 

Mr. Hoper. No, sir. 

Mr. Harpy. Mr. Smith, I want you to know how we appreciate all 
the help we have had from your group. 

Mr. Smirn. I would like to add a word on behalf of all our team 
here. We certainly have appreciated the help and the line of ques- 
tions you gentlemen have developed. I think it is very helpful to 
have this type of committee visit, and even though it is shorter than 
we would like it to be, it has given us the type of inspiration that is 
very helpful. 

Mr. Harpy. M: any thanks to all of you, and even though it has been 
short, we feel the iapoeseneion we have gathered will be very helpful. 

( Thereupon, at 10:45 ., the hearing was adjourned.) 
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(Part [1—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


FRIDAY, NOVEMBER 15, 1957 


Hovst or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Taiwan Defense Command, Taipei, Taiwan. 

The subcommittee met at 5:45 p. m. at the Headquarters, Taiwan 
Defense Command, Taipei, Taiwan, Representative Porter Hardy, 
Jr. (chairman of the subcommittee) presiding. 

Members present: Representatives Hardy (chairman), Henry S. 
Reuss, Charles B. Brownson, George Meader, and Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, staff investigator; and Phyllis M. Seymour, clerk. 

American Embassy officials present: Ambassador Karl L. Rankin; 
William T. Carpenter, Jr., political officer; Albert J. Ciaffone, gen- 
eral services officer. 
ae eees States Operations Mission officials present: J. L. Brent, 

irector. 

United States Military officials present: Vice Admiral Austin K. 
Doyle, United States Navy, Commander, Taiwan Defense Command ; 
Maj. Gen. F. S. Bowen, United States Army, Chief, Military Assist- 
ance Advisory Group (MAAG); Maj. Gen. H. H. Bassett, United 
States Air Force; Rear Adm. Allen Reed, United States Navy; Brig. 
Gen. F. M. Dean, United States Air Force; Capt. I. N. Klein, United 
States Navy; Capt. E. Hahn, United States Navy; Col. N. D. Van 
Sickle, United States Air Force; Lt. G. D. Lindberg, United States 
Navy; and W. E. Duggan, Naval Auxiliary Communications Center. 


STATEMENT OF AMBASSADOR KARL L. RANKIN, AMERICAN 
EMBASSY, TAIPEI, TAIWAN; ACCOMPANIED BY VICE ADM. 
AUSTIN K. DOYLE; AND MAJ. GEN. F. S. BOWEN 


Ambassador Rankin. Mr. Chairman, ladies and gentlemen: 

Let me welcome you again to Taipei, Taiwan. It is a pleasure to 
have you here. I am only sorry you don’t have more time. I will try 
to make my introductory remarks very brief, because we want to 
get to the military aspects of the situation as rapidly as possible. 

May I review first what we have in mind for you. It may sound 
rather rough, but we can vary it if necessary. 

We plan to be here until just about seven o’clock, just a little over 
an hour. Then we will go up to what we call the Town House. A 
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few Chinese will join us there. I thought you would not want to go 
in and out of Taipei without meeting a few Chinese. I have invited 
them for just about an hour. They will then leave and there will be 
only the American group left, and we can chew the rag on an informal 
basis. 

The ladies are being invited after the reception to go up and have 
some Chinese food at the hotel with my wife and other Embassy 
ladies. 

Mr. Harpy. I am sure they will just love that, Mr. Ambassador. 

Ambassador Ranxrn. Then if you want to talk all night we will 
talk all night. 

Mr. Harpy. We will not do that. I told you what we did in Manila. 
Here we will be more considerate of our hosts. 

Ambassador Ran«rn. I think we can take it, but be merciful on 
yourselves. 

Tomorrow we plan to foregather at 8:30 at the Embassy. That 
is assuming you get to bed reasonably early. We will have the 
civilian agencies represented and they will be able to give you such 
information as you desire. 

I understand your take-off is scheduled for noon. The time is 
pretty short, but we will try to do the best we can, and you can holler 
tor more or less, as you like, as we go along. 

May I say just a few introductory words about our program here. 
Perhaps it is not inappropriate that I should do so, because I have been 
here longer than any other American. I came up here right after 
the Korean war started and have been here ever since except for 
u few short trips home. 

After we decided to include Taiwan in our military perimeter, we 
started our military aid program. It really started about 195 1, and 
has been going on ever since, and we think the results are very gratify- 
ing. It costs a lot of money, as you gentlemen know; you appropriate 
it. We think, however, in purely military terms, we have been get- 
ting a strategic bargain. We have a military establishment on this 
island that is making a contribution to the free world at a fraction 
of what it would cost to maintain American military strength. 

A larger portion of our expenditures here have been for military 
hardware. Another portion has sometimes been economic aid. With- 
out United States assistance it would be of no value to defend Taiwan. 
We would have had to have a certain amount of additional backing 
to stabilize the situation sufficiently. 

In a very strict and true sense we can consider all of our aid here 
as military aid, directly or indirectly, but in the so-called economic 
category we are getting some extra dividends in economic develop- 
ment, a modest rise of living standards here on the Island, and im- 
provement of social and economic conditions. Also along with this, 
we are helping to keep in existence a China outside of the Iron Cur- 
tain which has been our friend and ally for many years, which is 
our good supporter in the United Nations and in various other inter- 
national efforts and policies of values and of interest to us. 

We are also helping to maintain this government and this Istand 
as an alternative to the Communist-held mainland and thereby, I 
think, encouraging all of the other areas in this part of the world 
that sre outside of the Iron Curtain, and we hope giving some en- 
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couragement for the future for those still behind the Iron Curtain 
unwillingly, as I am sure they are. 

With those few remarks I would like to turn the pulpit over to 
Admiral Doyle, whose headquarters you are now sitting in. 

Admiral Dorie. Thank you, Mr. Ambassador. 

I have been here four months. I came here from the duty of Chief 
of Naval Air Training, Pensacola, with stations all over the country, 
and I traveled over the country continually in every State. 

When I learned last year I was coming here, I started asking 
questions of citizens, your constituents, as to what they thought of this. 
1 was undecided whether I should retire or take this job. 

I was interested in learning there is a unanimity of opinion as to 
Free China and non-recognition of Red China. I am way over my 
head, but I thought I would say that because, as a voter myself, I am 
interested in how other people vote. 

My four months here have convinced me of one fact. I have never 
seen a better American team anywhere. The Ambassador and his 
associates are continually embarrassed when I say that, but it is im- 
pressive the way we work together, the way recommendations are 
confirmed with each other before we make any recommendation to 
Washington. 

Here we have the Taiwan Defense Command, of which I am the 
Commander, and a joint staff. Also, there is the Chief of MAAG, 
General Bowen, whom you will meet. 

We are available to answer any questions which you might ask. 

I have prepared a detailed briefing. First, before the detailed 
briefing, I would like to give a general brush picture of the military 
situation out here. Frequently we find that the committees, the Sec- 
retaries, the VIP’s coming through, have been briefed until it is coming 
out of their ears. So I would like to leave it to your judgment rather 
than mine as to whether you would like to go into a detailed explana- 
tion of the military situation here. 

(On instructions of Chairman Hardy, the detailed briefing by 
Admiral Doyle, being of a highly classified nature, was not recorded. ) 

Mr. Harpy. Thank you very much, Admiral. That was a very fine 
briefing. 

Ambassador Rankin. You will now hear from General Bowen, 
Chief of MAAG. 

(Portions of General Bowen's briefing came under the Defense 
Department security classification and have been deleted from the 
record. ) 

General Bowen. Mr. Chairman, gentlemen : 

The mission of MAAG here, as in other countries, is to equip, 
organize, and train the indigenous forces so that they will present an 
asset to the United States to be used as our foreign policy would like 
to have them used, and for that purpose. 

It is also our function to check the end-use utilization of supplies 
to see to it that they are what we feel the Chinese need, no more and 
no less, within the budgetary limitations, and to see that they are put 
to proper use. It is also our function to supervise the training. 

In order to do that it is necessary to establish an arbitrary yard- 
stick that we call combat effectiveness. We have adopted the United 
States system of establishing combat effectiveness for the Chinese. 
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We take into consideration first the organization of the three services, 
or the four services now that we have a Marine Corps that is gradually 
coming into being. 

Second, we look into the authorized versus the actual strength of 
the units. 

Third, we look into the equipment, the quantity and serviceability. 

Fourth, we look into the question of the training they have com- 
pleted during the calendar year. 

And lastly, we look into their comprehension and ability to conduct 
warfare as we see it. 

They are realistic enough to realize that they may be called upon 
to assist the United States in combat, so they have their troops trained 
and equipped so that they can fit into the pattern as the United Nations 
did in Korea and all fight along together. 

At the present time we are engaged in a study preparatory to 
reorganization. 

We think they have done remarkably well with what they have, 
and from my point of view and my close contact with them, I would 
say that of all the units, of all of the people in this part of the world, 
that you would find these people would be the most willing to fight 

on our side and stick with us. 

Mr. Harpy. Thank you, General. 

I have one or two general questions on detail here. We have been 
informed of a lack of receipt of aircraft; what is the cause of that? 
They have been programmed for a long period of time, have they not? 

General Bowrn. Various types of aircraft have been programmed, 
but it has been getting deliveries up to us plus the fact that until 
recently—as you know, one of the things MAAG has to do is to 
judge the capability of the country to accept equipment and maintain 
it properly—and up until recently we have not felt that they could 

take on more than they have right now. 

Mr. Harpy. I am glad to have that information. I did not know 
whether there was a lack of ca ability here or failure back home to get 
them over here. Specifically, you mentioned lack of spare parts 
to maintain the aircraft they” had, and I believe you said that was 
through no fault of theirs. Whatis the cause of that ? 

Admiral Doyte. I believe I have the answer to that. To amplify 
what General Bowen said, he said he had to judge through the MAAG 
section the capability of the Chinese to handle this aircraft. 

Mr. Harpy. I was thinking about whether or not there was any 
slowness of delivery caused by conditions back home that may be 
reducing their capability, looking from our own standpoint rather 
than from any complaint angle. 

General Bowen. I would like to answer that by saying there has 
been delay. At the present time we are having difficulty getting spare 
parts for the C-46’s we have, just taking that up as one example. 
Because of changes we are now informed that the C-46’s will continue 
in operation and that we will be able to get spare parts for them. 

Another thing that has just been changed that had an effect on our 
delivery of spare parts is the fact we can now requisition directly 
on depots in the States whereas formerly they had to be shipped in 
one bundle and then distributed, which was time consuming. 

Mr. Harpy. You have overcome that now? 
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General Bowen. Yes; because we are making requisitions directly 
on a depot. 

Mr. Harpy. With reference to the F-86 aircraft, I believe you said 
there had been improvement in receipts fairly recently 

General Bowen. They are beginning to come in. 

Mr. Harpy. Do you have reason to expect that when the combat 
effectiveness of pilots goes up there will not be continued delays in 
deliveries ? 

Admiral Doyrix. That is correct. We were encouraged when Gen- 
eral Hudnell told us about this reorganization of the supply system. 
He said he was greatly impressed by the maintenance methods in the 
air depots he had visited. 

Mr. Harpy. Any questions? 

Thank you, General. 

Going to another angle of detail on the question of combat effective- 
ness of the naval units. Haven’t there been scheduled some addi- 
tional ships that have not been delivered ? 

Admiral Dorie. Yes. You see, the ship loan bill passed. 

Mr. Harpy. We got it through the House but not the Senate. 

Admiral Doytx. Yes. We hope it will pass. 

Mr. Harpy. They are keeping them in pretty good shape? 

Admiral Doyte. Yes. 

Mr. Harpy. Admiral, with the build up over here, what is the 
probability that a change in government might result in a loss to us? 
Maybe I had better ask that to the Ambassador. 

Admiral Doyze. I will pass the ball to him. 

Ambassador Rankin. My crystal ball is no clearer than yours, I 
am sure. That is a problem we face everywhere. We face it in 
Korea. But I think there is as much good leadership on this island 
as any other Asian nation. There are a lot of first-class people in 
the government here, and to predict who might be the successor to 
General Chiang Kai-shek, I do not know. Ido not know who will be 
the successor to the President in the United States, either. 

Mr. Harpy. A lot of us would like to know that. 

Ambassador Rawxrn. But I see no reason why there should not be 
an orderly succession that would be of a character quite satisfactory 
to us in continuing the policies that have been followed and going 
along with us. I think the situation is better here than in many 
other Asian countries. I mentioned Korea. Korea in many respects 
is & more sensitive and delicate situation than we have here. They 
also have the problem of maintaining morale. 

[ have often said that m due course the Iron Curtain in this part 
of the world will be moved back. It will not stay where it is. This 
is a situation where, if we had a parallel in Europe, France and Ger- 
many would already be in Communist hands and we would be sup- 
porting England. It might last for quite awhile, and the Admiral 
and the rest of-us will try to keep the lid on. We don’t want to 
fight a war if we can avoid it. But it is not going to last indefinitely. 
If the Communists move forward it will involve not only Taiwan but 
other places too. : 


Mr. Harpy. Your comment about there being satisfactory leader- 
ship here to carry on is reassuring. 
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Admiral, one other question about this matter of equipment. Is 
the budget request for equipment worked out here? Is the list of 
items set up in the budget submitted to Congress based on requests 
that originate here ¢ 

Admiral Dorie. I am not a member of the country team. 

General Bowen. This year for the first time we have been able to 
have a breathing spell that has permitted us to put in a program. 
We have just sen‘ in the 1959 program. That is based on the Chinese 
request to us of what they need. We screen that request on the basis 
of what they can handle plus what we feel are needed. That is 
sent to CINCPAC, Admiral Stump’s headquarters. That is submit- 
ted to a country team and the program is refined by CINCPAC, look- 
ing over the needs we put in as they fit into the overall Pacific 
area needs. It is then sent to Washington. So we actually generate 
the program here. 

Mr. Harpy. Does CINCPAC make any significant changes ? 

General Bowen. If they feel it is necessary. 

Mr. Harpy. They have not acted on your 1959 request yet ¢ 

General Bowen. They have acted on it, but we don’t know what the 
action is. We know the Navy program ‘and the Air Force program 
have been approved. 

Mr. Harpy. When you submitted your 1959 request, did you review 
your 1958 request ? 

General Bowen. Yes. We took the 1959 program and had it fit in 
with the 1958 program. The items in the 1958 program that were 
deleted were resubmitted in the 1959 program. 


Mr. Harpy. You had a total of ——— T-33 aircraft programed 
for 1950 to 1957. Only ———— have been delivered through February 


of 1957. What is the answer to that ? 

General Bowen. I can’t give the answer right off, but I know we 
have been getting in more T-33’s. We are getting them in. 

Mr. Harpy. I notice there were ——— in the 1958 program, and you 
were behind in deliveries, and I wondered why you had added —-—— 
more when there were — still to come in. 

General Bowen. Because of a change here. We have to make a 
balance between training and the things on hand, and the Air Force 
section determined they needed more trainers to more quickly transi- 
tion the pilots to jet pilots. 

Mr. Harpy. I am trying to check on whether or not we have a situa- 
tion, with respect to the budget for military items, where there have 
been additional quantities of the same items submitted in the 1958 
program. We found the whole thing had been revised and Congress 
had not been told about it. 

General Bowen. I can give you the answer to that tomorrow 
morning. 

Mr. Harpy. We found in Manila they had not seen the presenta- 
tion that was sent up to Congress. I would like you to look at what 
is sent up and see if you can justify it. 

General Bowen. I will have the man who can answer that tomor:- 
row morning. 











FOREIGN-AID CONSTRUCTION PROJECTS 845 


Mr. Harpy. Thank you. This has been a very, very helpful dis- 
cussion. I want to express appreciation to all of you who partici- 
pated. 

Admiral Dorie. We are pleased to have you here. 

Mr. Harpy. We want, tomorrow, to discuss a little more in detail 
the aid aspects, and there is one particular item we will want to in- 
quire about, and that has to do with the extent of participation by the 
military in determining the items that go into defense support. That 
is the thing we would like to go into tomorrow. 

(Thereupon, at 7 p. m., the military briefings were adjourned. ) 
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(Part II—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


SATURDAY, NOVEMBER 16, 1957 


Hovuse or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
American Embassy, Taipei, Taiwan. 


The subcommittee met at 8:30 a.m. at the American Embassy, Hon. 
Porter Hardy, Jr. (subcommittee chairman) presiding. 

Members present: Representatives Hardy (chairman), Henry S. 
Reuss, Charles B. Brownson, George Meader, and Victor A. Knox. 

Subcommittee staff present : John T. M. Reddan, chief counsel, Wal- 
ton Woods, staff investigator ; and Phyllis M. Seymour, clerk. 

Escort officers present : Rear Adm. E. C. Stephan, United States 
Navy; Comdr. Ralph E. Elliott, Jr., United States Navy; Lt. Comdr. 
William C. E. Pfischner, United States Navy; and C. Hoyt Price, 
Department of State. 

American Embassy officials present: Ambassador Kar] L. Rankin, 
J. B. Pilcher, reser of embassy; William T. Carpenter, Jr., politi- 
cal officer ; Sam Lynch; J. A. Yager, counselor for economic affairs; 
Albert J.C iaffone, general services officer ; A. H. Moore; F. P. Lock- 
hart; and J. Morceri. 

Mutual Security Mission officials present: J. L. Brent, director; 
J. E. Auburn, assistant director for operations; G. K. Fitch, industry 
officer; John Vicedomini, deputy controller; Dr. G. E. Warren; R. D. 
Smith; V. L. Bankson; i Petersen ; and D. F. Scott. 

United States Information Service officials present: P. G. Hodge 
and J.. Agneil. 

United States Military officials present: Vice Adm. Austin K. 
Doyle, U @* oe Navy, commander, Taiwan Defense Command; 
Maj. Gen. F. S. Bowen, Chief Military. Assistance Advisory Group; 
Col. J. R. Looney ; Col. W. H. Hanson; and W. E. Duggan, Navy 
Auxiliary Communications Center. 

(The subcommittee, prior to arrival in Taiwan, submitted to the 
Mission a questionnaire. ‘The questions and responses thereto will be 
found on p. 1180 as appendix IT.) 
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STATEMENT OF AMBASSADOR KARL L. RANKIN, AMERICAN EM- 
BASSY, TAIPEI, TAIWAN; ACCOMPANIED BY MAJ. GEN. F. §. 
BOWEN; COL. J. R. LOONEY; J. L. BRENT, DIRECTOR, UNITED 
STATES MISSIONS OPERATION, TAIPEI, TAIWAN; G. K. FITCH, IN- 
DUSTRY OFFICER; J. E. AUBURN, ASSISTANT DIRECTOR FOR OP- 
ERATIONS; AND DR. G. E. WARREN, MUTUAL SECURITY MISSION 


Ambassador Ranxrn. Mr. Chairman, our time is very limited this 
morning. 

Mr. Harpy. It certainly is, and if you are ready I think we will 
try to get started. Will you start off, and then I will take over. 

Ambassador Ranxin. Allright, sir. 

We have an appointment to call on the President at 10 o’clock. 
That means we will have to leave here in about 50 minutes. The call 
on the President will probably not last more than 20 minutes. If you 
would like to come back here and continue after that, we can do that. 
You don’t have to decide that now. But at the moment we have only 
50 minutes. 

May I ask you, Mr. Chairman, to start off. Questions and answers, 
I think, are the best way. 

Mr. Harpy. Thank you, Mr. Ambassador. 

First I want to express appreciation for all the helpfulness we have 
had so far. 

It was suggested last night, and I think perhaps it was a good 
suggestion, that we not undertake to get into any general discussion 
this morning. As a matter of fact, I don’t think we need to, partic- 
ularly. So we might get right into the meat of the matter before us. 

I would like to make this brief observation. It is our purpose to 
try to be constructive in this inquiry, and we want to be as helpful 
as we can. Sometimes the questions that we ask might seem to be 
loaded, as was stated last night with respect to the questions in the 
questionnaire. They were not intended to be loaded. But the ques- 
tions that we propound here this morning might not necessarily reflect 
our point of view. So I would suggest that no one here try to read 
our minds from the nature of the questions. We are really just trying 
to understand this situation as best we can so that we can arrive at 
recommendations for possible improvements in the situation gen- 
erally. 

Now, undoubtedly we will cover some areas that do not necessarily 
relate particularly to the program here, but some of the things that 
we will discuss will really have a general application. 

I think maybe we had better start right in, and I will ask Mr. Red- 
dan to cover some of the points in response to some of our questions. 

Are you ready to proceed, Mr. Reddan ? 

Mr. Reppan. Yes, I am, sir. 

Mr. Harpy. I would like to make this request. When a response is 
made to a question, if the individual answering will identify himself 
it will help Mrs. Eccles in keeping our record straight. 

Mr. Reppan. I would like to address my first question to the an- 
swers which appear on page 10 of this submission which you have 
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iven us relating to the urea fertilizer plant. I note on page 11 that 
it states as follows: 

The decision to use coke was based on the value to Taiwan of the byproducts 
from the proposed Byproduct Coke Oven project. Now that the latter project has 
been delayed in Washington over 2 years, this whole very complicated question 
is again up for discussion. 

I would like to address my question to whoever is familiar with 
that phase of the project to see if we can shed any light on this 2-year 
delay. 

Micbitindve Rankin. Mr. Brent will have one of his staff discuss 
that, unless he wants to do it himself. 

Mr. Brent. This project was put in our fiscal 1954 program and, 
as explained here, we had hoped to be able to improve the economy 
in Taiwan by having a byproduct coke oven. 

When we submitted our plan to Washington they felt that type of 
coke oven was perhaps not ideal, and they raised questions which 
they wanted to explore. There was some question raised as to whether 
it should be a vertical or horizontal slot type of oven. The matter 
is not yet resolved. 

Mr. Reppan. Who would resolve this question ? 

Mr. Brent. The ICA in Washington. 

Ambassador Rankin. Are you satisfied with the recommendations 
that have been made from here ? 

Mr. Brent. We are satisfied with the recommendations made from 
here, and we feel eventually our recommendation may prevail. 

Mr. Reppan. What is the principal difference between your office 
and Washington ? 

Mr. Brent. It is a question of suitability. I will ask Mr. George 
Fitch to speak to that. 

Mr. Fircu. There have been many minor delays, and the total has 
added to a considerable time. The initial difficulty was on the 
analyses of the various coals here. A lot more research was done and 
the results were sent to Washington. 

There was a further long delay due to a choice between a vertical 
and horizontal slot type of oven. It was determined in Washington in 
favor of a horizontal slot oven. Washington is now trying to sign a 
contract with the supplier. 

Due to the long delay, the Chinese Government is now prepared to 
let this project go by the board if they can use the funds for other 
industrial projects. There was a meeting on November 11 in Wash- 
ington which was supposed to have been the final meeting on this, but 
we haven’t received the results of this meeting. 

Mr. Reppan. Did I understand you to say the Chinese Government 
is no longer interested in the project ? 

Mr. Fircu. They are interested, but they can do it through their 
foreign exchange and procure the oven from Japan provided they 
can retain the funds and use them for other industrial projects. 

Mr. Harpy. Let’s see if I understand the change of attitude on the 
part of the Chinese Government. I understand they would be willing 
to forget this project and take over responsibility for the kind of oven 
to put in provided we finance something else they were going to do; 
is that right? 

Ambassador Ranxrn. That is right. 
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Mr. Fitcn. The delays have been so long they are skeptical. 

Mr. Harpy. Do they propose to take funds they had budgeted for 
something else to finance this project ? 

Mr. Fircn. Yes, such as the ammonia plant. However, accordin 
to the regulations, these funds might revert to the United States 
Treasury. 

Mr. Harpy. Are they financing the ammonia plant themselves ? 

Mr. Fircn. Yes. 

Mr. Harpy. Don’t we have something to do with that ? 

Mr. Frren. It was a joint project with ICA. 

Mr. Harpy. So they are saying if you will finance the project they 
will finance the coke oven ? 

Mr. Brenr. Mr. Chairman, we develop a joint project with the 
Chinese, and when Chinese funds are exhausted, we try to put in 
some of our own funds. In this case the Chinese say if we pick up 
something they were going to finance in the equivalent amount, they 
will finance this themselves. 

Mr. Harpy. In other words, we are running into so much red tape 
we would let them take it over because they can do it faster ? 

Mr. Brent. That is right. 

Mr. Harpy. That is an admission of your ineptitude, is it not ? 

Mr. Ausurn. We are working on and making progress in getting 
ICA Washington to allow us more flexibility in the field in order to 
make these decisions. These administrative delays are essentially 
what have brought these things about. 

Mr. Harpy. It may be possible that in order to operate more effec- 
tively the field needs more flexibility vis-4-vis Washington, but cer- 
tainly there is no lack of flexibility in the agency. 

Mr. Brent. Our point is, there is no sense in having two competing 
engineering staffs. 

Mr. Harpy. I think I would have to agree you ought not to be com- 
peting with each other. 

Mr. Meapver. What assurance is there that you will not run into the 
same problem on the new plant you would substitute ? 

Mr. Brent. There would not be a series of discussions between two 
engineering staffs. This plant has already been discussed. Isn’t that 
right, George ? 

“Mr. Frren. Yes. A good deal of delay was due to difference in cost 
and the way the procurement specifications were written. The Chinese 
are prepared to settle on the plant they favor immediately. 

Mr. Harpy. Do both engineering firms agree that both plants could 
operate effectively ? 

Ambassador Ranxgrn. On the coke oven plant. 

Mr. Fircu. I can’t speak for Washington. Here we say either one 
could operate successfully. 

Mr. Harpy. Where there is a doubt based on engineering determina- 
tions, it looks to me like maybe we ought to abandon the project and 
start with something different. 

Mr. Frren. The flfficulty is who in the Chinese Government would 


make that decision if it resulted in the loss of these funds allocated 
in 1954, $2 million. 

Mr. Harpy. Even though the $2 million might produce a plant that 
would not operate properly ? 
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Mr. Frrcu. We don’t feel it would not work. 

Mr. Harpy. Apparently somebody thinks it wouldn’t work. 

Mr. Fircu. The difference in cost is only a minor amount. Then 
there comes a point where the delay might knock out the difference. 

Mr. Harpy. How much money has already been spent on that 
project ? 

Mr. Frrcu. No money to date except by the sponsor and various 
bidders. 

Mr. Harpy. How much have we spent in engineering funds? 

Mr. Frrcen. I don’t know. I think Washington retained Tudor. 

Mr. Harpy. Didn’t you have some work done here? 

Mr. Frrcen. That is by the J. G. White Engineering Company. 

Mr. Harpy. Haven’t we paid for them ? 

Mr. Brent. They are resident here. They provide continuous serv- 
ice to the Chinese Government. 

Mr. Fircu. The J. G. White cost would be the same without this 
project. 

Mr. Harpy. The White contract has been going on for a long time. 
Do they perform engineering services on a fixed-fee basis ? 

Mr. Brent. Yes. 

Mr. Harpy. Regardless of the amount of work that has to be per- 
formed? Heisnot just an advisor? 

Mr. Brent. No, sir. 

Mr. Harpy. It is a consulting engineering service ? 

Mr. Brent. And technical, in any field required. 

Mr. Harpy. Is he paid out of the Chinese budget or do we have a 
specific project under which his contract costs are figured ? 

Mr. Bren. The contract is financed by ICA on behalf of the Chi- 
nese Government. 

Mr. Reppan. Are the recommendations of J. G. White for the 
coke oven different from those received from Washington ? 

Mr. Brent. Yes. 

Mr. Reppan. Will the J. G. White Engineering firm accept any- 
thing other than their own recommendation ? 

Mr. Brent. They would accept anything that would work. 

a ReppaNn. Are you sure what Washington suggests would not 
work ? 

Mr. Bren. A decision is what we want. 

Ambassador Rankin. Either project would work. 

Mr. Reppan. Then Washington can’t make up its mind as to what 
it wants ? 

Mr. Brent. As Mr. Fitch said, they have now made up their mind 
and are trying to negotiate a contract. 

Mr. Mraper. After spending this time going through this agree- 
ment for the coke oven plant, you seem now to be ready to arrive at 
a decision, and now the Chinese Government says, “Let us take that 
over.” 

Ambassador Ranxrn. That has been the Chinese Government atti- 
tude for sometime. This apparent acceptance by Washington is some- 
thing recent. 

Mr. Reppan. This project was programed in 1952, was it not? 

Mr. Brent. 1954, I think. Wasn’t it, George? 

Mr. Fircn. Earlier than that. 











852 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Reppan. It was planned in 1952. 

, oe Fircu. It was planned in 1952 and the plans were submitted 
in 1954. 

Mr. Reppan. Was it an emergency in 1954? 

Mr. Frrcx. Yes, sir. 

mr. Reppan. If you didn’t have the coke here, where would you 
get it? 

Mr. Frrcn. From the Lehigh Coke Oven plant. The Chinese Gov- 
—<— has arranged that coke will be available when the plant 
needs it. 

Mr. Knox. Is the J. G. White firm the only engineering firm em- 
ployed by ICA ? 

Mr. Brent. ICA reimburses the cost of the contract. 

Mr. Knox. Have there been other invitations to bid ? 

Mr. Brent. Not in the same field. 

Mr. Knox. Why is that? 

Mr. Brent. The J. G. White Company have consistently been satis- 
factory and it has been our feeling, unless we could effect a real saving 
to the government, it would take us about two years to catch up if we 
changed. Washington has just agreed to extend the White contract 
for one more year from next July. 

Mr. Harpy. Is it an annual contract? 

Mr. Brent. It has been for two years until last year, when it was 
extended for one year. 

Mr. Harpy. It is not a contract that automatically extends itself? 

Mr. Brent. No. 

Ambassador Ranxrn. It has been very satisfactory. 

Mr. Harpy. But does it require at least a review before being ex- 
tended ? 

Mr. Brent. Yes, sir. 

Mr. Reppan. I would like to inquire as to the Retser program. We 
have been given certain figures in attachment “Q” of your submission, 
and I would like to speak to someone about what these figures mean. 
I don’t have to take it up at this time. I can take it up after the 
party goes to visit the President. 

But I would like to ask, how many Chinese veterans have been in- 
cluded in the Retser program ? 

Mr. Ausurn. This started several years ago. 80,000 people were 
involved. 

Mr. Reppan. Through the entire program 80,000 veterans would go 
through the rehabilitation and training’? 

Mr. Aupurn. Yes. 

Mr. Reppan. What is the estimated cost ? 

Mr. Avsurn. About 37 million in terms of American dollars. That 
goes through this fiscal year and 1959. There are two major projects 
involved there. Being realistic about it, we recognize that there is a 
steady improvement each year. We are trying to establish this pro- 
gram in such a way that the Chinese can pick it up and carry it out. 

Mr. Reppan. How many are in the program at any onetime? That 
is, how many Chinese veterans are being handled through the program 
at any one time? 

Mr. Avgurn. 68,000 have been released. We started with a commit- 
ment that we would finance the release of 80,000. Then the money was 
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made available in the total amount of $48 million, $42 million for this 
and $6 million for recruitment. At that time the commitment to the 
Chinese Government was we would work toward the release of 80,000 
people and no more. When that has been accomplished and we can 
account for that number being supported either actively or otherwise, 
we will have fulfilled our commitment. 

Nevertheless, we recognize that since this program has been started 
there has been a continual accumulation. So we are trying to provide 
within these projects that they will be expansive enough so that the 
Chinese on their own can put these people in as they retire. 

Mr. Reppan. What are the probabilities that the Chinese Govern- 
ment can take this program over in 1959? That is the proposal? 

Mr. Avseurn. Yes, and the Chinese Government has agreed to take 
it over. We estimate the present project will be sufficient to take 
care of the committed 80,000. 

Mr. Reppan. What is the possibility that the Chinese Government 
will be able to assume full responsibility for that program when we 

et out ? 

r Ambassador Rankin. That would depend on their financial condi- 
tion at that time. We don’t know. 

Mr. Reppan. I wondered if it is a gradual phasing out. 

Mr. Brent. We are hopeful if they can finish the East-West High- 
way, opening up new areas of forestry, the Chinese Government will 
have additional revenues. 

Mr. Meaper. Let me ask about this $37,047,000. It says, “of which 
$5,600,000 will represent United States dollar costs and the remainder 
the United States dollar equivalent of local currency costs.” 

Is the amount that they derive from local currency generated by 
United States aid? 

Mr. Brent. Yes. 

Mr. Meaper. So in effect the total program was financed by United 
States dollars or local currency generated by United States aid? 

Mr. Brent. That is right. The amount is $42 million. The remain- 
ing $6 million is turned over to MAAG for recruitment to provide 
replacements. 

Mr. Meapver. Will the cost continue to be paid from local currency 
generated from aid funds? 

Mr. Ausurn. When this project is completed we do not anticipate 
any expenditure of United States dollars. It will be a local currency 
cost from then on out and that, by agreement, now is an obligation of 
the Chinese Government. How far they will be able to carry that out 
will depend on their financial status. 

Mr. Meaper. Are we committed to local currency generated from 
aid funds? 

Mr. Avsurn. No. 

Mr. Brent. It becomes a responsibility of the Chinese Government 
and no responsibility on the part of the United States Government on 
termination. 

Ambassador Ranxtn. The local currency expenditures made by the 
Chinese from their own revenues are still around 85 percent, which is 
pretty good. 











854 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Meapver. I understood yesterday we are spending approxi- 
mately $———— a year in Taiwan, $———— military aid and $100 
million everything else. 

Ambassador Ranxin. Something like that. 

‘ Mr. Meaprer. What does that $———— represent of the total Taiwan 
udget ? 

catenin Ranxin. This $100 million contribution that we make 
can be broken into 3 parts. One part relates to the things other than 
hardware brought in for the Chinese military establishment. Then 
they have a deficit in foreign trade indirectly as a result of the military 
establishment. About 10 percent of our total program is what we 
call economic development—this coke plant, urea fertilizer plant, and 
other things. This $100 million, as you know, practically all is spent 
in the United States and provides work for Americans and profits 
for American companies. 

Mr. Meaper. Would it be fair to say that 60 percent of the cost of 
operating the Chinese Government is provided by the United States? 

Ambassador Rankin. Not quite, because a large part is military 
hardware which no country in the Far East, outside of Japan, can 
afford to buy. These people are contributing importantly to the 
balance of power in this part of the world. They cannot afford the 
large expenditure for hardware for the military establishment. 

Mr. Meaper. I wasn’t questioning the usefulness, but is it fair to 
say we are contributing 60 percent of the cost of operating this Gov- 
ernment ? 

Ambassador Ranxrn. Yes, but we have to remember the fact we 
want to maintain this military establishment. 

Mr. Meaver. My next question is, in the future, are we likely to 
continue supporting the Government here at that rate, or is there 
some prospect of their obtaining additional revenues thus reducing the 
amount of the United States contribution? What can we look for- 
ward to? 

Ambassador Rankin. That is very difficult to answer. If the mili- 
tary establishment is maintained roughly at the present level we could 
anticipate we could taper off, because quite a few of the things we have 
cone are not recurring. But on the other hand we have to modernize 
continually, and that costs more money. On the present level we could, 
perhaps, taper off from $——————_ to $__—_,, but. that would 
not permit us to modernize. 

Mr. Meaper. There doesn’t seem to be any prospect, from your 
answer, that the gross national product will increase and thereby de- 
crease our burden. Is that right? 

Ambassador Rankin. Not at the present time. If they didn’t have 
to maintain this large military establishment, this island could be- 
come self-sustaining; but as long as we maintain this large military 
establishment we will have to pick up the tab. 

Dr. Warren. The proportion in which the local currency is con- 
tributing to the Chinese economy is approximately NT $1.6 billion out 
of a total of NT $8 billion. The proportion in which we are contrib- 
uting local currency to be commingled with Chinese funds is in the 
ratio of NT $1.6 billion to over NT $8 billion. 
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The gross national product is increasing at the rate of approximately 
5 percent per year. ‘The population is increasing around 3.5 percent 
ayear. ‘The population increase is making one very serious dent in any 
increase in the gross national product. 

Some very definite areas of increased productivity can be accounted 
for out of the investment made both by the United States and the local 
economy in terms of Government enterprises and private enterprises 
here. 

Mr. Harpy. I wanted to ask a question about defense support differ- 
entiated from direct forces support. I was looking over a pamphlet 
and found that direct forces support was pulled out, I believe, in 
1956. 

Mr. Brent. Two years ago. 

Mr. Harpy. And it was stated it was transferred to the defense 
budget. I didn’t know direct forces support was under defense funds. 

Mr. Brent. It is appropriated under the Mutual Security Act and 
allocated to Defense. 

Mr. Harpy. Did you you just have a lump sum transferred over? 

Mr. Avsurn. In those days the military pregram was worked out 
between ICA and MAAG, and we worked out the cost of the direct 
forces support. 

Mr. Harpy. Your direct forces support is now back in defense 
support ? 

Mr. Aupurn. No; it is now part of the program as construction and 
consumables. There is no longer the term direct-forces support. 

Mr. Harpy. Who pays for it ? 

General Bowen. I will ask Colonel Looney to speak to that. 

Colonel Looney. We no longer call it direct-forces support. It is 
now known as the C & C program, Construction and Consumables 
program. The C & C program takes in the expenditure of local cur- 
rency for which we state our requirements in advance to the ICA. 
They generate the local currency. 

Mr. Harpy. So that your direct-forces support now is a part of your 
military-assistance funds ? 

Colonel Looney. Yes. 

Mr. Harpy. And it is included in the $———— requested for this year? 

Mr. Avusurn. Except it was determined military end items would 
be financed under DOD budgets, and they define military end items 
as something taken off the ship and given to the military for direct 
use. In the past wheat and cotton were brought in and processed into 
flour and cloth and were called direct-forces support. Now we have 
those two products in our ICA program. 

Mr. Harpy. They are local currency generating items that go to 
supporting the forces? 

Mr. Ausurn. That is right. 

Mr. Harpy. To go back to what we used to call direct-forces support, 
which we don’t have any more, the items in the military-assistance 
budget listed as Construction and Consumables; is that what used to 
be direct-forces support ? 

Colonel Loonry. That is correct, with the exception of the wheat and 
cotton. 

Mr. Harpy. That used to fall in the category of direct-forces 
support ? 

Mr. Avsurn. That is right. 
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Mr. Harpy. Defense support as used in your budget, then, does not 
include any item that goes directly to the defense effort ? 

Mr. Avusurn. That is substantially correct. They use the term as 
opposed to the military end item which has no common use purpose. 
They have included wheat and cotton in the ICA program to meet 
both military and civilian requirements for these two commodities. 

Mr. Harpy. Suppose you are going to build a road that has a certain 
military significance. Where would that go? 

Colonel Loonry. We have among our construction projects what is 
known as the Defense Road Map. That appears in our program and 
2 financed with money we have previously requested ICA to generate 

or us. 

Mr. Harpy. And that type of thing would not be included in defense 
support ? 

Colonel Looney. No. That is part of our construction and consum- 
ab'es program. 

Mr. Harpy. Then, as used in this program, defense support is almost 
exclusively economic assistance which has the support of the defense 
activities only as an indirect result ? 

Mr. Ausurn. That is the way it is defined, having indirect sup- 
port to the military. 

Mr. Harpy. That makes the definition of defense support here dif- 
ferent from what it is in other countries. 

Ambassador Ranxrn. I hate to interrupt, but we have to leave to 
see President Chiang Kai-shek. 

Mr. Harpy. I think if we come back for a very brief period, we could 
dispose of the other questions. 

(Thereupon, at 9:55 a. m., the Ambassador and members of the 
committee left to confer with President Chiang Kai-shek. At 10:35 
a.m. they returned and the hearing was resumed, as follows :) 

Mr. Harpy. We were discussing this matter of defense support as 
differentiated from direct-forces support or the so-called “construc- 
tion and consumables” in the military-assistance budget. 

Mr. Brownson. Mr. Chairman, does anyone know where that term 
came from ? 

Mr. Harpy. What term ? 

Mr. Brownson. This C. and C. thing. 

Colonel Looney. Where we first saw it was in a Department of 
Defense directive. They called it construction and consumables. 

Mr. Harpy. What does the Department of Defense have to do with 
it? The matter of military hardware actually is in the hands of the 
Secretary of State, who in turn delegated it to the team of the ICA, 
and it has now been delegated to MAAG, apparently, to prepare the 
budget. 

Colonel Loonry. The military program is submitted by MAAG 
through CINCPAC to the Department of Defense, and the Depart- 
ment of Defense has the responsibility for administering the mili- 
tary-aid program. 

Mr. Harpy. But the Director of ICA controls the end items, and 
sometimes you have a minor official in Washington telling you what 
to have and how to use it. Have you had that trouble? 

Colonel Loonry. No, sir. The items are based on the recommenda- 
tion we make. 





FOREIGN-AID CONSTRUCTION PROJECTS 857 


Mr. Harpy. I am glad you haven’t had that experience. 

Then the question of construction and consumables—is that what 
you call it ? 

Colonel Looney. Yes. 

Mr. Harpy. That is handled exclusively by the military people, 
and it is no longer a responsibility of any of the ICA personnel. 
Is that right ? 

Colonel Loonry. No, sir. We receive assistance from them, first 
on the value of this 1958 program, which is practically $——._ That 
is the United States dollar sign. In addition to that, there is a local 
currency which we use here for construction and consumables, which 
is the equivalent of approximately $———-. What we put in our 
program for 1958, which has not yet been approved, amounted to 
—— NT dollars. 

In the construction and consumables, under the Department of 
Defense guidance, we are to make maximum use of local materials and 
local facilities. What we cannot obtain locally are in the construc- 
tion and consumables on the dollar side and are included in our 
> 

Mr. Harpy. Then your Construction and Consumables are not 
included in the $———. 

Colonel Loonry. The local currency is not. 

Mr. Harpy. How much does that add to the $——? 

General Bowen. $———. 

Mr. Harpy. And that is derived from 

Mr. Brent. The defense support side, sir. 

Mr. Harpy. Where is that budgeted? Is that budgeted in your 
request ? 

Colonel Loonry. Yes. We make an estimate of what we will need 
in local currency, but our entire program, both local currency and the 
dollar sign, goes through channels to the Department of Defense and 
once it has received approval it comes back through channels. 

Mr. Harpy. Who budgets the item of local currency ? 

Mr. Ausurn. When we prepare the ICA program we do it in con- 
junction with MAAG. They give us the amount of currency they 
will need in the coming year and we determine our local currency 
availabilities and project it over that year. The first local currency 
available is more or less available to the military, then we develop our 
own program and at the same time program our own local currency. 

Mr. Harpy. Where does the $25 million commodity-generated fund 
show up in the budget presented to Congress ? 

Mr. Brent. In the ICA defense support component. 

General Bowen. We actually program for ——————— United 
States dollars. We try to find out how much we can purchase locally 
from the island, such as POL, cement, and other items. We subtract 
that from our budget and tell ICA we would like them to generate $25 
million in local currency. Our budget goes in then for only 





There was a new format this year that says we will now include as a 
secondary figure this local currency, but it will not be presented to 
Congress for an appropriation but they will then have the entire 
picture of what we are spending here. 
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Mr. Harpy. We have in your budget proposal a tabulation of the 
program of generating local currency, but it was difficult to see where 
it showed up in the bu dget presented to Congress. 

General Bown. It shows up in the defense support program. 

Mr. Harpy. Before we left a while ago, I believe you said you do 
have some road construction that is included in this Construction 
and Consumables that is budgeted in your direct military assistance. 
That is strictly a military road ? 

Colonel Loonry. The Defense Road Map is a military requirement 
to permit the movement of forces. 

Mr. Harpy. Which road is that? 

Colonel Loonry. That is our defense road map and it shows up as 
individual projects in our C & C program. 

Mr. Harpy. Does the military have any responsibility for deter- 
mining the roads to be constructed in the defense support phase of 
the program ? 

Colonel Loonry. Yes. We have a long-range plan showing the 
roads that are considered desirable to improve the defense of the 
island. 

Mr. Harpy. Let’s be specific. In the budget we are concerned with 
now, which is the 1958 budget, in that 1958 submission were there 
any roads included in the defense support budget at the request of 
the military ? 

Colonel Loonry. No. Defense support would be one the ICA side. 

Mr. Harpy. So that roads that are particularly important to the 
military are included in military support and the others are economic 
assistance; is that right ? 

Mr. Brent. Yes. 

Ambassador Rankin. Except that every road has some military 
significance. 

‘Mr. Brent. There are cases where we try to assess the military 
requirements, and in the North-South Highway there was such an 
assessment. 

Mr. Harpy. That was something unusual, I take it, rather than 
the customary ? 

Mr. Brent. To the extent possible we try to classify them as purely 
military or purely economic assistance. 

Mr. Harpy. In your operation here, the item of defense support is 
all substantially economic assistance other than the generation of 
local currency of $25 million ? 

Mr. Brent. Except we must recognize that any economic assistance 
is used to support the defense e ffort. 

Mr. Harpy. You could say that about our contribution to the 
Chinese Government, couldn’t you ? 

Don’t you have some educational items in your defense support? 

Mr. Ausurn. No. That is technical cooperation. 

Mr. Harpy. Then that is contrary to what we are doing in other 
places. You don’t have any specific items of contribution to health 
and welfare in your defense support? 

Mr. Avusurn. I think there is one project, a water works project, 
that is defense support and contributes to health, but it also has in- 
dustrial benefits. 
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Mr. Harpy. Do we make a direct contribution to the budget of the 
Chinese Government ? 

Mr. Ausurn. Yes. 

Mr. Harpy. Is that under defense support ? 

Mr. Ausurn. Yes. 

Mr. Harpy. Does that have any elements of such things as wel- 
fare? The budget support which we furnish to the Chinese is not 
per se a direct contribution to the military aspects, is it? 

Mr. Ausurn. To the extent that the budget is unbalanced; to the 
extent the receipts are not adequate for the expenditures. 

Mr. Harpy. That gets back to the question that I raised a while 
ago. Isn’t any item in the budget referrable to the defense budget? 

Mr. Ausurn. Defense support is defined as indirect support. That 
is the latest definition. 

Mr. Harpy. Where did you get that? 

Mr. Ausurn. Right from Washington, where it defines it in three 
pages. 

Mr. Harpy. It takes three pages? 

Mr. Brownson. Is that three-page definition classified ? 

Mr. Avupurn. No. 

Mr. Harpy. The new legislation uses the word “specifically” for 
defense support. Has anyone given you a definition of that word 
“specifically” ¢ 

Mr. Avusurn. In fiscal year 1957 the whole program was defense 
support. It proceeded from there to the new legislation where they 
put some under the Development Loan Fund and some under defense 
support. The way we have to look at it here is that defense support 
and economic development contribute to the economy in keeping up 
the advances that are required. 

Mr. Harpy. Wouldn’t that be true of any country where we have a 
military assistance program if we have economic assistance also? 

Ambassador Rankin. Yes. It is a matter of degree. In principle 
it is pretty much the same thing everywhere. 

Mr. Harpy. Just to button it up, I would like to repeat a question 
I think I asked before: 

What, if any, part does our MAAG group play in determining the 
specific projects that will be iaeteded: in your budget for defense 
support ? 

Mr. Brent. It works the other way, Mr. Chairman. 

Mr. Harpy. It can either be some or none. 

Mr. Bren. I would say none, because there seems to be no reason 
for it. If there were a reason for it there would be as much participa- 
tion as required. 

Mr. Harpy. I asked whether or not they do participate, and you 
say “No”? 

Mr. Brent. That is right. 

Colonel Loonry. With the exception of the cotton and wheat. Part 
of them go to the military and part to the civilian economy. 

Mr. Harpy. That enters into what used to be your defense support ? 

Colonel Loonny. Not those two items. 

Mr. Brent. They are consumed directly by the military. 

Mr. Harpy. You used to call that direct forces support ? 

Ambassador Ranxrn. That is correct. 
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Mr. Brownson. Did the staff go into some of the examples? 

Mr. Woops. You mean the end use checks? 

Mr. Brownson. Yes, the end use checks. They can do that by 
correspondence after we leave. I think we need some information 
on that. 

Mr. Harpy. Will you check with Mr. Brent and some of the others 
so that if there is anything more we need from here we can get it? 

Mr. Reppan. Yes. 

Mr. Harpy. Mr. Brent, last night you spoke about the possibility 
of revising and extending your remarks. If you find it desirable 
to do that, I wish you would submit them after we leave here. 

Mr. Brent. I don’t think that will be necessary, but we appreciate 
the opportunity very much. 

Mr. Harpy. I have two other questions. 

Mr. Ambassador, I would like to ask you to comment on this one. 
What effort are President Chiang Kai-shek and the Nationalist Gov- 
ernment making to keep the offshore Chinese together ? 

Ambassador Rankin. They spend a good deal of time, effort, and 
money on the matter. They have a Commissioner of Cabinet rank 
who travels around a good deal. As a matter of fact, he has been 
to the States recently. He travels in various countries, particularly 
of Southeast Asia, and they have various activities, many of which 
are conducted through the KMT party organization. That is par- 
ticularly true in the countries where they have no diplomatic or con- 
sular representation, and that applies particularly to the countries 
that have recognized Red China. 

There are a lot of so-called overseas Chinese schools in those various 
countries. They are key spots for influencing opinion, and the Com- 
munists have succeeded in taking over many of them. These people 
try to support them as best they can, and private American organiza- 
tions have helped them with textbooks and various things in an effort 
to keep out Communist textbooks. 

Something has been done on the economic side, but not very much. 
They would like to increase their efforts to that part of the world, 
and so many merchants are Chinese that it is an obvious possibility, 
but the Communists are coming in and offering goods at very low 
prices, probably at a loss, which makes it difficult for these people 
to compete. 

There is a good deal of broadcasting done here directed to the 
Chinese in southeast Asia. 

Mr. Harpy. In the event of open hostilities, what part would the 
offshore Chinese play ? 

Ambassador Ranxrn. That is hard tosay. Many of them are very 
simple people who have no particular political connections. They 
judge the questions according to how they are affected. If the locak 
authorities are pretty rough with them, as they are occasionally, and 
this government is not in the position to defend their interests, they 
apt to take a dim view of the government. 

Mr. Harpy. The Chinese scattered all over the world have main- 
tained a pretty sharp loyalty to the Chinese Government, but have 
they transferred that loyalty to this government, and, if so, will it 
stick ? 
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Ambassador Ranxin. A good many have kept it with this govern- 
ment, particularly among the better educated and more substantial 
business people in the area. But many of the 12 million Chinese in 
southeast Asia are very simple people with no ideology particularly, 
and they will be affected in the long run by which side they think will 
win. ‘That is where our side comes in. It is our side that will win or 
the Communist side. I don’t say that critically of them, but the knife 
is much closer to their throat than to ours, and we can’t afford to be 
on the wrong side. 

Mr. Harpy. Thank you very much. 

General, did you have a chance to give us a picture of what the 
actual figures are in the 1958 budget ? 

General Bowen. Yes. I will ask Colonel Looney to give you that. 

~e Harpy. Colonel, if you have a tabulation that might be all we 
need. 

Colonel Loonry. We have not received approval of our fiscal 1958 
program. We have gotten it for the Navy, which we got about 2 
daysago. There are some differences between what is on the approved 
program and what is on this sheet. The total program is somewhat 
different. 

Mr. Harpy. Is this sheet that we handed you substantially what you 
requested ? 

Colonel Looney. Substantially, yes. There are some differences. 

Mr. Harpy. And you were never advised of the changes that were 
made when it was submitted ? 

Colonel Loonry. No. It goes to CINCPAC and our representa- 
tives-sit with CINCPAC and review the items, item by item. When 
CINCPAC makes their recommendation to the Department of De- 
fense, they send us a copy of the program annotated which shows the 
changes made. We get it back from the Department of Defense in 
service increments. 

Mr. Harpy. I think if that is the situation maybe we need not 
bother with it now. 

General Bowen. We initially had in our program ——————,, and 
when we went to CINCPAC we decided to delete them. 

Mr. Harpy. Somebody put them back in. 

General Bowen. Yes. As I understand, those are in the Air 
Force inventory. And it is entirely possible—and this I am merely 
guessing on—that possibly they wanted those to be funded this 
year against the time they would deliver them to us in 1960. 

Mr. Harpy. They want to keep the fund in the pipeline for a 
couple of years. What kind of an arrangement is that? 

General Bowen. They want to use the funds. 

You asked about the T-33s. They are coming in. They were 
delayed because of nonavailability in the Air Force inventory. We 
in 1958 programed for T-33s to take care of the aircraft which 
we already would have had. 

Ambassador Ranxtn. The total program for military hardware is 
something that is always rather a mystery for us, but we understand 
there may be very good reasons for the way it is handled in Wash- 
ington. These MDA items are priced in many sundry and strange 
ways. We will get a destroyer for free because it is called a loan. 
But an obsolete aircraft will be priced at half a million dollars be- 
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cause it is on the inventory in that amount. So it is arbitrary, to 
say the least. 

Mr. Harpy. The thing that prompted me to ask the question was 
this. According to the tabulation furnished to the Committee, there 
were of these T—33s in the 1957 program. A total of 
were programed from 1950 to 1957, of which only had been 
delivered, which left a balance of undelivered. The question 
in my mind was why you asked for more for 1958 when you had a 
large number undelivered. 

General Bowen. Even if the initial request had been delivered, 
those additional would be the attrition factor. We were told that 
the initial request was coming at some time, that we would get them. 
Therefore, we asked for the additional aircraft to give us our attri- 
tion program. 

Colonel Looney. I can’t give you the entire figure on T-33s. 

Mr. Harpy. The thing I was concerned about—and I think I un- 
derstand it now—is why the were added. If the were 
slow in being delivered, I couldn’t see any sense in adding more. 

General Bowen. Many times we have had to submit our program 
before we knew what was going to be delivered in order to stay in the 
cycle. So we go on the assumption we will get them and we hope we 
will get them on time. If the initial request had suddenly come in 
and we had not planned for the attrition, we would be a year 
behind. 

Mr. Harpy. I think I can understand that. 

Just one other thought that wasin my mind. Do we have the figures 
on personnel strength in the various activities here ? 

Mr. Reppan. Yes. 

Mr. Harpy. In the various activities over here? 

Mr. Reppan. Yes. 

Mr. Harpy. Does anyone know what the total is? 

Ambassador Ranxrn. About 4,000, and an equal number of de- 
pendents. 

Mr. Harpy. What does that include? 

Ambassador Ranxrn. Everybody. There is a breakdown of them. 

Mr. Harpy. That is fine. 

Mr. Ambassador, I think that concludes what we have to cover in 
this short period of time, and I want to express appreciation to you 
and Mr. Brent and all your groups for making it possible to get as 
much information as we have in the short time we have been here. 

Ambassador Ranxrn. We appreciate your keen interest in what we 
have done, and we feel it will be very helpful when you go back to 
Washington. I see you have had and do have considerable interest 
in what we are trying to do. 

Mr. Harpy. In addition to expressing our appreciation for your 
helpfulness, I want you to know also how much we appreciate your 
hospitality and the little celebration we had last night. It was 
mighty nice. 

(Thereupon, at 11: 15 a. m., the hearing was adjourned. ) 
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(Part Il—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


MONDAY, NOVEMBER 18, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Saigon, Vietnam. 

The subcommittee met at 8: 30 a. m. in the CATO Conference room, 
Military Assistance Advisory Group, Hon. Porter Hardy, Jr. (sub- 
committee chairman) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Victor 
A. Knox. 

Staff members present: John T. M. Reddan, chief counsel; Walton 
Woods, investigator ; Phyllis M. Seymour, clerk. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy; Commander Ralph E. Elliott, Jr., United States Navy; and 
C. Hoyt Price, Department of State. 

American Embassy officials present: Ambassador Elbridge Dur- 
brow; Wesley C. Haraldson, counselor for economic affairs; and 
Nicholas A. Natsios, special assistant for liaison. 

United States Operations Mission officials present: Leland Bar- 
rows, director ; and Wesley C. Haraldson, deputy director. 

United States military officials present: Lt. Gen. Samuel T. Wil- 
liams, chief, Military Ranianidien Advisory Group( MAAG); Col. 
Edward Taylor, controller (MAAG); Col. Josef A. Prall, chief, 
operations control office (TERM); and Maj. James H. Nix, Jr., 
MAAG. 

United States Information Service official: Chester H. Opal, 
director. 

Also present: Senator Milton R. Young, accompanied by Gen. 
Robert Moore. 
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STATEMENT OF AMBASSADOR ELBRIDGE DURBROW, AMERICAN 
EMBASSY, SAIGON, VIETNAM, ACCOMPANIED BY LT. GEN. 
SAMUEL T. WILLIAMS AND COL. EDWARD TAYLOR, CONTROLLER, 
MILITARY ASSISTANCE ADVISORY GROUP; AND LELAND BAR- 
ROWS, DIRECTOR, UNITED STATES OPERATIONS MISSION, SAIGON, 
VIETNAM 


(Portions ef Ambassador Durbrow’s briefing were classified by the 
Department of State and were deleted from the record.) 

Ambassador Dursrow. Good morning, ladies and gentlemen, I will 
start off with a very broad brush picture of where we are basically on 
the political side and some of the progress made here and some of the 
problems we have ahead. 

I think I can say I am very lucky myself. I have a very fine staff 
on all sides. We have our discussions and problems and fight things 
out among ourselves, but we iron them out and I am very pleased 
1 have this very fine staff here, and they will do their level best during 
your short visit to help you and answer your questions and explain 
things the best they can. 

Now about the general situation here. 

In a little over 3 years the Diem government has overcome very 
serious obstacles and made remarkable progress, but much remains to 
be done before one can be assured that Vietnam can attain real stabil- 
ity, economic soundness and security. 

On the progress that has been made: 

From almost hopeless chaos 3 years ago, lack of military strength, 
strong Communist and armed sect opposition, in a country torn by 
occupation and war for over 12 years, Diem has gained the upper 
hand over the Communists and sects. He has brought relative secu- 
rity to the entire country, while 3 years ago he was not in full control 
of Saigon itself. 

He has ousted the emperor by an overwhelming plebiscite; pro- 
claimed a republic; held elections for a constituent assembly ; adopted 
a basically democratic constitution; built up, basically with United 
States advice and aid, an effective modern army; introduced a land- 
reform program ; resettled over 800,000 refugees from the Communist 
north, largely by effective use of United States aid; repaired, tempo- 
rarily at least, and opened up internal communications; started a reset- 
tlement program to place people from crowded areas in unoccupied 
lands in the High Plateau and Delta areas. 

He instituted this resettlement program basically for strategic, secu- 
rity, and economic reasons. 

He has increased the prestige of Vietnam by official trips to the 
United States and neighboring countries in Asia. During these trips 
he has used his influence and experience to expound the dangers of 
communism, and he has made it clear that he has staked his future 
with the free world. 

Now about some of the problems ahead. 

Although Diem has brought a large measure of security to the coun- 
try, the Communists and sect remnants have regrouped and stepped 
up their terrorist activities in the past several months, and the Com- 
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munists are infiltrating down the sparsely inhabited Mekong Valley 
and are becoming fairly active, particularly in the south. 

For this reason, he still has to use a considerable number of his armed 
forces and a large number of his police force to carry on pacification 
work. 

Because of the terrorist activities in the fertile Delta area, the 
peasants, through fear or intimidation, cannot till their fields prop- 
erly and thus produce more rice and other products with which to 
raise the standard of living further and increase exports. 

Because of his conviction that it is essential for security and eco- 
nomic reasons to place loyal citizens in the unoccupied border re- 
gions, he is devoting much energy and money to the resettlement 
problem. This and strategic military reasons have compelled him 
to devote much effort and money to building essential road communi- 
cations in these areas. In other words, instead of having to build 
most of his strength toward defending the narrow 17th parallel—that 
is the demarcation line between the Communist part of Vietnam and 
the non-Communist part—against the Communists, the increasing 
Communist influence in Cambodia and Laos has forced him to change 
his strategic concept by strengthening his defenses along the Western 
frontier. 

In 1954, when the Geneva Accords were signed, Cambodia was ex- 
pected to be basically with the West, and so was Laos, and the main 
thought was to be sure the Communists didn’t cross that narrow 17th 
parallel. Since then the situation has changed quite a bit. 

We have to take into consideration the fact there will be an elec- 
tion in Thailand shortly, and we are not too sure how that will turn 
out. It may turn out to be aoa leftist. 

Today, incidentally, there will be a new coalition government 
formed in Laos which, if the predictions turn out, I am sorry to say, 
probably will include two pro-Communists. 

Therefore, with these developments—the uncertainties of the com- 
ing Thai elections; the probable formation of a coalition government 
in Laos which includes pro-Communist elements; the weak neutral- 
ism in Cambodia and the fact that all the countries on the mainland 
of South and Southeast Asia, except Malaya, are neutralist or may 
eventually lean in that direction—the country of Vietnam might find 
itself as being the only country in this part of the world—South and 
Southeast Asia—that 1s 100 percent tied to the Free World, and it will 
be isolated in that sense. 

This serious and fundamental situation has caused Diem to devote 
most of his attention and energies once again to security and sur- 
vival problems. It is basically because of these fairly recent develop- 
ments that he has not found the time or had the inclination to think 
through and make decisions on certain fundamental economic and 
social problems. 

Nevertheless, in the last year or so he has instituted new additional 
taxes which have resulted in a balanced budget; he has been able to 
permit the export of about 200,000 tons of rice this year; he is mov- 
ing ahead, but slowly, with his land reform program; he is work- 
ing out a more realistic system of export and import prices; he has 
adopted some important budget reforms; and he is working out meas- 
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ures to permit peasant and refugee settlers to acquire title to the land 
they occupy ona gradual payment basis. 

But he must, as soon as he sees his way clear on the basic security 
problems, if not sooner, make some further fundamental decisions on 
the economic and social front, such as the establishment of modest but 
essential industries, for example, glass and bottles, textiles, cement, 
sugar refinery, et cetera, that will help him cut down his imports and 
the drain on foreign exchange. 

He is not pressing for such things as steel mills or locomotive works 
or anything on that grandiose scale. He is not asking for that. 

He must also liberalize the economy by removing some of the exist- 
ing controls which are no longer necessary; and since rubber is one 
of the most important export items, he must adopt a firmer policy 
concerning rubber production. 

Diem knows this, but he has pointed out to us on many occasions, 
and will probably point it out to you today, that “If we don’t have 
assurances on the security front, what good will it do to build up the 
economy only to have it destroyed by Communist terrorists?” 

One of the reasons for his reluctance to make some of the decisions 
on the industrial front, in particular, and the economic front as well, 
is that he has a basic distrust of the French, who control a considerable 
part of small industrial development in the country, and his distrust 
of the Chinese, who control a large part of the retail and wholesale 
trade, as well as rice milling and transportation. He does not wish, 
by any action he takes, to increase their hold on the economy. He 
wants to wait until, as he hopes, Vietnamese can gain the upper hand 
in these fields. This will not happen overnight. 

Diem is a devoted, honest, hard-working nationalist with a fine un- 
derstanding of the internal political situation as well as the interna- 
tional political picture, particularly in Asia; but because of his 
preoccupation with these matters he moves slowly in these fields. 

In any event, he is by experience and conviction a confirmed anti- 
Communist. He started working against the Communists as far back 
as 1931. He resigned as Minister of Interior for the Imperial Gov- 
ernment of Annam in 1933 because the French refused to liberalize 
the government. In the last war one of his brothers was assassinated 
by the Communists. As I said, he is 100 percent anti-Communist. 

He has cast his lot with the Free World and deserves our backing, 
within reason, as one of the leaders on mainland Asia who is honest 
and a firm believer in the dignity of the human being as opposed to 
the materialist atheism of totalitarian communism, as he has recently 
emphasized in his public speeches in Thailand, Korea, and particu- 
larly India. 

That is a rough outline of where we are. I would rather answer 
questions than go into detail as to where we are. If I can’t answer 
your questions I will ask members of my staff to help me out. 

Mr. Harpy. I certainly thank you, Mr. Ambassador, for your 
helpful presentation. 

You spoke about Diem deserving our backing. On the basis of 
his performance to date, I would agree with that. However, some 
of us are wondering whether the support we are giving him, and, for 
that matter, the support we are giving throughout Southeast Asia, 
will actually achieve United States policy goals. Is there a possi- 
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bility that we are, by supporting these countries, merely building 
opportunities for the Communists to take advantage of at some future 
date / 

Will you comment on that? 

Ambassador Dursrow. I will, sir. 

I think in Vietnam, for the reasons I have touched upon, Diem 
personally and I think all his ministers, are convinced that com- 
munism is something they simply cannot put up with. 

I think you get a real understanding of communism much better 
in a country lke Germany, where it is split into East and West 
Berlin, and like Vietnam, where it is split into North and South 
Vietnam, where people have lived under communism and understand 
it. I think Diem and his ministers are 100 percent with the West 
and will do all they can, first of all, to keep the country from going 
Communist, and to back us up in our policies in this part of the 
world. That doesn’t mean he will back up everything we want him 
to do, but he is basically on our side from the cold-blooded stand- 

oint of himself and his best interests as well as being with the 
West ideologically. 

Mr. Harpy. Well, I don’t quarrel with Diem for not backing us 
on all of our policies. We certainly are not right on everything all of 
the time. The point I am trying to get at is this: Granted that 
Diem is anti-Communist and that his cabinet appears to be anti- 
Communist. Suppose, however, there is defection among his cabinet. 
What happens then? Can we actually rely on his government to 
continue their anti-Communist position, or do we face the possibility 
of defections within the government that will tear down everything 
we do? 

Ambassador Durnrow. Diem is very firm. He says that until his 
people learn more about administration and so forth, he has to spend 
more time on matters that are not necessarily on the Presidential level 
than he would otherwise. As of the mcment and in the foreseeable 
future, I think he will see to it that there is ne defection in his cabinet. 

Mr. Harpy. I hope he is successful. 

Ambassador Dursrow. We do, too. 

Mr. Harpy. You said that the security problem is less on the line 
separating North and South Vietnam than on the line separating Laos 
and Cambodia. What, if anything, can and should we do to try to 
improve the situation in Laos and Cambodia that we are not doing? 

mbassador Dursrow. I know our missions over there are doing all 
they can. First of all, the fundamental thing, in my estimation, is to 
see that these countries remain independent and do not go behind 
the Bamboo Curtain. 

We are trying, not with great success, to improve relations between 
Cambodia and Vietnam. Relations between Vietnam and Laos have 
been quite good. Probably this coalition government in Laos will 
include two Pathet Lao provinces which, since 1954, have been under 
the Communist control of Vietnam on the north, as well as Chinese 
influence. So it is not easy to make good relations between those two 
countries and this country, but we are working on it. 

Mr. Harpy. You mentioned the Red Chinese trade missions to Cam- 


bodia. What should, and can we do, to reduce the effectiveness of 
those missions ? 
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Ambassador Dursrow. I am sorry, I am not too familiar with the 
problem there. I know we are doing what we can to try to counteract 
that. 

Mr. Harpy. I was thinking of it in terms of its potential impact on 
the security of Vietnam. 

Ambassador Dursrow. What we are trying to do on that score is 
to induce both countries to get together so that they will put into effect 
an agreement to cooperate with the military on both sides of the 
frontier to wipe out communism, particularly in the Delta area. 

Mr. Harpy. Thank you. Any questions, Mr. Reuss? 

Mr. Reuss. About President Diem’s domestic political arrangement 
and the amount of tolerance of the opposition, my impression is that he 
is quite remarkably democratic but by no means 100 percent demo- 
cratic, and my question would be this: 

In your opinion, in view of the siege nature of Free Vietnam at 
present, would our national interest be advanced or retarded if Diem 
could be persuaded or on his own would grant a higher degree of 
political expression than now exists? 

Ambassador Dursrow. Diem has gone through what I think is a 
very healthy beginning step. He has had an assembly elected and 
a Constitution adopted that resembles ours in a way, although they 
have just one house. 

They have from 20 to 40 percent literacy. Statistics in this part 
of the world, you will learn, are a guess and that is about all. But 
with the base he started on he cannot, I do not think, at this stage 
freely allow opposition to grow helter-skelter like the French did. 
But he has, by this assembly—they meet, they debate, they pass laws, 
they have their committee meetings, and I look on that as a very 
healthy sign or start in teaching the people and their administrators 
on the legislative side how to operate in a democracy. 

Mr. Reuss. Thank you. 

Mr. Harpy. i would like to follow that up, in view of the fact you 
and I had a little discussion on that general subject on the way from 
the airport yesterday. Do I understand from your response to Mr. 
Reuss that it is your opinion that actually there is opportunity for 
about as much expression on the part of the populace generally as is 
possible at the present time ¢ 

Ambassador Dursrow. Basically, yes. 

Mr. Harpy. So that we have to improve the comprehension of the 
populace generally ? 

Ambassador Dursrow. Yes. 

Mr. Harpy. And do you feel that progress is as good as can be 
expected considering the temperament of these people ? 

Ambassador Dursrow. It could be better, but when you think of 
the way they started, with no conception at all, it is my experience 
in this whole part of the world—it took us a long time to develop 
our democracy and they started so far behind here you cannot expect 
too much in a hurry. 

Mr. Harpy. Senator Young, do you have any questions? 

Senator Youne. Yes. 

Do the people here really appreciate independence to the extent they 
are willing to fight communism ? 
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Ambassador Dursrow. I think that is one of the problems, that 
they were held under the French about 100 years and their national- 
ism is one of our problems. The Communists occupied from Tay 
Ninh up that coastal area in there to Quinhon for about ten years. I 
think those that came down came down to get away from communism, 
and I think a large part of them want their independence and are 
willing to fight for it. I think General Williams will tell you of the 
fine spirit of the Vietnamese Army. They didn’t have any army 
before. They were strictly coolies. They are working very hard and 
trying to learn to defend themselves militarily. 

I think I should add one thing. I have been here just a few months, 
but from my experience and observation and talking to others, I find 
the Vietnamese are very hard-working. They are not afraid of work, 
and to me that is an important sign. 

Senator Younc. When we were over in Cambodia I learned they 
were getting help from Red China and Soviet Russia, and that kind of 
situation usually pays off pretty well. 

Ambassador Dursrow. We have reports indicating that some peo- 
ple, so-called intellectuals, are saying, “Maybe we can play a double 
game and get something from the United States and from Red coun- 
tries,” but they understand and respect the necessity of fighting com- 
munism. As long as we can, with reasonable aid and assistance, help 
them maintain their army, I don’t think there is any chance of their 
playing this double game. 

enator Youna. As you know, public opinion in Congress is lean- 
ing toward the cutting of the foreign aid program. Is any attempt 
being made to get an understanding with the Vietnamese people that 
they must cooperate with the United States in the handling of funds 
alloted to them, 

Ambassador Dursrow. I think we start almost every conversa- 
tion—in fact, President Diem arrived in the United States in May 
when Members of Congress were raising some very pointed questions 
about the cost of foreign aid—and from President Eisenhower on 
down they were very frank with Diem and he got the flavor that the 
United States Government expected them to pull themselves up by 
their own bootstraps as much as they can, and we remind him of that 
all the time. 

But we must face this fact, that whatever little industry was in 
Vietnam before it was cut in two by the Geneva accords was in the 
North. There are not many natural resources in South Vietnam 
except rubber and rice, and they have a timber industry on which 
a survey is being made to see what can be done there. They need 
roads and entrepreneurs, and so on. Because of 10 years or more of 
occupation, getting them back to production will take some time. So 
if we want them on our side in this part of the world, we will have 
to continue supporting them for several years from now. 

Senator Young. Just one more question. 

I suppose some of the people here have a pretty good income. Is 
the Vietnamese Government able to collect any taxes from these 
Chinese business people here, for example? 

Ambassador Dursrow. That is one of the things Diem is doing. 
You have heard of his rough treatment of the Chinese—not as rough 
as the newspapers say sometimes—but the purpose was twofold. One 
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was that the Chinese, as in many countries in this part of the world, 
control the wholesale and retail trade of the country. They have 
been here since the French arrived. I don’t know what the number 
is, but figures go from 600,000 to 800,000 Chinese out of 12 million 
ee in the area. They have a pretty strong hand in the economy. 

Jiem wants all these people to become Vietnamese citizens, especially 
those born here. He is depriving those that do not become citizens 
of certain basic occupations. He is trying to get them under the 
same rules as the Vietnamese so that if some day Red China is recog- 
nized by the United Nations and so forth, Red China can’t say, “You 
can’t arrest this man; he is a citizen of our country.” 

The other purpose "is that he wants to make sure that they learn 
the language and really become a part of the population here. 

Senator Youne. If a Chinaman is a noncitizen of Vietnam he has to 
pay taxes as well as a citizen ? 

Ambassador Dursrow. Yes, he has to pay taxes. Diem put in new 
taxes this year. 

There are not very many rich people in this country. 

Mr. Barrows. Most of the income tax is paid by foreign corpora- 
tions and it is not well developed for individuals. The Vietnamese 
who are landowners, for the most part their land has been without 
their control so much in the last 10 years that they don’t get much 
income from their land. I think they are doing a good job on indi- 
vidual income taxes. 

Senator Youne. Thank you. 

Mr. Harpy. Mr. Meader. 

Mr. Meaver. Along the line of Senator Young’s inquiry, could you 
be more specific about the prospects of Vietnam becoming economically 
self-sufficient ? 

Ambassador Dursrow. I will ask Mr. Barrows to answer that. He 
knows those facts and figures better than I do. 

Mr. Barrows. The main obstacle to their becoming economically 
independent is that they are carrying a heavier burden for the milli- 
tary than they are able to bear either now or in the foreseeable future. 
The country should be self-supporting once they get their agriculture 
back into full production and if they can find an export market for 
their rice. But they can’t support the army of 150,000 men, plus the 

olice forces they have, with any income they will have in the foresee- 
able future. If we could have a cutback of those forces to the number 
in Thailand or in the Philippines, then you might expect economic 
independence in 6 or 7 years, but I don’t think that cutback can come, 
because even though this is a heavy burden for these people, it is 
only about half the forces that the Communist part of Vietnam has. 

Mr. Brooks. Mr. Chairman. 

Mr. Harpy. Mr. Brooks. 

Mr. Brooks. The key to the future for this country seems to be an 
increase in the rice production to increase their exports. Where will 
they export it to? Is there any assurance there is an export market 
for this rice at a price they can make money on # 

Mr. Barrows. I don’t think there is any assurance on that. That, 
of course, is one of the really big questions. I believe if they had had 
more rice to export this year they could have done so. I think they 
could have exported 400,000 tons of rice. But whether they can get 
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back to 114 million tons which they exported before the war is ques- 
tionable. That was the figure before the war. 

Ambassador Durrrow. I noticed in the FAO meeting in Rome the 
other day it was said that with the increase in population in the world 
all kinds of production must be increased to feed the population of 
the future. There is that prospect. 

Mr. Harpy. I remember 2 years ago the Department of Agriculture 
at home became concerned about the increase in population and got 
out this pamphlet on full production, and we are still accumulating 
the surplus commodities. 

Mr. Barrows. What I mean by that is if our own surpluses should 
diminish, that will open up a new market for these people. I am only 
saying that if we don’t have surpluses any longer in rice. I don’t 
know what the situation is in the United States, but I had the im- 
pression that our production was not holding up there. 

Mr. Brooks. I think our production is holding up. We have a sur- 
plus of rice. We raise a lot of rice in Texas and Louisiana and Arkan- 
sas, and it is a problem there. The export market is decreasing for 
American rice. 

Mr. Harpy. I hate to interrupt, but we are running behind sched- 
ule now. I have a little quickie to follow up on: 

There has been some expressed belief that in some countries our 
aid has made the recipients a little lazier and maybe increased indo- 
lence. Is there any possibility that if we increase our aid here we 
might encourage the local population to be less ambitious? 

Ambassador Dursrow. I don’t think so. We have so very much to 
do here to make up for the damage in the last 15 or 20 years that I 
have not seen signs of that yet. They are hard-working people and 
in the few months I have been here I have not seen any tendency of 
that. 

Mr. Harpy. Some people have thought that we did that very thing 
at home with the WPA, and I certainly hope we will watch that over 
here. Otherwise we will prolong the period of economic difficulty. 

Ambassador Durprow. I agree with that, sir, 

Mr. Harpy. I certainly thank you. 

Senator Youna. I wonder if I could ask one more question. 

Mr. Harpy. Yes, Senator Young. 

Senator Youne. You said they were maintaining double the forces 
in North Vietnam that are being maintained in South Vietnam. 
What is the reason for the difference? Are the people of North Viet- 
nam better able to hold their forces than in South Vietnam ? 

Ambassador Dursrow. General Williams will comment on that. 

General WiitiaMs. I think possibly the reason they have more 
forces up there is because of the type of government they have and 
the aid they get from China and Russia, plus the fact they very likely 
don’t pay their soldiers the way they pay them here. 

Ambassador Dursrow. The Soviet attitude is, “The people be 
damned. We will have soldiers and that is that.” They treat their 
soldiers pretty well. The rest of the people pull their belts a couple 
notches, but the soldiers are treated pretty well. 

Senator Youne. Thank you. 

Mr. Harpy. Thank you very much. 

General Williams, will you make your presentation ? 
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General Witu1AMs. Yes. 

Mr. Harpy. Go right ahead. 

(Portions of General William’s briefing were given a security classi- 
fication by the Department of Defense and have been deleted from the 
record. 

eure Witurams. Mr. Chairman and gentlemen, the purpose of 
this briefing is to familiarize you with the mission, organization, and 
activities of MAAG Vietnam. 

The United States MA AG here in Vietnam is a military type MAAG 
with both a training and logistics mission. Our training mission in- 
cludes the training of all military forces of the Vietnamese Army, 
Navy, and Air Force. 

Since the signing of the Geneva accords in July of 1954, there have 
been four general areas in which this MAAG has found itself an ex- 
ception to normal MAAG operations throughout the rest of the 
world. 

First: We operate under an international ceiling on the number of 
military personnel who can be on duty here at any one time. When 
the Geneva Accords were signed, there were 342 military personnel on 
duty with this MAAG. Article 16 of these Accords precluded the 
introduction into this country of additional foreign militery person- 
nel. 

Second: While most MAAG’s are concerned with the inshipment of 
MAP equipment, we are additionally concerned now, in the after- 
math of the Indo-China War, with the location and outshipment of 
material which is excessive to our needs. This situation was created 
by the reduction in force in Vietnam after the Indo-China War. The 
reduction in strength created huge quantities of property which was 
excess to our needs. This excess equipment is being shipped to other 
MAAG’s throughout the world as rapidly as it can be located and 
assembled in depots. 

Third: Our training mission here has not always been unilateral. 
Prior to April 28, 1956, we were associated with the French in the 
matter of training the Vietnamese Army, Navy, and Air Force. On 
April 28, 1956, the French High Command was dissolved and that 
relationship ceased with respect to the Army but continued with 
respect to the Navy and Air Force until June of this year. The French 
ceased all training support in May of this year and this MAAG 
assumed the responsibility of training the Vietnamese Navy and 
Air Force. Currently, this MAAG is training all military forces of 
Vietnam. 

Fourth: While most MAAG’s are concerned with building up a 
country’s forces to an approved force level, this MAAG has been 
concerned with reducing the forces of Vietnam down to an approved 
force goal. This condition was created by the large number of mili- 
tary personnel on duty immediately following the Indo-China War. 
This is neither a problem nor an exception at this time because the 
problem has been solved. It has been a considerable problem from 
both financial and organizational aspects. 

This MAAG is organized on a functional basis to accomplish the 
mission assigned. I have a deputy for training and deputy for logis- 
tics. There are five divisions within the MAAG structure. We havea 
Joint Service Support Division which provides for the normal house- 
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keeping functions necessary in this country. My Comptroller Division 
is performing a dual function. It monitors the Direct Aid Program 
and assists the Vietnamese in training their budget and fiscal per- 
sonnel. The Combat Arms and Training Organization Division (short 
title CATO) performs standard general staff functions for its re- 
sponsibilities. It also supervises the activities of the American ad- 
visors in the field. The Navy and Air Force divisions are providing 
advisors and guidance to their respective counterparts in the forces 
of Vietnam. 

I have mentioned field advisers being with Vietnamese units. We 
have American advisers located with all major units to include mili- 
tary schools. These advisers work on a day to day basis with their 
Vietnamese counterparts, offering suggestions and advice relative to 
American training policy and supply procedures that have been estab- 
lished here. If they reach an impasse with their Vietnamese counter- 
part on any particular subject, it is immediately reported to my head- 
quarters and a satisfactory solution is worked out. 

In order to provide training recommendations to the Vietnamese 
forces, some factors which are perculiar to this part of the world and 
to this country in particular had to be considered. 

Rail communications throughout South Vietnam are extremely 
limited. This country does not have a complete rail network. A great 
deal remains to be done in this field. You will notice the gaps on the 
map. They have not been repaired since they were destroyed sometime 
ago. 

The airfields in this country are also limited. Most of existing fields 
would not be acceptable by American standards. 

In addition to providing training and organization recommenda- 
tions, one of the first problems of this MAAG was to get an education 
program started to train key individuals. A large offshore school pro- 
gram was planned for Vietnamese officers and noncommissioned of- 
ficers to attend military schools in CONUS. 

In addition to the offshore program, the Vietnamese have schools to 
train individuals in all activities here in South Vietnam. Graduates 
from the CONUS offshore schools are assigned as instructors in Viet- 
namese schools, when possible. Through this process, we get a double 
dividend on funds expended. 

To train the Vietnamese Army units, this MAAG prepared and 
recommended to the Vietnamese an army training program. This pro- 
gram is very similar to the program used to train United States Army 
units, however, it does include more field work. The training situation 
is encouraging. The Vietnamese soldier basically is a very good 
soldier. ; 

As to the Vietnamese Navy. The French traditions in the Viet- 
namese Navy are very strong. French procedures are used to a large 
degree due to a variety of reasons. Probably the most important 
reason is that all the senior naval officers are graduates of French 
naval schools. 

As to the Vietnamese Air Force, prior to June of this year the Air 
Force as well as the Navy was trained by the French. 

Through the continued assistance of MAAG implementation of the 
Military Air Program, the Vietnamese Armed Forces are making 
considerable progress. : 
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A selective service system has just been started and is progressing 
satisfactorily. This will enable the country to gradually build up a 
reserve force. 

That is a very, very brief briefing of what this MAAG is doing, and 
not knowing exactly what the committee is interested in, I will stop 
there and take up any specific questions. 

Mr. Harpy. Thank you, General. I appreciate that comprehen- 
sive statement. 

You spoke of a dual function here with respect to equipment, inship- 
ment and outshipment. What is the type of equipment that you are 
redistributing or outshipping ? 

General Wriuiams. Almost everything imaginable. When the 
French were here we shipped in large quantities of all sorts of ma- 
terials, World War II stuff, jeeps, artillery, and things of that nature. 

They had 250,000 Vietnamese troops under arms and a little short 
of 200,000 French troops. That has been reduced. 

Mr. Harpy. The existence of that material puts us on a rather se- 
lective basis with respect to the specific items of military hardware in 
your budget, because you certainly would not be bringing in anything 
you already have here. 

General Wiuu1aMs. That is correct. 

(Discussion off the record between Chairman Hardy and General 
Williams.) 

Mr. Harpy. The only question in my mind was simply this: Ob- 
viously there must be some program to train replacement pilots. 

General Witi1aMs. There is indeed. 

Mr. Harpy. What are you training them with? 

General Wixtiams. We are training our Vietnamese pilots in the 
United States now. All the Vietnamese pilots prior to June of this 
year were trained in France. 

Mr. Harpy. Is it correct to say that all replacement Vietnamese 
pilots are being trained overseas ? 

General Wixttams. Right now I would say that is correct, yes. 
Of course you are speaking about new pilots? 

Mr. Harpy. Yes. I am talking about replacements. 

General Wituiams. That is being done overseas, that is right. 

Mr. Harpy. With respect to the 1958 budget for military end items, 
was that budget prepared here in your headquarters ? 

General Wiutiams. No. That budget is prepared by the Vietnam- 
ese with our guidance, and then that budget is reviewed in this head- 
quarters. 

Mr. Harpy. You mean the Vietnamese prepare the budget for Viet- 
namese military end items to be furnished under the Military Assist- 
ance Program ¢ 

General Wiit1ams. No. We do that here. 

Mr. Harpy. You prepare that here. Do you know whether the 
budget which you submitted was substantially that which was 
approved by Congress ? 

yeneral Wii1aMs. I am under the impression there was very little 
difference. May I ask my controller? 

Mr. Harpy. Yes. 

General Witi1AMs. My controller says we have not received official 
information as to whether our 1958 budget was approved or not ap- 
proved. 
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Mr. Harpy. Congress passed an appropriation bill and an authori- 
zation bill sometime ago and they haven’t told you yet what you will 

t? 

General Wuu1aMs. That is correct. 

Mr. Harpy. Have you had any indication of any appreciable 
change ¢ 

General Wituiams. No. 

Mr. Harpy. You have had no advices at all ? 

General Witu1aMs. The question has not been raised, and as a mat- 
ter of fact it has caused me no disturbance at all. 

Mr. Harpy. I had understood there were a number of tanks that 
were left over which stood on the docks here a long time. Did you 
have to send them out to be rebuilt ? 

General Witu1aMs. We have sent no tanks out to be rebuilt. 

Mr. Harpy. You have shipped out a good many tanks, haven’t you? 

General WitiiaMs. I can’t give you that figure. 

Mr. Harpy. Can we find out about that / 

General WittiaMs. Yes, indeed. 

Mr. Harpy. I would like to ask you to get somebody to check that 
and find out what did go out and whether they were a type that was 
not suitable, or what the situation was with respect to that. 

(veneral WILLIAMS. Yes, sir. 

Mr. Harpy. In the military budget there is an item for “Construe- 
tion and consumables.” What are the major items in that? 

General Wiiiiams. May I ask my controller, Colonel Taylor, to 
answer that. 

Colonel Taytor. It covers such things as food and clothing. 

Mr. Harpy. How much is for construction and how much for sub- 
sistance items ? 

Colonel Taytor. I don’t have those figures here, sir. 

Mr. Harpy. Do you have that information ! 

Colonel Taytor. Yes. I can get that shortly. 

Mr. Harpy. I wish you would get that and give it to us this after- 
noon. 

The two big items in your budget as submitted were “Construction 
and consumables,” $———— and “Other,” $———_. 

Colonel Tayior. Other ? 

Mr. Harpy. Yes. I take it that is your miscellaneous category. 
What are the major items ? 

Colonel Taytor. We will get that for you. 

Mr. Harpy. I wish you would. 

In a total budget of $————,, something like $————- falls in these 
two categories of construction and consumables and other. We would 
like to find out approximately what the breakdown is. 

Senator Youne. Could I be furnished with a copy of the same 
figures ? 

Mr. Harpy. Asa matter of fact, Senator, if you like we will be glad 
to see that you have a copy of this part of the material. 

Senator Youne. Thank you very much. 

Mr. Harpy. Another general question. 

Of course the direct military assistance request in the budget would 
necesgarily be prepared in your office for the hardware items and these 
items we have Just been concerned with. 
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There is a second grouping of defense support. What, if any, 
responsibility does your office have in respect to developing the budget 
for defense support ? 

Excuse mea minute. Mr. Meader wants to ask a question. 

Mr. Meaper. You mentioned the outshipment of some $———— worth 
of military supplies that were shipped in here between 1950 and 1954 
for the Indochina war. I think the total sum was $———. Did 
any of those military supplies fall in the hands of the North Viet- 
namese ¢ 

General WituiAMs. I couldn’t say. 

Mr. Meaper. Of the remaining supplies shipped in for that war, 
do you have any record of how much the French took out? 

General WiLiiAMs. ‘No. 

Mr. Meaper. Or how much was captured ? 

General Witi1AMs. We do not. 

Mr. Meaver. Do you know how much remains to be shipped out? 

General Wittiams. We do not. We are in the process of finding 
that out now. 

Mr. Meaper. I was going to ask, if you had such figures, if we could 
have them. 

Mr. Harpy. Somebody must have that information. 

Mr. Brooxs. You pointed out these people would have a rough 
battle with the Communists if there was an all-out fight, and would 
undoubtedly need some help in order to be successful in a war with 
them. 

General Wiiu1AMs. That is right. 

( Discussion off the record. ) 

Mr. Brownson. Have you seen the article in “The Reporter” maga- 
zine of September 19, 1957, written by David Hotham ? 

General Witi1AMs. No, sir. 

Mr. Brownson. We have been interested in whether some of the 
money indicated under defense support in the budget justifications 
submitted to Congress is properly fababid or whether it should be 
labeled economic aid or technical assistance. We have had a feeling 
such as the author mentions in this article where he says: 

I was much struck recently by a remark made to me by one top American aid 
administrator in the area: “If I want to put through a new project,” he told 
me, “I call it ‘defense support’ and not ‘economic aid.’ It is much more likely 
to be approved by Washington.” If this is the attitude of Washington, it re- 
veals a fatal lack of appreciation of the Asian viewpoint. 

What we are interested in finding out is, do you have a chance to 
screen what is going in the budget submission as defense support? Is 
that submission made with your approval 

General Wixtriams. Insofar as it goes out with country team ap- 
proval, yes, sir. 

Mr. Brownson. I wonder if what goes out with country team ap- 
proval has any relation to what goes to Congress ? 

Mr. Barrows. I think it does. 

Mr. Harpy. Do you have any personal knowledge that it does? 

Mr. Barrows. I think it does in the case of defense support, yes. I 
haven’t recently read over the document you have before you, but I 
have seen it and I am sure the basic submission you get is the same. 
Later I will tell you what we submitted, and then we can compare 
the two. 
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Mr. Brownson. Have you seen these documents (indicating) ? 

Mr. Barrows. Yes, but not recently. 

Mr. Harpy. You are the first one we have talked to who has seen 
them. Where did you get them? 

Mr. Barrows. From Washington. I can get my copies and show 
them to you. 

Mr. Harpy. You don’t have to do that. I was just curious to know 
where you got them. 

Mr. Barrows. We are working on the adjustments that are neces- 
sary. Ina certain sense that is background. ; , et 

Mr. Brownson. What I was particularly interested in establishing 
was whether the General, in his role on the country team as the head 
of MAAG, had a picture of what was going in as defense support, and 
whether the defense support as it went in had any resemblance to what 
was finally submitted to Congress. Our argument is not essentially 
with these projects, but whether we are being completely honest in 
our labeling. And I am wondering if it does not hurt the program 
sometimes because we are spending the money for worthwhile eco- 
nomic projects and then laying ourselves open to criticism that we 
are interested only in military projects. 

General Witu1ams. Did the author of that article give any specific 
examples? 

Mr. Brownson. He says: 


During the past 3 years 64 percent of all American aid to South Vietnam has 
been in the form of budget support used to pay the salaries of the 150,000-man 
national army. Of the remaining 36 percent about a third has gone to the 
refugees, leaving 24 percent of the total aid for economic development. Those 
who justify this priority maintain that in a country like South Vietnam, which 
is constantly threatened by Communist aggression, there must be no weakness 
and military needs must come first. 


This strategic argument is debatable even on purely strategie grounds. It is 
only too probable that the most effective deterrent to Vietminh or Chinese adven- 
ture across the 17th parallel is the Manila Treaty (especially with its atomic pos- 
sibilities) rather than the army of South Vietnam, whose inclination to resume 
arms against its northern compatriots, even after 3 years of anti-Communist 
propaganda, may well be doubted. 


Then he goes on with the quotation that I read before, pointing out 
that in his opinion this defense support is submitted as defense sup- 
port primarily because Congress has found defense-support money 
more easy to appropriate in the last few years than it has actual 
economic aid. 

General Witti1ams. Then he says we conceal economic aid under 
the military budget ? 

Mr. Brownson. That is right. 

General Witi1AMs. That is not true. 

Mr. Harpy. If it is not true here, it will be different from any other 
country we have examined. 


Mr. Barrows. I doubt that that quote is correct. It is not correct 
in this country. 

Mr. Harpy. It does not necessarily follow that the projects are not 
worth while. The question we are concerned with here is that of the 
label that is attached to it. 

_ Mr. Brownson. The criticism is not necessarily criticism of people 
im the field, but a criticism of Congress that makes this necessary. 
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General Wixu1aMs. It is a reflection on the people in the field when 
it is assumed I would put something in the military budget that is not 
for military purposes. 

Mr. Harpy. We are talking about the defense-support budget. Do 
you know what the definition of defense support is? 

General Wixuiams. I am afraid I don’t. 

Mr. Harpy. Don’t feel discouraged by that, because as a matter of 
fact I rather thought you wouldn’t. The defense support side of 
mutual assistance to us has turned out to be something of a misnomer, 
and what we are trying to find out is what responsibility you have, or 

your office has, for passing on the items that go into the category 
cnown as defense support in the foreign-aid program. 

General Wiiu1aMs. I would say this, without getting confused on 
those different definitions 

Mr. Harpy. I don’t want to confuse you. Maybe this would help 
you. There is a specific breakdown in the statute and in the budget. 
One is for military assistance, which is your direct military aid; a 
second is for defense support; and a third is for technical cooperation. 
We are talking at the moment of the category of defense support, and 
your budget for 1958 for that item was $——————, the biggest part 
of the total. 

The question we are trying to determine is the extent to which the 
military actually have a responsibility for determining the items that 
go into that category. 

General Witu1aMs. I can tell you what I consider my responsibility. 
I consider I am responsible for presenting to the country team a 
military budget that I think is correct; and I think I have responsi- 
bility, and I accept the responsibility, of presenting to the country 
team also the material that we program to come into here in succeed- 
ing years. 

As to any other budget, I think I have responsibility, along with 
other members of the country team, for what is submitted to Wash- 
ington. 

Mr. Harpy. In the first category that you accept direct responsi- 
bility for, what do you include? Do you include only direct military 
end items? For instance, do you consider it is your responsibility 
to be involved in the approval of health programs and sanitation 
programs ¢ 

General Wru1aMs. No, sir, only as a member of the country team. 

Ambassador Dursrow. Excuse me. I hoped this would be clear 
after my general statement, but here defense support—and as I un- 
derstand it in every country—covers all activities in which 

Mr. Harpy. Mr. Ambassador, you are getting into your under- 
standing of the definition. I am wondering whether the military 
understands the definition, and I will bet they don’t. I am trying 
to find out what the military concede to be their responsibility in 
the field of defense support. 

Mr. Brownson. Here is the definition of the program objective of 
defense support in Vietnam. 








To assist the Vietnamese Government to maintain and strengthen its security 
forces, while insuring economic stability ; to complete the relocation of refugees 
from North Vietnam and stabilize unsettled populations in South Vietnam; and 
to reconstruct and improve public works, agriculture, and public services, in 
order to build up Vietnam’s economy to the minimum level necessary to main- 
tain political stability. 
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That is their overall definition of defense support. 

General Wiiu1aMs. I think as a member of the country team I am 
responsible for passing on that, just as any other member of the 
team is. 

Mr. Brownson. Then when you get down to the project breakdown 
you find they have project assistance divided into technicians, partici- 
pants, contract services, supplies and equipment, contribution to co- 
operative service, of which there is none here, and other. We are 
anxious to find out if this is strictly military support. 

Mr. Reuss. Will you yield ? 

Mr. Brownson. Yes. 

Mr. Reuss. Is there any activity of the United States team in 
Vietnam which you do not consider yourself a participant in? 

General Wiiu1aMs. No; there is not. 

Mr. Reuss. So when you say you are interested in some of these 
items that seem to be relatively unrelated to military matters, you are 
interested as a member of the country team ? 

General Witu1aMs. That is correct. 

Mr. Reuss. So that does not help us in finding out if certain items 
called defense support are accurately represented to the Congress and 
to the American people. For example, I find in the submission by 
the executive branch in Washington for this current 1957 year, items 
that are called defense support and which are described as follows: 

* * * activities which will resettle uprooted people on land now idle; defray 
the administrative costs of land reform; and foster livestock improvement, vo- 
cational training, and health and sanitation services in the rural villages. 

General Wiu1aMs. I have nothing to do with making up that 
budget, but there is nothing you mentioned that I do not have a very 
keen interest in because they all affect the military. 

Mr. Reuss. Wouldn’t it be a more accurate description to call it 
economic assistance rather than defense support? Here we are talk- 
ing about projects which I think are excellent, but do they have 
enough to do with the military to be included in the budget as defense 
support ? 

Mr. Barrows. The items 

Mr. Harpy. Let the General talk about that first, please. 

General Witu1aMs. I will repeat what I said before. All the items 
you refer to have a bearing on the military here because they have a 

saring on the well-being and overall security of the country. In my 
mind you cannot separate the military from the economic to save your 
soul, 

Mr. Harpy. Would you say, then, that every item in the budget 
would be one that would be accurately included in defense support ? 

General Witi1AMs. I will say there is no item that appears there 
that the military would not have a very keen interest in. 

Mr. Harpy. ‘The worthwhileness of the projects is not the issue, but 
there is a serious question in the mind of some of us as to whether 
the designation of them is a proper designation. The worthwhileness 
is something that will have to be determined, but it ought to be deter- 
mined on the merits of the individual project. If you take the posi- 
tion you have just expressed, I don’t see why we should even separate 
military assistance and defense support. 

24700—58—pt. 157 
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Mr. Brownson. You see, General, you have projects like Project 
No. 99, Health Services Development; Project No. 100, Teacher Train- 
ing and Higher Education; and Project No. 101, National Institute of 
Administration, teaching and research. 

Mr. Harpy. What does that have to do with military assistance ? 

General Wittiams. It raises the educational level of the people in 
the country for officers. 

Mr. Reuss. It is as if in our own country the military came in with 
a budget called defense support that included the public schools and 
the county agents of the Department of Agriculture and so on, all on 
the grounds they made for a strong America and hence a secure 
America. But that wouldn’t tell Congress and the American people 
as to the various categories they are expected to contribute to each 
year, which is the whole point of this discussion. 

General WituiaMs. I don’t think all of the support of this country 
should be in the military budget, by any means. 

Mr. Brownson. Another point is that when we get into the propa- 
ganda aspect of this campaign this can be twisted by the Communists 
to mean that we are not interested in the welfare of these people but 
all of the money is for military purposes. 

Mr. Harpy. I think by calling all of this defense support we are 
giving the Communists a wonderful tool for propaganda purposes. 

Mr. Brownson. Project No. 104, Information and Communication 
Media: 

Its object is to win popular support for the national government and to combat 
Communist propaganda being spread by local agents, and through propaganda 
materials and broadcasts from Communist North Vietnam. It also assists in 
providing an effective means of educating the people as to sanitary practices, 
modern agricultural methods, etc. 

That has been a point 4 type of technical-assistance project, but now 
we are putting all this under defense support, primarily because the 
executive feels Congress will give money only if they put a defense 
label on it. 

General Wuu1aMs. That is something I have nothing to do with. 

Mr. Brownson. We are disturbed in that Congress is losing its con- 
trol over these funds when they come to us under another guise. To 
some of us it looks like the same old girl with a different kimono. 

Mr. Harpy. It might be a perfectly fine program, but to characterize 
it as defense support 

General Wii1aMs. You are the first one who ever asked me my 
opinion on that. 

Mr. Harpy. Maybe we will give you an opportunity to be more 
vociferous on that subject. 

Senator Youne. You, General, as a member of the country team, 
do you approve of the projects that have been submitted to Congress 
and that have been financed by Congress? 

General WiiuiAms. I would say since October 1955, to the best of 
my knowledge, “Yes.” 

Senator Youne. You have approved all these projects? 

General WiixiaMs. I have never put in a minority report as a 
member of the country team. 

Senator Younc. Does the United States pay all of the payroll of 
the Vietnamese Army ? 
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General Wuu1AMs. A large share. 

Senator Youne. Is there any check made of the payroll ? 

General Witu1ams. Yes. We do that with what we call our ABC 
section in the Department of Defense. In addition, there was a team 
from Washington that stayed here about 90 days looking into that 
program. They were given complete access to the Vietnamese books 
and allowed to go at will without prior warning to inspect payrolls 
on payday. They could not find one instance of failure to properly 


ay. 
i Bienden Youne. You found no mistakes in making payments. 
Have you found all the way through their payroll has been correct? 

General Witiiams. I would say we have not found any mistakes. 

(Discussion off the record.) 

Senator Younc. Do we just give them this money and say “Here 
itis’? 

General Witu1aMs. No. I have officers that are in very close liaison 
daily with the Department of Defense. I can see their records of 
desertions and so on. 

Enter Youne. How many accountants do you have working on 
this 

General WituiAMs. None. 

Colonel Taytor. We have a small staff. 

Senator Youne. Is that adequate to do the job? I think that is 
very important. 

Ambassador Dursrow. Unfortunately, we have this ceiling on mil- 
itary personnel. I have been out in the field and visited a lot of 
these places, and they are working 24 hours a day trying to do what 
they can within reason in checking the records. But with this overall 
ceiling on military personnel it is difficult. 

Mr. Harpy. May I comment on that. That, Senator, is one of the 
items included in the questionnaire that was sent out on the use of 
counterpart funds, and that is one that I think in order to explore we 
will get into a lot more detail than would be possible in this type of 
asession. Some of our staff people will be working with some of the 
mission staff people to try to come up with the answer to some of the 
questions you have raised. We have had some submission of informa- 
tion, not in a detailed form, but along the line of the questions you 
have just been raising. I think before we dispose of this thing entirely 
we may have some answers to some of the points that are in your 
mind. 

Senator Youne. I am happy you are going into that, because that 
is one of the purposes of my trip, particularly the use of Public Law 
480 counterpart funds. 

Mr. Harpy. We probably will not get very far into the Public Law 
480 business, but we will in the section 402. 

General Wiixu1AMs. Certainly there is bound to be some graft or 
administrative errors, but I do think under the guidance of President 
Diem he would be awfully hard on anyone involved in corruption, so 
that it is at a minimum. 

Senator Youna. Ifa record is being made of this, may I have a copy 
of it? 
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Mr. Harpy. I will let you have a copy when we get back home, after 
the Departments get through with it. I will talk to you about it 
after we get back to Washington. 

Ambassador Dursrow. It is 5 minutesto1l now. It will take about 
10 or 15 minutes to get to the Palace. I wondered if you wanted to 
have the USOM picture this afternoon. 

Mr. Harpy. I expect we had better put off Mr. Barrow’s presentation 
until this afternoon. We will adjourn now until this afternoon. 

(Thereupon, at 11 o’clock a. m. the hearing was adjourned until 
2:30 p. m. of the same day in the USOM Conference Room.) 
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(Part Il—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


MONDAY, NOVEMBER 18, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
oF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Saigon, Vietnam. 

The subcommittee met at 2:30 p. m. in the USOM Conference 
Room, USOM Building, the Honorable Porter Hardy, Jr. (sub- 
committee chairman) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Vic- 
tor A. Knox. 

Staff members present: John T. M. Reddan, chief counsel; Wal- 
ton Woods, investigator; Phyllis M. Seymour, clerk. 

American Embassy officials present: Ambassador Elbridge Dur- 
brow; Wesley C. Haraldson, counselor for economic affairs; and 
Nicholas A. Natsios, Special Assistant for Liaison. 

United States Operations Mission officials present: Leland Bar- 
rows, director; Wesley C. Haraldson, deputy director; D. F. Me- 
Cauley, chief, Transportation, Communications, and Power Division; 
Norman Olnick, controller; and William H. Fippin, agriculture 
officer. 

United States Information Service official: Chester H. Opal, 
director. 

United States military officials present: Lt. Gen. Samuel T. Wil- 
liams, chief, Military Assistance Advisory Group (MAAG); Col. 
Edward Taylor, controller (MAAG); Col. Josef A. Prall, chief, 
Operations Control Office (TERM); and Maj. James H. Nix, Jr. 
(MAAG). 

Escort officer: C. Hoyt Price, Department of State. 

(The subcommittee, prior to arrival in Saigon, submitted to the 
mission a questionnaire. The questions and responses thereto will be 
found on p. 1192 as appendix IIT.) 
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STATEMENTS OF AMBASSADOR ELBRIDGE DURBROW AND WESLEY 
C. HARALDSON, COUNSELOR FOR ECONOMIC AFFAIRS, AMERICAN 
EMBASSY, SAIGON, VIETNAM; ACCOMPANIED BY LT. GEN. SAM- 
UEL T. WILLIAMS, CHIEF, MILITARY ASSISTANCE ADVISORY 
GROUP; LELAND BARROWS, DIRECTOR, UNITED STATES OPERA- 
TIONS MISSION, SAIGON, VIETNAM; NORMAN OLNICK, CON- 
TROLLER; WILLIAM H. FIPPIN, AGRICULTURE OFFICER; AND 
D. F. McCAULEY, CHIEF TRANSPORTATION 


Mr. Harpy. When we interrupted our schedule this morning Mr. 
Barrows was going to give us an overall pictureof USOM. If that is 
your pleasure now, go right ahead. 

Before you do, Mr. Barrows, I think I ought to make a comment 
which I failed to make this morning. I hope everybody participating 
in the session this afternoon will realize that the committee’s objective 
is entirely constructive. We are trying to develop some facts. The 
things that we say should not be construed to be critical in nature or 
anything other ie the expression of the desire to try to correct 
inefficiency where we find it, because I know here in the Embassy and 
in the mission you share our desire to make them as efficient as you 
can. That is our purpose. 

Sometimes people will be inclined to construe the questions that we 
ask as an expression of opinion. Sometimes folks on the other side of 
the table attempt to read our minds from the type of interrogation 
that we put. You can get a long way off base by doing that. A point 
of view is not necessarily reflected by the questions we ask. You 
should bear in mind our questions do not necessarily imply a personal 
opinion. 

I think if we proceed along those lines we will all get more out of 
the hearings. And if you could make your responses as direct and as 
directly responsive to the questions as possible, that would be helpful, 
too. Sometimes people are inclined to try to interpret what is back of 
a question and launch a dissertation designed to dispel a notion that 
— not even there. If we can avoid that we will all get along much 

aster. 

I think there will be times when questions will be raised that cannot 
be answered by the individuals to whom they are put. It isn’t a sin 
not to know an answer to a question, and some of you people in the 
field that don’t have close access to what goes on in Washington will 
probably be well advised not to answer for their shortcomings. 

With that little background I think we might start out with Mr. 
Barrows. 

Ambassador Dursrow. General Williams suggests you might like 
him to answer two questions that were asked this morning. Would 
you like him to answer those first ? 

Mr. Harpy. I do not remember what they were. 

General Wiii1ams. You asked about tanks. 

Mr. Harpy. Allright. You might as well put that in now; off the 
record, since it is classified. 

(On the record discussion resumed.) 

Mr. Harpy. Your budget request called for tanks. In your state- 
ment you said you were shipping out tanks. Automatically, that 
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raised in my mind a question as to why you are shipping out tanks and 
bringing them in at the same time. 

General Witu1AMs. I can give you a more specific answer to that. 
When we asked for the other tanks we were under a French 
Table of Organization. When we switched to the American Table of 
Organization we didn’t need them and CINCPAC eliminated them. 

Mr. Harpy. Just one more question. Were you shipping out tanks 
of the same type you were asking to be shipped in ? 

General Witx1aMs. Yes, they would have been the same tanks. 

Mr. Harpy. Doesn’t it sound peculiar, even without CINCPAC’s 
action, that you people here would place in your budget a request for 
funds for the procurement and shipping in of tanks identical to the 
kind you were shipping out ? 

General Witu1aMs. No, sir; because at that time the requirement by 
the Table of Organization was for more tanks than we had. We have 
switched from the French Table of Organization to an American 
Table of Organization. 

Mr. Harpy. That is the answer, then. 

General Wruiiams. You also raised a question about 
trainers for fighter pilots. They were programed for delivery in 1957. 
A message on my desk this morning said —---——— are to come in on 
December 11. 

Mr. Harpy. They will get in under the wire. 

General Wiiu1aMs. They were supposed to come in in September. 

Mr. Harpy. Generally when we talk about a year we talk about a 
fiscal year, do we not ? 

General WiiuraMs. Yes, but their year is a calendar year. That is 
confusing. 

Mr. Harpy. Can you tell us when these planes were requested ? 

General Witu1aMs. They were to come in in 1957. 

Mr. Harpy. That is not my question. You had a budget set up for 
these things sometime back. 

General Wii1Ams. We would have done that in 1956 for delivery 
in 1957. 

Mr. Harpy. Maybe that is the normal procedure, but you don’t 
know specifically what year they were budgeted in ? 

Ambassador Dusrow. I have been here 7 months and I get confused 
every time we talk about the military budget, because we always think 
of fiscal year 1957 and fiscal year 1958 and I think their budget year is 
6 months behind ours. 

Mr. Harpy. I can understand your problem. The things we are 
looking at are in our own budget and we are trying to get answers to 
fit our budget. We can’t relate budgeting practices in all these coun- 
tries to our situation, so if we press for responses with respect to the 
budget year submitted to Congress, you will understand we are just 
trying to tie things together. 

Thank you, General. Now, Mr. Barrows, if you will proceed. 

Mr. Barrows. I would like to recall a few basic economic facts about 
this country as background. 

We see the outline of the country on the map. It is about 60,000 
square miles, about the size of the State of Georgia. It has a popula- 
tion of 12 million people. It has plateau country in the north. This 
area (indicating on map) is largely uninhabitated, the few inhabi- 
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tants being a tribe that is not Vietnamese. They are more primitive 
people. 

The coastal valleys are relatively thickly settled; and the region 
around Saigon to the east and west is the rice- -producing area and has 
quite a bit of uncultivated or abandoned land. 

Agriculture is the principal resource of the country. They not 
only produce rice and rubber for export, but they have a few minor 
exports such as duck feathers, a few fish, and some livestock but not 
much. Sugar and tobacco are pr oduced for local consumption. 

Such industry as they have are largely consumption goods. It in- 
cludes beer, soft drinks, cigarettes, salt, matches, ice, and carbon 
dioxide. 

They have assembly plants, 1 for watches and 1 for scooters. They 
make kitchen utensils, using aluminum sheets provided under our 
commercial-aid program. 

There were weavers, and embroidery workers in the North that 
came South, and it may be that those handicrafts can be developed 
into an industry. 

All the large businesses here are foreign-owned and much of the 
wholesale business and retail trade is, as ‘the Ambassador mentioned 
this morning, in Chinese hands. 

Now I would like to turn to the history of economic assistance we 
have given to this country. 

Mention was made this mor ning of the military hard goods which 
came in during the French War ‘to the total of about $1. 1 billion. 

During the period 1950-1954 we had a special technical and eco- 
nomic mission here serving Cambodia, Laos, and Vietnam. In those 
years approximately $70 million of economic and technical assistance 
was given to this country. We were prohibited, during that period, 
from giving technical asistance as such because we were bound by a 
treaty to give technical assistance only to France. 

After the Geneva Accords, in the first place the country did gain 
its full economic and financial independence. Before that time, al- 
though politically independent, the country had a common currency 
with the other associated states, and it was dominated by the French. 
They had to establish a Central Bank and begin handling their own 
currency. They had to handle their own exchange control. 

With the division of the country they lost such industry as existed 
in North Vietnam and were reduced to a basically agricultural country. 

They had to receive and take care of a lot of refugees in the period 
1955 through the 1956 calendar year. At the same time, we made a 
decision to. give military aid directly to this country. "This was a 
significant change, changing the nature of our economic activity here 
and changing the nature of this mission here materially. 

In the last year of the French War—1954 roughly—the French 
Government was given $785 million by the United States in addition 
to the hardware. Three hundred and eighty-five million dollars of 
that was to be used for the creation and support of the indigenous 
military forces. The other $400 million was to support the French 
Expeditionary Corps. 

n the Ist of January 1955 we found ourselves confronted with 
the obligation of paying the troops. They were paid on December 
31, 1954, by the French and on the 31st of January 1955, the United 








ive 


on 
1as 


10t 
or 
Lot 


in- 
on 


ey 
ur 


Lat 


ed 


he 


ed 


we 


on 
of 
us 
th 


er 
ad 


FOREIGN-AID CONSTRUCTION PROJECTS 887 


States furnished the pei that paid the troops. They also paid 
most of the expense of transporting and resettling the refugees. 

Also at that time the country, armed as it was with so much money 
from abroad to fight the war, was able to import heavily from abroad. 
It is estimated that in 1954 Vietnam had foreign currency at its dis- 
position equal to about $500 million, and it spent about half for im- 
ports and half for other transfers. There were no limitations on 
the imports. They could be imported so long as the goods could be 
bought with French francs. 

e were thus faced with the necessity of providing a large amount 
of what we have come to call budget support, that is, defense sup- 
port funds, to bring in goods, the sale of which would provide piastres 
for these internal purposes. 

I am now speaking of the financial aid aside from MAP. The 
total for military budget support in 1955 and 1956 was $320 million. 
In 1957 the same item was $178 million. For the support of refugees 
the amount was almost $93 million in the two years 1955 and 1956, and 
no money for that purpose in 1957. 

For the economic project aid, the total was $81 million in 1955 and 
1956; and in 1957, $80 million. 

Mr. Knox. You mean $81 million for each year or combined ? 

Mr. Barrows. Combined; and $80 million in 1957. 

In 1956 for the first time we had a technical assistance appropri- 
ation of $3.5 million, and in 1957 it was increased to $4.5 million. 

The classifications I have just given you are the purposes of the aid. 

As to clasification by form, the proportion that came in the form 
of saleable goods in 1956 was almost 90 percent, and 10 percent in the 
form of direct dollar project aid. In 1957 the ratio was 80 percent 
salable goods and 20 percent direct dollar project aid. 

Taking into account that aid, the financial picture of the country at 
present is as follows: 

In 1957 we estimate they will import $235 million of goods. This 
is support from the military and civilian hardware that is given to 
the country. 

They will export this year, we estimate, $68 million of goods. 
That means a trade deficit of $167 million, and they have a net deficit 
in their invisible account of $40 million, which means a net foreign 
deficit of $207 million. 

Their budget this year we estimate will show the following situa- 
tion: 

Their ordinary receipts will be about $253 million. 

Their civil expense will be about $216 million. 

They will make a contribution to their own military budget of 
about $25 million. 

Their total military budget is $188 million this year. They will re- 
ceive $163 million in counterpart for their military budget this year. 
That means they will run a surplus in their budget of about $12 mil- 
lion. These are our estimates. 

A year ago when we were forecasting we forecast a deficit, but they 
imposed new taxes last spring under our recommendation, and have 
not only improved their budgetary position but tightened up the 
economy considerably and ended inflation for the moment, and in- 
deed a period of deflation for the last year. 











888 FOREIGN-AID CONSTRUCTION PROJECTS 


Now I would like to return to the aid program. You can sum it 
up by saying two-thirds of the budget support, that is defense sup- 
port aid, we give this country is by “goods brought in and sold. 

As to the propriety of calling it ‘defense support aid, I have no 
question. The other one-third is used to support projects on the 
civilian side, and this I judge is the area in which you have question 
as to the propriety of calling it all defense support. 

I would like to say that “the one- third, or about $80 million, used 
for civilian projects 1s divided between direct dollar expenditures and 
imports the proceeds from the sale of which are used to support 
these projects. 

Since the 1958 program is still under discussion, I will use the 1957 
figures. 

The biggest item is in the field of public works, which includes 
roads and bridges; civil aviation, foekading work on airports and 
the training of civilian personnel; the supplyi ing of steel and bridge 
steel for the railways; and such work as we are : doing on the water- 
ways and in connection with the water supply. These items are all 
connected with the support for our military program here. They also 
have very important economic and civilian consequences. 

Mr. Mraper. How much is that? 

Mr. Barrows. About $29 million. 

The second major area is in the field of agriculture, where about 
¢7 million is earmarked for the government’s program of resettle- 
ment in the area along the frontier. I would s say this resettlement 
program is an outgrowth of the successful resettlement of refugees 
that came down from the north. About 750 ,000 refugees came down 
in the period ending May 1955. 660,000 of those were civilians and 
were aided by our program. 

During the second year of our program 515,000 were covered by 
projects ‘that were also financed by American ‘aid, but the task of 
completing the integration of this population into the country so 
that they are at least as well off as the mass of the people, was com- 
pleted in 2 years, and the project will be closed out at the end of this 
year. 

The Government, in handling this resettlement program, gained 
experience in pl: cing loyal people i in certain projects. So they pro- 
posed, and we agreed to, a program which would take other surplus 
populations in the coastal area, and 1 in the city of displaced farmers, 
and settle them in areas in 2 or 3 locations—in the High Plateau and 
in the Delta principally. 

This program last year was taken over by the President as one of 
the main measures in improving security in the High Plateau and 
Delta areas, and the program has been dominated by the Government’s 
military and strategic objectives. 

In other aspects of agriculture, we have provided money to support 
the reestablishment of the sugar industry. We are providing money 
for the government’s land reform program and to support the devel- 
opment of improved livestock and fisheries. 

In the field of industry, mining and _power is another large area, 
where $13,200,000 is provided in the 1957 program. A portion of that 
is for a system of telecommunications, reestablishing communications 
between this country and - eighboring countries and between Saigon 
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and provincial cities. Some is for the Nong Son coal industry; and 
some is for the establishment of an industrial development center 
which will encourage privately developed industry in this country. 

We have provided in the program $8 million for training in public 
administration and for training and reequipping the civil police. 

Most of that money, $5,600,000, is for police equipment and this, too, 
is a direct supplement to the military program here. 

Mr. Knox. How much is for education ? 

Mr. Barrows. $5.5 million, approximately. And for health and 
sanitation, about $6 million, ‘including a campaign against malaria 
and a plan for aiding medical education by providing a basic sciences 
building for the university. 

Mr. Kwox. On that point, are any of the State universities spon- 
soring this program ? 

Mr. Barrows. Yes. In the field of public administration training 
and police training, that is being handled by contract with the Mich- 
igan State University. 

Mr. Harpy. He wanted to get that in for Michigan 

Mr. Knox. I just wonder ed if you had technical assistance. 

Mr. Brownson. Will the gentleman yield? You had no advance 
information that the Michigan State University was involved? 

Mr. Knox. Not to my knowledge. 

Mr. Barrows. We have each year since 1955 supplied money to equip 
the Information Center with radio sets for community information 
halls, et cetera, and for training in the use of this equipment. In 1957 
we have a program now being implemented to provide new radio 
equipment for the networks to carry on a campaign to the north. 
It is an effort to answer the constant Soviet radio propaganda to 
the south. 

That is a very rough outline. I would just like to sum up by men- 
tioning a few of our problems and a few advantages we find in the 
situation. 

The basic problem in trying to use foreign aid to do these things I 
have outlined is the lack of trained personnel. It is extremely thin. 
The people they have are well trained but there are very few of them. 
One of our reasons for supporting education is that they are not 
making up the gap very rapidly. They will graduate enough high 
school students this year to fill various places i in the university, the 
military school, and the agriculture school which we are supporting. 

Another problem is the Jack of basic data on which to plan things. 

Still another problem is that this is a strongly nationalist govern- 
ment and consequently it is reluctant to do anything that. will 
strengthen or perpetuate the economic position of foreign interests 
here. One reason we have not been able to do more in that field is that 
the people who have piastres for investment in commercial develop- 
ment generally are foreigners and they have been unable to get au- 
thority from the government to go ahead. 

Other problems I suppose are not peculiar to this country. The 
government is over-centralized. 

So far as advantages go, from the economic point of view the coun- 
try is self-sufficient in food. The people are not starving. They may 
be on the wrong diet, but there is enough food. I think one reason 
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they have had less rice to export in the last year is because they are 
eating more than they did. 

There is quite a bit of land still to be opened and cultivated. The 
people are industrious and there is considerable national strength 
in the country, which tends to keep them from falling in the wide- 
spread corruption I understand exists in some countries in the Far 

ast. I don’t mean to say there is none of that here, but there is 
relatively little. 

Mr. Harpy. Thank you very much, Mr. Barrows. 

There are a few questions which I am sure are in the minds of sev- 
eral of us. I had 1 or 2 that occurred to me. 

In connection with budget support—maybe I should say defense 
support—at one point in your statement—I think I wrote this down 
just as you expressed it—you said “budget support, that is, defense 
support funds.” 

Are those synonymous terms? 

Mr. Barrows. I believe I went on to say defense support used for 
the importation of goods. Maybe I would make it clearer if I said 
that part of the budget support appropriation used for the importa- 
tion of goods to generate piastres for support purposes, as opposed to 
the funds used to purchase tractors or buffalos. 

Mr. Harpy. Are we providing any funds for budget support in 
Vietnam other than to implement their military establishment ? 

Mr. Barrows. Yes, sir. We are providing piastres to pay the local 
currency cost of most of the civilian projects that we carry on. 

Mr. Harpy. So that we are paying the local costs as well as our 
costs ? 

Mr. Barrows. Yes. 

Mr. Harpy. That, then, is a part of the technical assistance to the 
country ? 

Mr. Barrows. No. It is classified and paid for as part of the 
defense support. 

Mr. Harpy. I am having a little more trouble differentiating be- 
tween defense support and technical assistance here than in other 
spots. Your technical assistance here also includes certain capital 
funds, doesn’t it ? 

Mr. Barrows. Yes. 

Mr. Harpy. Isn’t it a combintation of technical assistance and 
economic aid ¢ 

Mr. Barrows. I don’t think so. We might bring in filing cabinets, 
office machinery, and so forth to permit the Michigan State University 
group financed from technical assistance funds to do a job in public 
administration, but we would use defense support funds to bring in 
the equipment that is used by the University of Michigan to train 
the police force. 

Mr. Harpy. There is a heading “Economic and Technical Coopera- 
tion.” Maybe that is what threw me off. 

Mr. Barrows. I think it would be correct to say the two programs 
are interwoven. 

Mr. Harpy. For the fiscal year 1958 there is set up so much for 
technicians, so much for participants, so much for contractual serv- 
ices—I don’t known what that is—and so much for supplies and 
equipment. For contractual services and for supplies and equipment 
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you have most of your program. Your technicians are a very small 
portion of the technical assistance budget. 

Mr. Barrows. That pays for the Michigan State group who are 
technicians. 

Mr. Harpy. What about the supplies and equipment ? 

Mr. Barrows. I would have to check that. 

Mr. Harpy. That amounts to $1.6 million out of a total of $4.9 
million. 

Mr. Barrows. This includes books, demonstration machines, et 
cetera in each of the projects in which we provide technicians. But 
if you will permit, I will supply a breakdown for you. 

Mr. Harpy. The explanation that is given in the budget is: 

Health—$1 million to extend rural health services to all the principal districts 
by trainging 100 district health nurses, 90 sanitarians and 2,500 village health 
workers, and an additional 40 persons in public health and hospital administra- 
tion, public health nursing and laboratory techniques, sanitary engineering and 
health education, 

Maybe that million dollars is strictly a technician thing, but it is 
going a little beyond demonstration, it seems to me, and is not con- 
sistent with what most of us had thought of as a Point Four program. 
It may be a fine program but I am trying to understand what it does. 

Mr. Barrows. Perhaps it does. We ) Peod tried, wherever one of 
these projects goes beyond demonstration, to call it defense support. 

Mr. Harpy. Would you call this demonstration ? 

Mr. Barrows. Training people, yes. 

Mr. Harpy. Even if it is for the entire program ? 

Mr. Barrows. Yes, sir. 

Mr. Harpy. We may have a little variation in our interpretation 
of the term, but that is yours. 

Then for education there is $540,000— 


to equip and assist in the construction of elementary schools, in order to raise 
the literacy rate (now estimated to be approximately 20 percent). 
What is that classification ? 

Mr. Barrows. It is what we call defense support here. 

Mr. Harpy. No. It is in the technical assistance program if I 
read it right. Of course I realize you didn’t prepare this, but I am 
trying to get the operational point of view. 

Mr. Barrows. I believe that $540,000 is in the defense category. 

Mr. Harpy. In the Congressional presentation it is in technical 
cooperation. 

The next item is $630,000— 


for assistance in teacher training and higher education, to provide the teaching 
personnel necessary for the Vietnamese to carry on their own education pro- 
gram. 

So you get back to your former definition, which I think would 
apply here just as it did in the sanitation business. 

The only purpose of bringing this up at this time is to point out 
that it seems, to me at least, that there is economic assistance in your 
technical assistance program here as well as in your defense support 
program. In other words, both of those seem to me to have some ele- 
ments of economic assistance as well as the other things we look to 
find in those categories. 
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Mr. Barrows. It is certainly true that technical and economic ob- 
jectives have been taken into account together in working out these 
projects. é 

Mr. Harpy. Do you have a copy of this budget presentation ? 

Mr. Barrows. Yes. We felt that we were within the definitions 
given us. Obviously, if you provide technical assistance to an activ- 
ity that is also receiving defense-support funds, you will have more 
funds. If technical assistance is limited to demonstration, then I 
suppose some of the technicians for malaria control should be under 
defense support. 

Mr. Harpy. I don’t want to express any immediate point of view on 
that, but some of us had thought that technical assistance was de- 
signed to show the way to do these things and not to continue doing 
them. There is the danger of concentrating on doing the job rather 
than showing them how to do it and then trying to get them to carry 
it on. 

That was the thing I wanted to point up in this technical coopera- 
tion stuff. Does the host country make any substantial contribution 
to the technical cooperation program other than that which offsets 
what we put in their budget ? 

Mr. Barrows. Directly in the projects their contribution usually 
is the employment of local personnel or the provision of the physical 
facility where they work. But the cost of the project they generally 
do not provide. 

Mr. Harpy. So we provide the counterpart funds to pay their 
local people. 

Any questions? 

Mr. Meapver. Looking at the same chart on page 130, I would like 
to ask a preliminary question first. 

As I understand it, the hope of achieving economic independence 
in Vietnam rests in agricultural development ? 

Mr. Barrows. The most immediate hope, yes. 

Mr. Meapver. There are no minerals or petroleum resources, or 
such as that, that could be developed to provide exchange? 

Mr. Barrows. No. 

Mr. Meaper. I notice on page 130 that the agriculture and natural 
resources program has gone down from $917,000 in fiscal 1956 to 
$465,000 in fiscal 1958; and your public administration has gone up 
from $1.3 million in 1956 to $2 million in 1958. 

Mr. Barrows. Public administration includes the police-training 
program, which was increased. 

Mr. Mraper. My question is—and it is perhaps not a fair one— 
but if the hope of this country for economic independence is depend- 
ent on improved agricultural production, why are you cutting that 
program in half? 

Mr. Barrows. Here, again, because of the fact we are also making, 
under the defense-support category, a substantial contribution in 
financing local developments which offset the cut in that particular 
program. 

Mr. Mraver. You mean to say these different categories are mean- 
ingless, that you have to look at both technical assistance and 
defense support ? 
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Mr. Barrows. You have to look at both to get the complete picture; 


es. 
* Mr. Meaver. Why do we bother to have separate categories then? 

Mr. Barrows. In a country like this, where we are underwriting the 
whole economy and where we are so completely supporting it, I think 
that the combination of the technical help we give and the capital 
help we give is a wise and useful thing. 

Mr. Harpy. We are doing the same thing in Formosa and exactly 
the same thing in the Philippines and other countries. Maybe we 
ought to just say “aid”—period. Lord help us if we do that. We will 
have to start a little aid back home. 

Mr. Meaper. What is there being done for agricultural development 
if that is the principal hope for economic independence? 

Mr. Barrows. Through the reestablishment of security and the re- 
settlement of refugees and the opening up of areas, production has 
certainly increased. 

Mr. Meaper. Do you have some figures on that ? 

Mr. Barrows. The most precise figure I would have would be the 
increase in rice exports. The precise amount that is produced here is 
hard to measure. They export only the surplus. The have come 
from zero in 1956 to about 175,000 tons export we expect them to make 
this year. That isthe most remarkable statistic. 

Mr. Meapver. How about rubber? 

Mr. Barrows. Rubber has held about constant since 1955. It is 
about as high now as it has ever been. 

Mr. Meaper. There hasn’t been any increase in rubber production ? 

Mr. Barrows. There has been no increase in the exports since 1955. 

Mr. Meaper. Does the fact the rubber plantations are owned mostly 
by the French have anything to do with it? 

Mr. Barrows. I think anything they have done since the war has 
had no effect yet. From 1952 the production has doubled. 

Mr. Haratpson. It takes 7 years to grow a tree before you bleed it. 

Mr. Barrows. We haven’t seen an expansion of total acreage yet. 

Mr. Meaper. I would like an answer to this question from Mr. 
Barrows or Mr. Haraldson: 

What measures can be taken to render Vietnam economically self- 
sufficient ; what steps have been taken in that direction; what progress 
has been achieved; and what remains to be done, with an estimate of 
when and if Vietnam can become self-sufficient ? 

Mr. Barrows. The first thing is to get peace and security and the 
people back to work. A lot has been done along this line, but there 
are still areas where people cannot safely work yet and where you can- 
not get full agricultural production. 

Second, they have to do something to improve industrial produc- 
tion, sugar particularly. We have had surveys made that indicate 
they can produce the sugar they need for their own consumption. 
That would cut down the imports they have to make now. 

They can begin to create some other small industries; for example, 
the production of bottles and glassware primarily for the soft drinks 
and breweries they have here. 

They can begin to do something to improve forest products. Right 
now forest products are very expensive and are not being produced 
economically. 
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They can develop some of the lesser agricultural products such as 
copra or coconut oil. They produce some they use in making soap, 
but they don’t produce all they need. 

If they can keep the economy stable those things will begin to im- 
prove their position as far as their production goes. 

They have got to raise more taxes on things other than imports. 
They haven’t yet reestablished the authority of the government at the 
local level to get local taxes for local purposes. 

However, I would say they have done pretty well on the financial 
front. This year they are in better position than a year ago, and 
we can foresee continued progress. 

What we cannot yet foresee is enough increase in production and 
revenues from local taxes to free the need for aid in the next 5 or 7 
years unless they cut the military budget by about two-thirds and 
hold the civil budget about as it is. I don’t think we can forecast 
just when that can happen. I don’t think there is a chance they can 
carry on their own operations here without help and still maintain 
the forces they now maintain. 

We ran a trial forecast to see what they would have to do to achieve 
freedom from budget support help in 7 years. They would have to 
double their taxes from sources other than imports; they would have 
to hold their civilian budget at its present level; they would have to 
step up rice exports to 1 million tons. The question was asked thi 
morning could they sell that rice, and I don’t know. 

They would have to increase rubber exports also as much as biologi- 
cally possible. 

Nevertheless, if they could reduce their security burden there is a 
possibility of independence. 

Mr. Brooks. Mr. Meader, will you yield for a question ? 

Mr. Meaper. Yes. 

Mr. Brooxs. Where do they sell those 175,000 tons of rice they 
export? 

Mr. Barrows. They sold some to the Philippines, some to Pakistan, 
and some to countries still in the French Union. 

Mr. Brooxs. Where do they propose to sell the additional 800,000 
tons if they increase their production so as to have 1 million tons for 
export ? 

Mr. Barrows. They wouldn’t. I am saying this is the kind of 
thing they would have to do to become economically self-sufficient. 

Mr. Brooks. I think we would be making a serious error to lead 
these people to believe that by increasing their rice production they can 
sell it, because that may not be true. 

Mr. Harpy. You mean unless they can find a market for it? 

Mr. Brooxs. That is right. I am not criticizing you for wanting 
them to increase their rice production because that is what the land 
is good for, but I think it should be pointed out to them they would 
have to find a market for that rice. We have a surplus of rice in the 
United States now. That would be a serious problem if they pro- 
duced a million tons to export and they couldn’t find a market for it. 

Mr. Barrows. I agree that the problem of a market is one, but I 
don’t know if I could forecast what the world market will be. This 
year we brought in 1.5 million tons of coal from India, a country 
that is rice hungry. They buy jute from Pakistan. That is another 
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thing we think they should produce themselves. They buy textiles 
from Japan, another country that is rice hungry. What that does to 
our own rice surplus problem is another thing. 

Mr, Harpy. In that connection, you spoke a while ago about some- 
thing that seemed a fine approach to one phase of the problem when 

ou said they had the capability of producing their own sugar. 
Where are they getting their sugar from now? 

Mr. Barrows. Taiwan is one source. 

Mr. Harpy. Then if they produced their own sugar we would have 
a problem in Taiwan. 

Mr. Barrows. If they couldn’t produce sugar here economically we 
wouldn’t encourage it, but the experts who have looked into this be- 
lieve they will need all they produce in sugar. 

Mr. Harpy. All of this discussion brings into focus, it seems to me, 
a need for pretty close coordination of the different programs 
throughout the world. Do you know whether there is coordination 
of these things in order to avoid creating a condition that will cost 
us more money somewhere else? We are underwriting the economy of 
Taiwan 100 percent. 

Mr. Barrows. Except for the resettlement program, which is pri- 
marily for the military and for disposing of the population etillesn 
here, that is the only thing we are doing to increase the rice produc- 
tion here. 

Mr. Brownson. Mr. Chairman, I know what we are paying for here 
and I think we are getting it in the way of overall defense, but are 
the Communists in North Vietnam having to do the same type of 
thing and is their economy unbalanced, too, as a result of dividing the 
economy in two pieces ? 

Mr. Barrows. I think so, and I think the population in North 
Vietnam is in worse shape than here. When people speak of their 
industrial development, they are mainly talking about a coal mine 
which has a capacity of around 1 million to 1.2 million tons a year, 
if you can believe the figures that come out. 

Mr. Harpy. Does Communist China or Russia have a program 
going on there that is better than the one we have here? 

Mr. Barrows. I don’t think so. 

Ambassador Dursrow. The Communists have Vietnamese trained 
in Peiping or Moscow, and they send them here to subvert the country. 
From my experience I don’t think they base it on the economic balance 
of payment or anything like that. 

Mr. Brownson. This is like Korea, where we have an obligation to 
maintain a showcase. 

Ambassador Dursrow. They have very little means of communica- 
tion. I would like this off the record. 

yore off the record. ) 

A further statement off the record was made by General 
Williams.) 

Mr. Harpy. Unless the members of the committee have questions at 
this point, I think I want Mr. Reddan to pick up. 

Mr. Knox. I note in the budget you have an item of contractual 
services. Are any personal services included in the contractual 
services ? 

Mr. Barrows. Yes. 

24700—58—pt. 1-58 
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Mr. Knox. To what extent? 

Mr. Barrows. In most of these contracts there is substantial em- 
ployment of personnel. 

Mr. Knox. Are they for United States personnel or host country 
personnel ? 

Mr. Barrows. Most are for United States personnel. We have had 
one or two contracts employing third country personnel like Filipinos 
or Japanese. 

Mr. Knox. And at the same time you have a request for a sum of 
money for technicians, which is also personnel. 

Mr. Barrows. Yes. 

Mr. Knox. And you have an item for participants. What is that? 

Mr. Barrows. It would be the personnel, for example, of the Michi- 
gan State group we spoke of. 

Mr. Knox. Areany military included ? 

Mr. Barrows. No. 

Mr. Knox. Where is your center of concentration as far as the 
agricultural program is concerned ? 

Mr. Barrows. I will let Mr. Fippin of our Agriculture Department 
answer that. 

Mr. Fipptn. The agricultural program is quite diversified. It ex- 
tends geographically throughout the entire country. It is focused 
on three principal phases. One has to do with production, largely an 
education program. It gives support also to the system of experiment 
stations for the introduction of crops designed to diversify production. 
Also, it supports a program of research designed to improve the 
varieties. 

Mr. Knox. I fully understand there is a program of diversification 
from rice to other produce. But my question is, Where is your center 
of concentration? Is it vested in the rice industry or in other crops? 

Mr. l'ipprn. It is not inrice. It is about evenly balanced, personnel- 
wise, between citrus, vegetables, and other crops than rice; between 
institutions designed to support a production program ; and a program 
designed to bring back into production lands that formerly were in 
farms which have been abandoned because of security reasons, or to 
bring into production lands that have never been farmed. There is 
no center of impact except in terms of production, and that is diversi- 
fied with the exception of rice. 

Mr. Knox. It was my understanding that the Michigan State Uni- 
versity was greatly interested in this diversification program, and I 
wondered what your program was doing. 

Mr. Fierrn. We have no program as such. Our program is entirely 
in support of the effort of the Government of Vietnam. The Govern- 
ment of Vietnam develops the program, with our technical assistance, 
and that is submitted to Washington. We do not act independently. 
We have no personnel on rice. We have one agronomist on dry land 
production. 

Mr. Knox. To what degree have you participated in the program 
of health? 

Mr. Barrows. We have supported first of all the development and 
operation of nursing schools, We have provided medicines and tech- 
nical help for first aid and community health centers in villages 
throughout the country. We have developed a malaria eradication 
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program. We have blocked out a program which, if it can be carried 
out, will eliminate malaria we believe in four years. 

Mr. Knox. Has anything been done in connection with a sewage 
disposal plant? 

Mr. Barrows. Only some help in restoration—sewage disposal? 
No. 

Mr. Knox. What is the type of sewage disposal here? 

Mr. Barrows. Very primitive, even in Saigon. More developed 
parts of town have septic tanks, but, frankly, most of it is surface 
disposal and disposal in the canals. 

We have a project to make a study of the Saigon water system. The 
city is very short of water and in the dry season depends on wells. 
They have the possibility of getting water by going to the Saigon 
River, and we have agreed to furnish money for the study. 

Mr. Knox. Do you have any project as far as purifying water? 

Mr. Barrows. Not in the current program. Half of the $6 million 
in this year’s program is for a basic science building and plans for a 
medical center for the medical school. We feel that the need of 
doctors is so crucial that we developed this project for the develop- 
ment of a medical center. 

Mr. Knox. There is some construction out of this $6 million fund? 

Mr. Barrows. This is a defense support item, yes, sir. 

Mr. Knox. That is all, Mr. Chairman. 

Mr. Harpy. I would suggest we let Mr. Reddan go into the spe- 
cifics now. 

Mr. Reppan. Mr. Barrows, your original concept of the road pro- 
gram called for a road from Saigon to Bien Hoa and 380 kilometers 
on route 1. Was route 1 to be new construction or reconstruction ? 

Mr. Barrows. Route 1 was to be a widening and also reconstruction. 
Actually, before the contract under which our major effort is now 
being made was renegotiated, a good part of phase 1 was completed 
either by emergency work or the military. 

Mr. Reppan. Where is route 1, the 380 kilometers? 

Mr. Barrows. From Tuy Hoa to Tourane. Not only was it de- 
stroyed during the war, but it was sabotaged. 

Mr. Reppan. Was the selection of that phase based on military 
considerations or economic considerations? 

Mr. Barrows. Both. Primarily it was military considerations. 

Mr. Reppan. It would also act as a,connecting road with route 19 
and route 21, would it not? 

Mr. Barrows. Part of it would, yes. At the time the program 
was submitted that was also consistent with the military thinking at 
that time. 

Mr. Reppan. The military thinking changed? 

Mr. Barrows. Yes. In the summer of 1956, a study was made of 
all the roads in Vietnam. The Vietnamese Government wanted us 
to do some things the entire scope of which we thought was beyond 
what was practicable. 

After the study in the summer of 1956, just at the time the engi- 
neering contract was being negotiated, we told Washington the 
Vietamese Government wanted changes. No change was made im- 
mediately, but this year we substituted two roads instead of High- 
way l. 
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Highway 14 is almost equally urgently needed, but we have no 
program for it except we have authorized the Vietnamese to use 14 
million piastres from the refugee program to go to the work on that 
road, but that will not do the whole job. 

Mr. Reppan. I notice on the first phase, which included route 1, 
the total program was for 1,000 kilometers of road. You eliminated 
route 1 and substituted routes 19 and 21. That also amounted to 
1,000 kilometers. I was just wondering if that 1,000 kilometers was 
arrived at on the basis of military considerations or economic or 
political considerations. I am talking about the overall length of 
the road. It struck me as odd that the total mileage came out to 
1,000 kilometers in both cases. 

I notice in the material you submitted yesterday it states this on 
the next to the last page: 

The Government of Vietnam brought strong pressure on the United States 
representatives in Saigon to expand the highway program to include a number 
of new roads of doubtful economic value, but considered by the Government of 
Vietnam to be of major strategic importance. 

Do we also think it is of major strategic importance ? 

Mr. Barrows. I will tell you the roads I had in mind in writing 
that. The Government of Vietnam wanted a road from Tan Chau 
almost to Saigon. The Government’s reason for wanting the road 
is to provide access in the dry season when that area is a refuge for 
bandits. 

The other road that I would put in that category is one from Kontum 
north almost to Tourane into Tuy Hoa. That also would be political. 

Mr. Harpy. That road is in your defense support program ? 

Mr. Barrows. No, sir. That is not anywhere. We haven’t ap- 
proved it. 

Mr. Harpy. You are considering it from the standpoint of which 
program ? 

General Wiu1aMs. It is not being considered at all at any time. 

Mr. Harpy. Fine. Then let’s talk about something else. 

Mr. Meaper. You still didn’t answer Mr. Reddan’s question as 
to whether we regarded the new roads desired by the Government of 
Vietnam as of major strategic importance. 

General WiiuraMs. No, sir. If they were of major strategic im- 
portance we would be considering them. 

Mr. Reppan. Have you set up any timetable for the construction 
of those roads which is keyed into the military situation ? 

Mr. Barrows. We haven’t yet. 

Mr. Reppan. Has any work begun on routes 19 and 21? 

Mr. McCautey. They are doing survey work on 21 at the present 
time and the contractor has established a camp. 

Mr. Reppan. Has the engineering work been completed ? 

Mr. McCautey. It will be. 

Mr. Harpy. Is it practical to start construction while your engi- 
neering work is in that stage ? 

Mr. McCautey. This particular road, Highway 21, requires very 
little relocation. Therefore your engineering work is not too great. 

Mr. Harpy. You don’t have any subsoil problem that has to be 
determined ? 
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Mr. McCautey. They are making surveys now. They will try to 
go to work there in the next 2 weeks. 

Mr. Harpy. When you begin construction while your engineering 
work is relatively incomplete, don’t you run the risk of considerable 
increases in cost because of changes that have to be made as the work 
proceeds : 

Mr. McCautey. Where you have a road that is already located, 
I think we can start to work on grading. 

Mr. Reppan. On the section from Saigon to Bien Hoa there was 
a delay due to lack of engineering work ? 

Mr. McCautey. We were disappointed. I think we are up to a 
point now where we can proceed. Of course you want to remember 
that the last 6 months have been a rainy season and if we had had 
engineering done we could not have done much work. 

Mr. Reppan. The lack of engineering work delayed procurement, 
did it not? 

Mr. McCautey. To some extent. I don’t think they have been 
seriously delayed. 

Mr. Reppan. The reason I ask that, they wrote a letter on April 22 
of this year in which they stated— 
plans are not far enough advanced for us to actually develop units of work to be 
accomplished and schedule equipment to accomplish this work, no quantities of 
work have been established, no definite lengths or weights of piling for bridges 
have been worked out, no definite quantities are available for the amount of 
concrete pipe necessary for the minor drainage, and so forth. 

Johnson, Drake & Piper seemed to think it was a serious handi- 
cap. I would like to get your opinion. 

Mr. McCautey. It was a handicap. 

Mr. Reppan. Was there any necessity for letting the contract to 
Johnson, Drake & Piper at the same time you let the engineering 
contract? Was there any saving? 

Mr. McCautey. No particular saving. 

Mr. Harpy. Is that customary, to let the construction contract at 
the same time as the engineering contract in this kind of a situation ? 
Is that the usual procedure ? 

Mr. McCautey. I don’t think it is. 

Mr. Harpy. Can you give any reason why it was done in this case? 

Mr. McCautey. Because of the desire to go ahead with the project 
as rapidly as possible. 

Mr. Repman. As a result of that, Johnson, Drake & Piper got 
their personnel here ahead of the time it would have been necessary ¢ 

Mr. McCautey. I think they used the time to advantage in doing all 
the necessary mobilization work before a construction job. 

Ambassador Dursrow. I am not a technician, but since I have been 
here they have been having a “city fathers” fight as to where the 
bridge should be, and that was the delay, mostly, on the part of the 
Vietnamese Government. In the 7 months I have been here I have 
heard that many times, the delay in trying to get them to come to a 
decision as to where they want that bridge. 

Mr. Reppan. That was the next question I was going to ask, whether 
or not you had complete right-of-way from Bien Hoa to Saigon. 

Mr. McCavtey. They have a right-of-way from the Saigon River 
into Saigon, depending on where they want to come in. 
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Mr. Barrows. As I understand, they have carried it to a point well 
within the city. 

Mr. Reppan. Do you know what kind of bridge you will build? 

Mr. McCautry. We don’t have a design yet. 

Mr. Reppan. Why hasn’t that bridge been designed ? 

Mr. McCautey. We have a series of designs of various types. We 
still don’t have enough foundation data to determine exactly what 
type of foundation will be used. 

Mr. Reppan. Why don’t you have the foundation data? 

Mr. McCautry. They are taking drillings at the present time. 
They hope to start drilling in the center piers in the next 10 days. 
We don’t have the equipment to make the necessary subsurface ex- 
plorations. We had some equipment here and got some from Austra- 
lia to get the information desired by the engineers. 

Mr. Reppan. Was any of the delay in taking these drillings due 
to the fact there was no determination of whose responsibility it was 
to take the drillings? 

Mr. McCautry. There was some question about that, whether it is 
in the engineering contract or the contractor’s contract. 

Mr. Harpy. We got the impression that was the major reason for 
the delay, because of determining the question of who was to do the 
borings. 

Mr. McCautery. Also the type of equipment to take the specific 
type of samplings they required. It takes time to get that equipment. 

Mr. Harpy. How long ago was that resolved ? 

Mr. McCautey. I believe in June or July. 

Mr. Reppan. Was it August 27th by amendment to the contractor’s 
Letter of Intent? 

Mr. McCavter. That was the final decision, I believe. 

Mr. Reppan. Who was to make that decision of who was to do the 
core borings ? 

Mr. McCavtey. The question arose in May as to whose contract it 
was in, and we had to cable to Washington for that information. 
Johnson, Drake and Piper decided to go ahead with the core drillings. 

Mr. Reppan. That was not in the original contract, was it? 

Mr. McCautey. I don’t think so. 

Mr. Reppan. The road program, as I understand, was on a so-called 
crash basis? 

Mr. Barrows. Certainly phase 1 was considered to be on a crash 
basis. Phase 2, I wouldn’t use that word. 

Mr. Reppan. In this material you gave us yesterday you stated 
that one of the delaying factors was that— 
the Washington offices responsible for contracting were overloaded with high 
priority requests for large engineering and construction projects from this and 
other Missions. 

Did Washington consider it as urgent as you did? 

Mr. Barrows. As far as I know they did. But we were also dur- 
ing this period considering a power project which we also considered 
urgent. 

Mr. Harpy. I am interested in that statement. How do you know 
Washington was overloaded ? 

Mr. Barrows. I was back there. 
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Mr. Harpy. You were back there yourself and saw they had a legiti- 
mate excuse? You had better not try to explain Washington’s de- 
ficiencies. 

Mr. Barrows. Obviously I don’t know what load they had. I know 
what they said they had. 

Mr. Reppan. On the procurement of equipment, has the procure- 
= of USOM in any way delayed the construction of this 
road { 

Mr. Barrows. I don’t know. Someone suggested that the fact we 
began to substitute the use of surplus government equipment for what 
we thought we would buy on the open market delayed the project. 
I don’t know that it did, but if it did I would say we made that 
change because in the summer of 1956 the Assistant Secretary of 
Defense visited the Far East and said a lot of good surplus equipment 
would be released. 

Mr. Reppan. That was in the summer of 1956? 

Mr. Barrows. I think so. 

Mr. Reppan. The Letter of Intent was signed February 27, 1957. 

Mr. Barrows. That is right. 

Mr. McCautey. We were also told by Washington to use the sur- 
plus equipment where we could use it. There is quite a saving in 
using it. Some of the equipment we have here is rebuilt and is in 
good condition, and I think we effected quite a saving by using it. 

Mr. Reppan. Did you lose that saving by holding up the work on 
the job and having personnel here who were doing nothing? 

Mr. McCautey. I don’t think we did. We didn’t have that many 
personnel here. I believe they were all fully occupied in mobiliza- 
tion work. 

Mr. Harpy. When you get in the rainy season, actually you can’t do 
any work on the road, can you ? 

Mr. McCautey. You can part of the time. There have been times 
you can do very little. 

Mr. Harpy. How long a period does the rainy season cover? 

Mr. McCautey. Normally about six months, but the rainy season 
is not the same all over Vietnam. 

Mr. Harpy. I wondered what was done with all the personnel 
when it got to that stage? 

Mr. Barrows. There are only about two months when you are 
stopped altogether. The rest of the time you are stopped only part 
time. 

Mr. McCautry. It depends on the rainy season itself. The first 
rainy season I was here a year ago I think we could have worked 80 
percent of the time. 

Mr. Reppan. In a letter of August 26, 1957, to Mr. James L. Hock- 
enberry, ICA, Washington, Mr. H. R. Burroughs, administrative 
manager of Johnson, Drake & Piper, stated that under the letter of 
intent of February 27, 1957, they had been given the basis of mobiliz- 
ing the equipment; that they analyzed the equipment available in the 
Saigon area and had made arrangements for immediate procurement 
of the equipment, and in mid-June 1957 they were told to stop all 
outside procurement activities and wait until equipment owned by 
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the United States Government at various depots within the United 
States and in Japan had been screened. Then he says: 

We wish to advise ICA, Washington, that the requirement to screen Govy- 
ernment-surplus equipment is causing indeterminable delay in the early prose- 
cution of the work through no fault of the contractor due to the lack of infor- 
mation, other Government agencies having priority on the equipment, and in- 
ability of anyone to guarantee delivery dates from Government surpluses. 


Then he states: 


Since the aforementioned list of equipment was submitted in May no actual 
physical procurement of equipment has been accomplished from the Government 
in spite of diligent efforts on our part. 

I would appreciate your comment on that. 

Mr. McCautry. I have never seen the letter before. 

Mr. Harpy. Did you know about that condition ? 

Mr. McCautry. This is the first time I have heard of it. 

Mr. Meaper. Doesn’t ICA have the right to take equipment in its 
excess stage, before it is declared surplus? 

Mr. McCautey. It has to be declared surplus. 

Mr. Mraner. It has to be declared excess, but doesn’t ICA have a 
right to pick it up before it is declared surplus? 

Mr. McCautey. Weare buying this equipment. 

Mr. Meaper. ICA is buying it? 

Mr. McCautey. Yes 

Mr. Barrows. I believe you are drawing a distinction between ex- 
cess and surplus, and I don’t know what that is. 

Mr. Mraper. Does anyone know whether ICA has the right that 
other Government agencies have of saying they want the property 
in its excess stage before it is declared sur plus? 

Mr. Granr. Yes. ICA in cases has acquired property for programs 
in the excess stage. 

Mr. Harpy. Before it was declared surplus? 

Mr. Grant. Yes. 

Mr. Meaver. That would not only save time before the surplus- 
disposal procedure was completed, but it might save dollars. 

Mr. Grant. I don’t know if this equipment was in the stage of 
excess or surplus. Sometimes the terms are used loosely. 

Mr. Harpy. That letter was written to ICA in Washington. Do 
you encounter that in your legal office in Washington? 

Mr. Grant. I don’t recall. 

Mr. Barrows. May I ask Mr. Reddan a question? In what way 
do you feel this has delayed the program ? 

Mr. Harpy. The question that arises is due to the allegations made 
by Johnson, Drake & Piper in a letter to ICA. They allege they 
were delayed, and we were trying to get the understanding from the 
field. 

Mr. McCautey. In the contract they have signed they have waived 
any delays that might have occurred before October 1 of this year. 

General Wuu1ams. I think I can establish something on this 
surplus-excess matter. I gained the impression that originated after 
one of the Assistant Secretaries came here, because he said he had 
lately been in Japan where certain battalions were going to be de- 
activated and they had a lot of good engineering equipment. 
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Mr. Harpy. Do you recall whether that may have been Secretary 
Reuben Robertson ? 

General Wiu1aMs. I think it was. 

Mr. Barrows. I am sure it was. 

Mr. Meaper. Was any of this equipment to be furnished here 
engineering equipment ? 

Seneral WitiiaMs. Yes. 

Mr. Meaper. Has it been utilized ? 

General WituiaMs. Yes. 

Mr. Mraver. How has the transfer been handled ? 

Mr. Barrows. This equipment that we have found was in the pos- 
session of the Vietnamese authorities, generally the military, and it 
has been assigned to the Ministry of Public Works. Later on the 
TERM people may find it is surplus and reclaim it, but for the 
moment we are using it. 

General Witi1ams. My remark was relative to surplus or excess, 
and I got the impression it came up on the spur of the moment be- 
cause of the deactivation of some engineer aviation battalions in 
Japan. 

Mr. Harpy. I wonder how the contractor got that information. 
Obviously somebody in ICA had told him to try to buy this equip- 
ment. 

Mr. McCautery. The contractor was requested in June to send his 
people out to these various surplus depots to make an inspection 
of the equipment needed over and above what he could obtain in 
Vietnam. We have two types of equipment coming in here, one 
which comes in from surplus stecks and one from mobilization re- 
serve stock, one being new equipment which may be 10 or 15 years 
old but has never been used, and one which has been rebuilt. 

Mr. Reppan. In the letter of intent entered into in February with 
Johnson, Drake & Piper, they were authorized to make procure- 
ment and no reference was made to a surplus although I understand 
Secretary Robertson had been here 6 or 7 months prior to that time. 

Mr. Barrows. Yes, but the first we obtained as a result of his visit 
was based on a requisition made on 1956 funds. Those funds had 
been exhausted. I know we gave the requisition to Secretary Robert- 
son and also called the attention of Washington to the fact we may 
not have to buy them. 

Mr. Reppan. To get away from equipment procurement for a mo- 
ment, I would like to ask a question about the haison USOM has with 
MAAG in planning these road programs. The reason I ask that is 
because of the situation that developed with regard to the firing 
range. 

At what point did you learn the firing range was in the path of the 
road? Didn’t the MAAG engineers know about the road ? 

Mr. Barrows. Yes, but clearance of the right-of-way was the job 
the Ministry of Public Works of the Vietnamese Government. They 
simply didn’t turn up that fact, and I don’t think it would neces- 
sarily be known to the engineer officers here. 

Mr. Reppan. When did you first learn there was a conflict between 
the firing range and the road? 

Mr. Barrows. In April, I believe. 
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Mr. Harpy. Did that necessitate a change in the location of the 
road ? 

Mr. Barrows. Yes. 

Mr. Harpy. That is the kind of thing that prior engineering would 
have helped on. 

Mr. McCautey. That came up after the final determination of the 
center of the road had been made. We had briefings and within a 
few days it became apparent that the firing range was in there, and 
after discussions the ihe range was chanaen 

Mr. Barrows. The rifle range did not show on any maps available 
to the engineers. 

Mr. Reppan. Did MAAG know? 

Mr. Barrows. I think as a matter of fact our engineers worked for 
the Vietnamese Government and MAAG?’s advisers worked for the 
Vietnamese Government. 

Mr. Harpy. That is the kind of thing that would have been avoided 
if the engineering work had been done ahead. 

Mr. Barrows. We might have had the same situation. You still] 
had to solve the problem whether to change the location of the rifle 
range. 

Mr. Harpy. Yes, but that would have been solved if the engineers 
had known about it earlier. 

General Wiii1AMms. May I ask a question ? 

Mr. Harpy. Yes. 

General Wix1ams. What does Johnson, Drake and Piper say that 
delay cost them ? 

Mr. Reppan. They didn’t give us a cost figure. 

Mr. Harpy. I was not aware of any specific cost figure in there. 
As far as I know it might not have been particularly costly. It is 
just an example of what might have been avoided if the engineering 
had been done first. 

Mr. Reppan. In their July report they stated that the survey work 
had to be stopped pending final determination of the range location, 
and they were not given the go-ahead signal until the middle of 
September. 

General Witx1aMs. Then their delay was how long? 

Mr. Reppan. This first came up in July, or in June, and the work 
was delayed from then until the middle of September. 

Mr. McCautey. It was resolved in July. 

General Wriu1aMs. They had to resurvey 8 kilometers of road, and 
it held them up 2 weeks. 

Mr. Harpy. That is why it is helpful to have these hearings, be- 
cause when you look at the record it looks like they were held up 
about 2 months. 

Mr. McCautey. What is that report ? 

Mr. Reppan. This is a report dated October 10. I just have an 
excerpt from the report. 

Mr. McCavtry. That is not the same thing. 

Mr. Reppan. This was supplied by ICA. 

Mr. McCautey. The question was resolved in July. 

Ambassador Dursrow. The Vietnamese Government told us there 
would be no difficulty about obtaining a right-of-way. They have a 
religious system here. You decide you want to be buried in the 
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middle of a rice field or 4 yards from a house, and you get buried 
there, and then your relatives take care of that grave in perpetuity; 
and one of the problems we ran into was the Vietnamese Government 
said they uneil get the graves out of the way. They had a heck of 
a time and finally had to put out notices in the paper to any relatives 
of the persons whose tombs were in the way. 

Mr. Harpy. If these are two different things—and I can under- 
stand they probably are—we will lay the responsibility for that at 
the door of ICA in Washington. 

Mr. Harpy. I think we can close in a few minutes. 

Mr. Reddan, will you continue. 

Mr. Reppan. I just wanted to discuss the part of your submission 
in response to question 6. In paragraph 4 you say: 

During the first 2 years of our program, emergency needs dictated the pur- 
chase of piastres with direct dollar payments to the National Bank. These 
dollars in turn were used to finance imports. However, this process does not 
lend itself to the type of control possible under PA procurement. 

I was wondering if you could tell me to what extent these piastres 
were purchased in 1955, 1956, and 1957. 

Mr. Barrows. I will let the Controller answer that. 

Mr. Otnick. In 1955, $119 million cash grants were made avail- 
able. In 1956, $32 million, of which $25 million was loan aid and 
$7 million was grant aid. 

Mr. Reppan. Was there any in 1957? 

Mr. Otnicx. No. 

Mr. Reppan. How about fiscal 1958 ? 

Mr. Otneck. It is not contemplated. 

Mr. Reppan. Does ICA have any control over the imports made 
with these dollars ? 

Mr. Barrows. By administrative agreement we have a general con- 
trol over the kind of things brought in. 

Ambassador Dursrow. Some are prohibited. 

Mr. Reppan. Do you know if there is any reprograming of the 
commodities brought in with those dollars? 

Mr. Barrows. What do you mean by reprograming ? 

Mr. Reppan. I was thinking from the standpoint of change of or- 
ders or something comparable to your reprograming under the ICA 
program. 

Mr. Haratpson. You mean cancellation of letters of credit ? 

Mr. Reppan. Yes. 

Mr. Haraxpson. I think it would be modest, because I don’t see wh 
they should not go through with the importation once it was planned. 

Mr. Reppan. Did you have any reprograming under the ICA pro- 
gram ? 

Mr. Barrows. I imagine so. 

Mr. Reppan. Would there be any reprograming because of economic 
conditions ? 

Mr. Barrows. Not during those years that I am aware of. 

Mr. Reppan. Under question No. 4, in the answer you submitted 
yesterday I notice you state: 

The Controller’s Division of USOM to Vietnam has audited and approved 


documentation of two-thirds of this total and is proceeding as rapidly as possible 
to audit the remainder. 
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That refers back to the local currency funds generated by ICA cash 
grants issued for the refugee program. 

How soon do you think the last third will be audited ? 

Mr. Otnick. That was in reference to the 1955 refugee program. 

Mr. Reppan. How much does this one-third amount to that has not 
been audited ? 

Mr. Otnick. I think there is a little over 313 million piastres which 
have to be reviewed by our auditors, and if that is found acceptable 
we will consider that the documentation of excess is satisfactory. The 
entire thing came to about $40 million. 

Mr. Reppan. So that there is $10 million or $12 million unaudited 
at this time, is that right ? 

Mr. Ountcx. Yes. 

Mr. Reppan. In 1955 there was $10 million unaudited. Has there 
been any decrease in that amount since 1955 ? 

Mr. Otntcx. Yes. A substantial amount of documentation has been 
forwarded to the Treasury, where our auditing is made, and a sub- 
stantial amount has been audited. 

Mr. Barrows. As a result of that audit we reviewed our whole pro- 
cedure for auditing. $10 million was the counterpart for which they 
had not supplied the initial accounting. But as a result of that audit 
we strengthened our whole procedure for auditing. 

Mr. Reppan. But there is still $10 million that has not been audited ? 

Mr. Barrows. One of the things we did was set up a system in the 
government, and they have gone through that material. 

Mr. Otnicx. Every one of these vouchers is approved first by the 
agency set up to administer the program, and secondly by the Ministry 
of Fi inance, and then the Treasury. So they have a very good control. 

Mr. Reppan. You mean the Vietnamese Government! 

Mr. Otntcx. Yes. 

I wasn’t here at that time, but as you can well imagine, that pro- 
gram was operated under very difficult conditions. The vouchers that 
were submitted were subjected to the checks I have just described. 

Mr. Harpy. I notice the statement is made that “our primary in- 
terest is in the documentation of the ICA financed contribution, and 
the question of audit is based on an audit equivalent to the amount that 
we put in.” We certainly can’t considered that our obligation to deter- 
mine the propriety of the use of the funds is completed when we de- 
termine that an amount equivalent to our contribution has been 
accounted for. There could be a whole lot of the total unaccounted for 
that might be ours. It would certainly leave an awful gap there. I 
don’t know how we can take the position that having determined that 
an amount equivalent to what we put in has been accounted for is evi- 
dence of the fact the funds we put in have been expended in accord- 
ance with the purpose intended. 

Mr. Barrows. Do you mean if we put money in their budget we have 
the obligation to audit their whole budget ? 

Mr. Harpy. I wouldn’t undertake to. say that, but I think we have an 
obligation to know what is done with our ‘funds, : and actually we don’t. 
All we know is what is done with a portion of the total they have. We 
have not accomplished very much—and I am not su gesting there was 
something irregular—but we haven’t accomplished very much if we 


join in a cooperative program and don’t know what is done with the 
funds we put in. 
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Mr. Barrows. In this program we agreed to finance a part of the 
program and asked them to advance 300 million piastres. None of 
our money was spent until the program was about half over. So 
what this amounts to when we say this is simply rejecting a claim for 
reimbursement. ‘There may be a difference between what we ad- 
vanced and what they accounted for, but we have felt that if they 
can supply documentation we believe is satisfactory up to the amount 
we advanced, we need not go further. 

Mr. Harpy. There is a sort of a balance sheet in the answers sub- 
mitted to our questions, and there is an asterisk that says, “Slightly 
exceeds ICA financed contribution.” That does not necessarily mean 
to me that our funds were properly used. Maybe it is the best you 
can do, but I don’t get any satisfaction out of that statement. 

Mr. Otnicx. I would say normally your approach to this problem 
is quite right, but these were not normal coullidiénn and it is doubtful 
whether the entire pot of money can ever be substantiated through 
supporting documentation. So as the next best possible thing it was 
decided that if we could at least substantiate expenditures equal to 
our contribution, that is better than nothing at all. 

Mr. Harpy. Of course it is better than nothing at all, but it leaves 
a lot to be desired and I get no satisfaction out of that. Iam not sug- 
gesting any funds were misused, but they could have been misused. 

Mr. Ounicx. If we were taking care of a project in 1957 or 1958, 
our standards of financial management would have to be higher. 

Mr. Harpy. I am not suggesting there were not problems attached 
toit, but I don’t find much satisfaction in that observation. 

I would like to have a little bit better understanding of this dual 
exchange rate proposition. I would like, if we could, to follow the 
actual application of it so that we would get an understanding of just 
how it works. On the face of it, it looks like we are not getting but 
half value in terms of commodities that we put in, and if that is not 
correct I think the record should have a picture to make it as clear 
as we Cah. 

As I understand it, the whole business of piastre generation through 
the sale of commodities is based on the issuance of procurement au- 
thorization. I would like to try to get a picture of just how that 
works. Could one of you outline that for us? 

Mr. Haratpson. Well, a prospective importer goes to the bank and 
buys a dollar. 

Mr. Harpy. Does he buy it for a specific purpose 

Mr. Haraxpson. He buys it for the specific purpose of importing 
an agreed amount. He pays 35 piastres to get that dollar of ex- 
change. That goes in our counterpart fund. When the commodity 
arrives at the dock, he has to pay custom duties and special taxes of 
18 piastres, on an average. So every dollar generates 53 piastres. 
Not all of these 53 piastres go in the counterpart fund. Some of 
them, in the form of duties, are deposited in the counterpart funds. 
Of the 18 piastres in duties and taxes, about 5 go in the counterpart 
fund and the rest go in the Vietnamese Treasury as general revenues. 

Mr. Harpy. So that the net effect is that a merchant acquiring a 
procurement authorization is responsible for the generation of 40 
piastres per dollar ? 


Mr. Haraxpson. Forty going in the counterpart fund and 13 in 
the Vietnamese Treasury. 
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Mr. Harpy. Now this foreign exchange that the merchant has ac- 
quired, he uses to buy that specific commodity at the price he has to 
pay for it on the American market ? 

Mr. Hararpson. That is right. 

Mr. Harpy. So he has dollars he bought for 53 piastres per dollar. 
He brings those commodities here and sells them in a market where 
the piastre is worth 70 piastres per dollar ? 

Mr. Haratpson. No, sir. If he brings them in he will have a hard 
time selling them for 55 piastres. The market is so tight here and it 
is such a buyer’s market that you can talk to any merchant and he 
~~ tell you he has a hard time bringing his goods here and selling 
them. 

Mr. Harpy. I am talking about price. Anyway, he has merchandise 
that he has paid for at the rate of 53 piastres per dollar so that the 
commodity that he has bought sells at a level which is in effect sub- 
sidized if he is not making an exorbitant profit on it. 

Mr. Barrows. If you have someone in this country who has piastres, 
he may want to buy goods that come from abroad or he may want to 
transfer it out of the country. The people who want to buy goods are 
not prepared to pay more than 53 piastres per dollar. It was to take 
care of the black market people that this free market was set up. It 
was set up primarily to say to the people who have legitimate claim 
on the piastres that they can buy at the official rate, and those who want 
to get it out pay the 70. The actual price level of the people living 
here and who have no incentive to get out is well reflected by the 53 
rate. 

Mr. Harpy. The 53 rate has the effect of reducing the comparative 
price, because nobody could import American commodities except 
under this generation program, because they would have to pay 70, 
wouldn’t they ? 

Mr. Hararpson. But you must bear in mind that the market that 

oes back and forth at 70 is extremely limited, a couple million 
dallaze a year. a ae 

Mr. Harpy. There certainly must be commodities imported in here 
from other countries. 

Mr. Barrows. They are imported from Asia. 

Mr. Harpy. Allofthem? 

Mr. Barrows. Except luxury items that are imported at an es- 
pecially high rate. . ‘ . x eat 

Mr. Harpy. If you are buying any imported item, isn’t it based on 
the same exchange that produces a 70-to-1 ratio? _ 

Mr. Haratpson. That rate is completely artificial. 

Mr. Harpy. Whichrate? The35 rate? 

Mr. Haraupson. The 70 rate. It is based on considerations such as 
these: If you want to export profits out of this country, you have to 

ay 70 piastres for every dollar. It is a penalty rate. On the other 
band, it is high enough to invite people to legitimatize otherwise black- 
market operations. So it is in effect an attempt to make a rate attrac- 
tive enough so that money that would otherwise go in the black market 
will accrue to the Vietnamese Government. 

Mr. Harpy. Do you understand that? , 

Mr. Meaper. No. Are we bound by some agreement with the Viet- 
namese Government to that 35 rate? 
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Mr. Barrows. We have an agreement that until further notice that 
is the arrangement. 

Mr. Meaper. When was that agreement entered into? 

Mr. Barrows. Just after they took over. They didn’t have a free 
market at that time. 

Mr. Meaper. Has the free market rate been going up ? 

Mr. Haraupson. The price level in Vietnam now equates at about 
47 to 48 piastres. The relative price level equates with world rates at 
about 50. If you had an exchange rate of not 35 but 50, you would 
have serious inflation or you would have to cut back your taxes. Last 
winter we felt we would be unsuccessful in getting them to change the 
exchange rate so we got them to put a tax on. 

Mr. Harpy. Do I understand that even at this exchange rate you 
experience difficulty in generating enough local currency to fill your 
commitments ? 

Mr. Hararpson. No. 

Mr. Harpy. Then maybe the exchange rate is too low. 

Mr. Haraxpson. I don’t follow that. 

Mr. Harpy. The taxes, I assume, are fixed ? 

Mr. Barrows. What do you mean by that ? 

Mr. Harpy. I assume the Government has established taxes on 
certain commodities ? 

Mr. Haraupson. Last winter we got them to levy surtaxes, which is 
the same thing. 

Mr. Mraper. Why were we obliged to agree to this fixed rate of 
exchange ? 

Mr. Haratpson. There is an agreement there. 

Mr. Mreapver. Why did we have to make that agreement ? 

Mr. Harpy. I think it is understandable that you would have to 
have an agreement to start with. I don’t understand why it has to 
continue though. 

Mr. Haratpson. The implication is if you had a different rate you 
would save money. 

Mr. Barrows. Obviously we have a legal right to tell them what 
rate we will have. For a great many reasons we don’t think it would 
be in our interest to force them to make a change in rate they do not 
believe they can handle. 

Mr. Reuss. Isn’t there something involved here that we haven’t 
touched on, namely, the rate of saving in Vietnam? Let us assume— 
I know it is not true—the people of Vietnam had never had it so 
good and were saving money hand over fist. If that were true— 
and I am not suggesting it is—we would be meatballs for having an 
artificially low rate, because we would lose the benefit of our piastre 

eneration and enable the capital of Vietnam to be aggrandized by 
those Vietnamese doing well economically. 

Mr. Haratpson. If you want to assume that some people’s income 
is too great, inflation 1s a poor way of getting money out of people. 
This is one country in this part of the world where the budget is in 
balance and where you have a stable economic condition. I don’t 
know how long we will be able to hold that until they learn the bad 
habits of other nations. 

Mr. Harpy. And the United States. 
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Mr. Haratpson. There are several items we feel are still under- 
taxed. Weare not satisfied with this, either. 

Mr. Reuss. Isn’t, then, the main question, What is the rate of sav- 
ing within Vietnam? I suspect the answer will be reassuring to us, 
namely, that the rate of saving is not very great. 

Mr. Haratpson. It is very low. I would say the standard of liv- 
ing of the average military person or the average functionary of 
government and processor is pretty grim. 

Mr. Harpy. Just one thing sticks out with me. If we had a high 
exchange rate we would generate piastres more quickly, which would 
mean it wouldn’t take as much money to finance the support we have 
to provide. I still would have to contend that on the basis of that 
factor alone it wouldn’t take as many commodities to do the job. It 
might raise the price to the point you would have difficulty generating 
the piastres at all. 

Mr. Haratpson. I think there has been very little noise in the last 
6 months on increasing army pay. If you drive the cost of con- 
sumer goods up, you will have to pay the army more. 

Mr. Meaver. Mr. Haraldson, do you want to assure the committee 
that no one is making money on this exchange rate? 

Mr. Haratpson. I am willing to bet my farm in North Dakota 
that the amount of windfall profits that a merchant makes is slim. 
And you can ask any reputable merchant. Because even with the 
imposition of sizable taxes, the prices have been coming down. 

Mr. Harpy. I was particularly interested in your statement there 
is not even a cry for an increase in the pay of the military; I wish 
you would give us the formula for that, because if we don’t raise the 
pay of our military the generals will quit. 

Mr. Barrows. This matter has been under discussion between us 
and the Vietnamese Government and between us and Washington. 

(Discussion off the record.) 

Mr. Meraper. Could I ask one more question. I would like to ask 
Mr. Haraldson’s comment on the possibility of private capital invest- 
ment in economic undertakings here, and whether or not the Viet- 
namese Government is fostering that type or whether it is tending 
toward government enterprise. 

Mr. Haratpson. Free private enterprise and the things that make 
Tommy run in Detroit and in the United States are not the same as 
here. Yet we are convinced that this country will never get off the 
ground unless it does something to stimulate free private enterprise. 
We want to encourage free private enterprise. It is going to be a 
long, hard road because it is so completely foreign to their whole 
philosophy. 

Mr. Meaper. The facilities being sold by the French and being 
acquired by the Vietnamese are being acquired by private investors? 

Mr. Haratpson. I know of very little of that. 

Mr. Barrows. There have been small enterprises acquired by the 
Vietnamese Government such as bookstores, but the big enterprises 
are still here, such as the utilities. 

Mr. Meaper. And still owned by the French? 

Mr. Barrows. Yes. 

Mr. Mraper. Is there any program in the Vietnamese Government 
to acquire those utilities ? 
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Mr. Barrows. There is of the bus company. 

Mr. Haratpson. The bus business is just a charter, isn’t it ? 

Mr. Harpy. I think this isa good place to quit. 

Mr. Ambassador, I want to express our appreciation, my own and 
that of the members of the committee, for this very fine reception we 
have had here and for the pleasant and very helpful discussions we 
have had. I think this has been a fruitful day, and I look forward 
to coming back again sometime. I do want you to know how much 
we appreciate the help given by you and Mr. Barrows and Mr. Harald- 
son and your associates. And, General, I want to express apprecia- 
tion to you and to your MAAG group for your helpfulness. Some of 
the problems that we are concerned with I think have some rather far- 
reaching importance, even though we have discussed a great deal of 
nomenclature. 

We realize that a good many of the questions we have raised are 
actually questions that have grown out of actions taken in Washington 
rather than in the field, but the only way we can get a perspective is 
to get an expression from you people in the field. We are grateful to 
you for your sony 

Ambassador Dursrow. Thank you very much. I know I speak for 
the rest of the agencies in expressing pleasure in having you here, and 
I personally learned a lot today. To get your point of view has been 
very edifying tous. We hope you will come back soon. 

Mr. Harpy. Thank you very much. 

(Thereupon, at 5: 35 p.m. the hearing was adjourned. ) 
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FOREIGN AID CONSTRUCTION PROJECTS 


(Part I[—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


TUESDAY, NOVEMBER 19, 1957 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Siem Reap, Cambodia. 

The subcommittee was briefed, upon arrival at the airport at Siem 
Reap, Cambodia, by S. W. Thompson, project engineer, United States 
Operations Mission. 

{embers present: Representatives Porter Hardy, Jr., (chairman)'; 
Henry S. Reuss, Jack Brooks, Charles Brownson, George Meader, and 
Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; and 
Walton Woods, staff investigator. 

Escort officers: Rear Adm. E. C. Stephan, United States Navy; 
Comdr. Ralph E. Elliott, Jr., United States Navy; Lt. Comdr. W. C. 
E. Pfischner, United States Navy; and C. Hoyt Price, Department of 
State. 

American Embassy officials present: Ambassador Carl W. Strom 
and Curtis Cutter, Third Secretary. 

United States Operations Mission Officials present: Alvin Roseman, 
director; S. W. Thompson, project engineer; and Harold Lowry, 
heavy equipment specialists. 


STATEMENT OF S. W. THOMPSON, PROJECT ENGINEER, UNITED 
STATES OPERATIONS MISSION, SIEM REAP, CAMBODIA 


Mr. TxHompson. Before we go to inspect the Barai Occidental Ir- 
rigation Project, I might show you on the map where we are and 
where we are going. 

Here is the city of Siem Reap and here is Angkor. 

The source of the water is the Siem Reap River. It flows through 
the town and you will be able to see it where it comes through the 
town. 

This (indicating) is a diversion dam on the Siem Reap River. The 
water is diverted into an inlet canal and follows a part of the old 
moat of the city. The water goes through this inlet canal into this 
reservoir, which you probably saw from the air. 

This reservoir holds 65 million cubic meters. From the reservoir 
the water goes through an outlet gate into the main canal. This out- 
Jet gate is still under construction. We cut a hole in the dike and are 
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ready now to construct the outlet gate. That is about the only part 
of the project that is not finished. All other structures are finished. 
We will stop at that point in our tour. 

The water goes from the main canal to a distribution point, and 
from the distribution point it is distributed into the agricultural 
area. 

Mr. Reppan. Are any of those the old canals? 

Mr. THompson. No, there are no old canals. 

Mr. Harpy. This is a new canal in here (indicating.) ? 

Mr. Tompson. Yes. All canals are newly constructed. 

Mr. Harpy. Did you find any old ones you could reconstruct? 

Mr. Tuompson. No, only this moat. 

Mr. Brooks. How about the reservoir itself? 

Mr. Txuompson. The reservoir existed until a few years ago in ap- 
proximately the same condition it was a thousand years ago except 

arts that were cut out and some erosion. It is about 10 meters in 
eight and there are about 8 million meters in the dikes. 

Mr. Reuss. What crops are being grown in the irrigated areas? 

Mr. Tuompson. Mostly rice. 

Mr. Harpy. Is this essentially the same area that was originally ir- 
rigated ? 

{r. Tuomprson. That is what we think. 

Mr. Reppan. Isthat a gravity feed ? 

Mr. THompson. Yes. 

Mr. Reppan. And you feed it during the rainy season ? 

Mr. TuHompson. Yes. The water is raised up by the diversion dam. 
We plan to visit first the diversion dam. 

Ambassador Strom. We are at the airport here (indicating on map) 
now. In order to get to the diversion dam we have to go through the 
ruins. We will not make any stop at the ruins this morning, because 
we will go there this afternoon. The road will take us to Angkor Vat 
and to Angkor Thom out this gate (indicating) to the diversion dam. 

Mr. Tuompson. This is the diversion dam. We will follow the 
path of the water around the project. There is no road here, so we 
go back to the north gate where we can see the canal, and then go out 
the west gate. 

Then we will go to the dike of the reservoir on our access road out 
to the point where the water is diverted out of the reservoir. We will 
go on over to the end here, where you will have the best view of the 
reservoir, then we will go back to the road and see some of the distri- 
bution canals along the road. We will stop at this distribution point 
(indicating), and then we will proceed from there on down to the 
hotel. 

Mr. Harpy. That is fine. 

Mr. Brooxs. What is the cost of this project? 

Mr. Tuompson. The total cost, including the procurement of the 
equipment, is about $1.5 million. 

All of the irrigation in Cambodia is a restoration of projects that 
existed before World War II. 

Mr. Brooks. This was in operation before World War IT? 

Mr. Tuomrson. This small section was here. All the other proj- 
ects, of which there are 3 of this general size and 5 medium and 
57 small projects, are all reconstruction projects. 


FOREIGN-AID CONSTRUCTION PROJECTS 915 


Mr. Harpy. Convert that to acres. 

Mr. THompson. 35,000 acres. 

Mr. Harpy. Will that be enough to irrigate this land ? 

Mr. Tuompson. This land, it will be. 

In certain years water comes at the wrong time or it doesn’t come 
and we have crop failures. This is to ensure the wet season crop. 

Mr. Harpy. Thank you. 

(Whereupon, members of the committee and Mr. Reddan and Mr. 
Woods of the committee staff, accompanied by Ambassador Strom, 


Mr. Roseman, and Mr. Thompson, made a tour of the Barai Occidental 
irrigation project. 
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(Part [[—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


WEDNESDAY, NOVEMBER 20, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Phnom Penh, Cambodia. 

The subcommittee met at 9:30 a. m. in the Conference Room, United 
States Embassy, Hon. Porter Hardy, Jr. (subcommittee chairman) 
presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Vic- 
tor A. Knox. 

Staff members present: John T. M. Reddan, chief counsel; and 
Walton Woods, investigator. 

Escort, officers present: Rear Adm. E. C. Stephan, United States 
Navy; Comdr. Ralph E. Elliott, Jr., United States Navy; Lt. Comdr. 
William C. E. Pfischner, United States Navy; and C. Hoyt Price, 
Department of State. 

American Embassy officials present: Ambassador Carl W. Strom; 
and Edmund H. Kellogg, counselor of Embassy and deputy chief of 
mission. 

United States Operations Mission Officials present: Alvin Rose- 
man, director; Herbert Rea, deputy director; and Marlin Haas, con- 
troller. 

American Military Official present: Brig. Gen. Edwin S. Hart- 
shorn, Jr., chief, Military Assistance Advisory Group. 

United States Information Service Official present: John J. An- 
spacher, director. 
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STATEMENT OF AMBASSADOR CARL W. STROM; ACCOMPANIED BY 
EDMUND H. KELLOGG, COUNSELLOR OF EMBASSY AND DEPUTY 
CHIEF OF MISSION, AMERICAN EMBASSY, PHNOM PENH, CAM- 
BODIA; ALVIN J. ROSEMAN, DIRECTOR; AND HERBERT REA, 
DEPUTY DIRECTOR, UNITED STATES OPERATIONS MISSION, 
PHNOM PENH, CAMBODIA; BRIG. GEN. EDWIN S. HARTSHORN, 
JR., CHIEF, MILITARY ASSISTANCE ADVISORY GROUP; AND JOHN 
J. ANSPACHER, DIRECTOR, UNITED STATES INFORMATION 
SERVICE 


(Portions of Ambassador Strom’s briefing were classified by the De- 
partment of State and have been deleted from the record.) 

Ambassador Strom. I would like to open the meeting by welcoming 
the committee to Phnom Penh. We are very glad to have you with us 
and hope you will conclude at the end of your stay that you have had a 
profitable visit. 

I think you have already seen what the country has to offer in 
the way of attraction at Angkor. 

First of all I have an apology to make in the way of an invitation. 
Before I left, my wife and I had arranged a buffet dinner at our 
house for tomorrow night for the committee and certain American 
guests. I understand since I have returned that I have an invitation 
from the King and Queen in honor of Nobusuke Kishi, the Japanese 
Prime Minister, tomorrow night. I don’t feel I can overlook that 
invitation, even with an important congressional committee here. So 
I will have to ask Mr. Kellogg and Mr. Roseman to act as hosts at 
my house tomorrow night. I hope the committee will understand that. 

Mr. Harpy. That is allright. That is fine. 

Ambassador Strom. The chairman asked me to give a fairly com- 
plete picture on the political situation in this country. 

About 1856 the king of Cambodia, King Monivong, came to the 
conclusion that his country was about to be divided between the Viet- 
namese on the east and the Thais on the west. He sent emissaries to 
examine the English and Dutch and French, and when he got their 
report the best choice was the French, and he invited the French to 
come in and establish a protectorate. The French maintained the 
fiction of a protectorate, and the royal family remained on the throne. 
It is a very ancient dynasty and probably comes down a direct line 
from the time of Angkor. 

The French retained the right to establish the succession when 
the king died. The king died in 1935. 

The succession went from King Monivong to his grandson, Prince 
Sihanouk. 

Prince Sihanouk was sent to school in Saigon, at the Lycee Chas- 
seloup-Laubat. At the age of 18 he succeeded to the throne. He has 
the background of traditions of an oriental despotism and at the same 
time he knows all about the spirit of the law and, moreover, he believes 
in all of them. 

He became king in 1941 and was king through the Japanese occu- 
pation. Sihanouk became a leader of the independence movement 
himself. The country became independent on November 9, 1953. He 
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has tremendous prestige as a hero of independence, and he is almost 
universally adored by the people. 

When the country became independent he granted the country a 
constitutional monarchy on the pattern of the French, and immedi- 
ately he had an opposition party. He struggled with the National 
Assembly that had been elected for a period, and became more and 
more upset. 

One day in March 1955 he abdicated in favor of his father and 
mother. Following his abdication he formed a party which he calls 
the National Social Community. It is not a political party, every- 
body is eligible for membership. 

This party won all 91 seats in the National Assembly in September 
1955. 

But in spite of the fact his party has held all the seats in the 
National Assembly, we now have our ninth government since Sep- 
tember 1955. Twenty-seven months have passed, so on the average 
each government has lasted 3 months. 

You might ask, How can the government be as unstable as this? 

In France you have frequent changes of government, but there is 
a civil service and a bureaucracy that keeps the machinery going. 
This government hasn’t had time to build this machinery. 

Sihanouk became Prime Minister last April, sick and needing to go 
to France for treatment. He went to France on August 20 and is 
expected back in 2 or 3 weeks at the most. The present government 
came in on direct royal mandate. The Prime Minister is a man we all 
respect. We think he is a thoroughly good, honest public servant. 
Sihanouk still runs the country. Whether he is Prime Minister or 
not, every decision is made by him. 

The King is his father, Norodom Suramarit. 

Mr. Harpy. Is he still running the government during his absence? 

Ambassador Srrom. We feel quite sure the government has not 
taken any steps that were not sanctioned by the Prince, at any rate. 
The Prince’s line is well known, so in most cases the Prime Minister 
would not have to ask him. 

The second point I want to review is our national objective here and 
our prospects of achieving it. 

The chief objective of Cambodia is to maintain its independence. I 
think it is quite safe to say that is the chief foreign policy object 
of Cambodia. We believe we can equate our desire with their desire 
to maintain their independence. 

The question is how the objective should be achieved. Our choice 
would be that these people come openly on the side of the West and 
jon SEATO. However, they have chosen a policy of neutrality. 
You ask the reason for this choice. 

First, possibly one of them is the influence of India. As I mentioned 
to the chairman yesterday, Hindu civilization and Chinese civilization 
meet on the border between Cambodia and Vietnam. The Vietnamese 

ride themselves on being a Han people. The Vietnamese language 
is a tonal language derived from Chinese. This country has a Hindu- 
derived civilization, and the prestige of India is very high. 

It is not too surprising, 1f you place yourself in the place of the 
Cambodians, that they don’t choose an open alliance with the West. 
They were under French domination for 90 years and while the French 
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did a great deal for this country, their colonial existence was not a 
happy one. So you can’t blame them if they don’t wish an alliance 
with the West again. 

The Cambodians know they will be the near neighbors of China 
for many years to come, and it is not surprising if they don’t stand 
up and shicenb their noses at China. 

The policy of neutrality they have selected has resulted in a certain 
balancing act to try to maintain the balance between East and West. 
They have accepted diplomatic relations from both Western countries 
and Communist countries. We have our own mission, and the French, 
the British, and the Thais have missions here. On the other side we 
have Russia, Czechoslovakia, non-representative delegates from Yugo- 
slavia, and the Indian missions. The Cambodians have accepted 
diplomatic missions from any country who has offered them. 

They have also announced they would accept economic aid from 
anyone who offered it. The French and Americans have extended 
economic aid to this country over a period of years. The Chinese made 
an economic aid agreement with them about a year and a half ago. 
They promised $22 million of aid over a period of two years. Mr. 
Roseman will tell you about that later on. 

The Russians have promised specific aid in the form of a 500-bed 
hospital. This agreement was made a year and a half or two years ago 
but has not materialized as yet. The Russians undoubtedly will fa 
good their promise, but have not done so yet. 

The Czechs have promised some aid, but nothing has come of that 
yet. 

In pursuing their balancing act, they have exchanged official visits 
with anyone who has offered an official visit, so we have had a long 
series of Communist visitors here. There have been no corresponding 
visits from our side, very largely because, perhaps, no visits have been 
initiated. Australia has invited Prince Sihanouk, and he is going 
there in March or April. The Dutch have offered a visit, but it has not 
materialized yet. 

The exception in the balancing act comes on the military side. They 
have neither asked for nor even mildly solicited military aid from any 
Communist source. The only military aid they have accepted has 
been from France and the United States. 

I should mention in connection with economic aid that the Colombo 
powers have had a small program here. 

In view of the policy of neutrality and the balancing act this coun- 
try is engaged in, it is natural to ask what factors favor the success 
of our objective and what factors mitigate against it. 

There are certain plus factors, The first plus factor is that this is 
a monarchy and that the Government realizes full well that a monar- 
chial system is not compatible with communism. This might not be 
as significant as it is if it were not for the fact that the monarchy is 
respected in this country and the monarch occupies a high position in 
the minds of the people. 

Another factor is the universality of the Buddhist religion. The 
man you saw yesterday is a sincere Buddhist. The Buddhist hierar- 
chy, we feel quite sure, is anti-Communist. The pagoda is the center 
of activity in every village. 
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The determination of the country to preserve its independence is 
another plus factor. I referred to the fact they had been dominated 
by the French for 90 years and that their experience was not entirely 
happy under French domination. They are determined to maintain 
their independence as long as they can and realize the introduction of 
communism would result in their losing their independence. 

They have an army of 30,000, and we are convinced the army is 
entirely loyal to the monarchy and is entirely anti-Communist. The 
same is true of the police force. 

This is one of the few underpopulated areas of Asia. This country 
has the same area as the State of Missouri, and they have a population 
of 5 million people. You will agree it is not by any means overpopu- 
lated. It could easily support twice the population that it has now. 

The climate is very good to the people. There is plenty of rice. 
This year is not particularly a good rice year, but they will export 
200,000 tons of rice this year. There is never any lack of food. You 
can scoop fish out of the water any place. You have seen the water 
around this place, and this is supposed to be the fishiest place in the 
world. 

Bananas are plentiful, and if you hold your hand out, a coconut is 
liable to fall in it. 

There is no clothing problem. The question of land title is quite 
indefinite in this country, and we are told if a peasant finds a piece of 
land he is tilling is running out, he moves over and tills the land next 
to him. They could seed twice as much land as they now have 
under cultivation. The fact there is no absentee landlord problem 
means there is no pressure the way there is in Indonesia, for example. 

So we don’t have to sit on the edges of our chairs wondering if this 
place will roll into communism next week or next month. 

There are a lot of plus factors, but there are also some minus factors, 
of course. 

One minus factor is that of the young intelligentsia. Students 
from this country are educated very largely in France. Not too many 
of them are educated, but when students go to France the Communists 
ret hold of them and make a great fuss over them and do their best to 
influence them politically. The Government of Cambodia is quite 
aware of this and has taken certain steps to counteract it. They built 
a Cambodia House in Paris which they hope will be the center of 
student activities in Paris. They have attempted to move their stu- 
dents into provinces where they will be less accessible to Communists. 
They have chosen their Ambassador to France with some care to lead 
the students. 

When the students come back here, they, unfortunately, do not have 
any place to go. 

o the student problem is a negative factor. It is a factor that will 
not become dangerous for a period of years, perhaps, but it is a nega- 
tive factor. 

We sent seven students at the beginning of this fall term to the 
United States. But we have a nd time finding students who are 
qualified to go to the United States linguistically. 

There is a great desire for English teaching in this country. The 
man you saw yesterday has put the bee on me and on other embassy 
officials to have English schools established in his province. We run 
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into the problem of the “presence Francaise.” We find we can’t 
compete with the French. That is a long story, not possible to cover 
in this short review. 

Another problem is the lack of trained people in this country. The 
French did much for the people of this country. The French gave 
them back their history and a sense of tradition in reconstructing 
Angkor. Even the provincial towns are pretty well planned. They 
gave the country a fairly good network of roads, certainly entirely in- 
adequate by our standards, but not too bad a network of roads. The 
aie suffered in the period of the war, but the government has done 
a tolerable job of maintenance. 

The French established a university in Hanoi, but we have no edu- 
cational institution of university rank. Shortly after I came here I 
talked with 2 of my associates who had each been here 2 years and 
who knew the personality of the country very well, and we started 
counting out the people who had university education by American 
standards. We could count only four. 

The government has shown great eagerness to remedy this problem 
of lack of trained people and ers of educated people. Twenty per- 
cent of their budget is for education, which is very high, and we are 
stressing education in our aid program. But we have a long, uphill 
row tohoe. The people in the villages are eager for education. They 
build a building which they call a school. It would be a poor school 
by any western standard, but they send word to Phnom Penh, “We 
have a school and we want you to send us a teacher.” There is a 
shortage of 18,000 elementary teachers in this country. At the end 
of this month we intend to dedicate a teachers’ college at Kompong 
Kantuot, which you will visit tomorrow. This college will be able 
to graduate 150 a year, but it will be 4 years before the first class is 
graduated. In the meantime, the schools will be taught by people 
with a second- or third-grade education. So you can see the problem 
of training the people and educating them will be with us a very long 
time. 

Mr. Brownson. How many students did you say go to France for 
college training every year, Mr. Ambassador ? 

Ambassador Strom. I would say in the neighborhood of 200. 

Mr. Knox. Have they been trained to take over the responsibilities 
of the teaching profession at all? 

Ambassador Strom. They are not likely to drift into teaching when 
they come back, because teaching is oadly paid. 

Mr. Knox. What will they drift into? 

Ambassador Strom. I referred to the problem of returning students 
as a serious problem. There is no career open to them but a govern- 
ment career, and they are not likely to be satisfied with that in view of 
their training in France. 

Mr. Brooxs. Do most of them that go to college in France come 
from wealthy families? 

Mr. Ketioce. Not necessarily. Some go on scholarships. 

Mr. Reuss. I have difficulty reconciling your statement that only 4 
people in the country have a university education with your statement 
that 200 a year go to Paris for a college education. 

Ambassador Srrom. That is a recent development, Mr. Reuss. 
During the French occupation very few went. The French give the 
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excuse that during that period there were plenty of scholarships 
available but no one wanted to go. 

I referred already, in connection with the instability of the govern- 
ment, to the fact there is no machinery for keeping the government 
in operation, no civil service, and what machinery there is is of poor 
quality. Feng 

Mr. Meaper. Did the French provide personnel for the civil service 
while they were here? 

Ambassador Srrom. Yes. 

Mr. Meaper. Did they all leave ? 

Mr. Roseman. Most of them have left. There are between 35 and 
50 French technicians and advisers to the government still here. 

Mr. Meapver. How many did the French have here while they were 
in charge? 

Mr. Roseman. That would have been in the hundreds. The gov- 
ernment offices were staffed with French down to the office boys. All 
of them were French. 

Ambassador Strom. Two other minus factors are the Chinese and 
Vietnamese minorities. The Chinese minority is not as large as in 
other places in the Far East, but in a population estimated at 5 mil- 
lion—no census has yet been made—it is estimated there are between 
250,000 and 400,000 Chinese. The Chinese are in complete control of 
the trade in this country. They are in complete control of what little 
industry there is and of the retail trade. Every village has its little 
shop were people can buy what little they can afford to purchase, and 
these shops are all owned by Chinese. You go to “Chez le Chinois” to 
get whatever you need. 

Following the visit of Chou En-lai last November there was a tre- 
mendous upsurge among the Chinese. It was estimated 90 percent of 
the Chinese living in Cambodia were inclined toward Peiping. That 
was changed. At present I don’t think anyone would estimate that 
over 50 percent of the Chinese here are pro-Peiping. However, there 
is this significant fact, that the leaders are predominantly anti-Com- 
munist. The Chinese community have organized what they call con- 
gregations. These congregations were organized on the basis of origin 
in China, and one category is a catchall for people from scattered lo- 
cations. These congregations have a considerable autonomy. They 
have tax-collecting powers, they have their own judicial powers, and 
their own educational system. Each congregation has a president and 
a vice president, and then there is a super congregation which has its 

resident and vice president also, but the president of the super organ- 
ization is the president of one congregation, and the vice president is 
president of another congregation. There are ten of these and seven 
are anti-Communist. 

At the next level the pro-Communist sentiment is stronger, so that 

ou will find in the school boards there is a much stronger Corhnrathist 
influence than in the top congregation management. 

The pro-Communist elements in the Chinese community are ready- 
made, of course, for Communist subversion. I would say it is the 
principal danger to the country at present and the principal obstacle 
to our achieving our objective. 


Mr. Kwox. You said the schools were pro-Communist. Who selects 
the school officials? 
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Ambassador Srrom. No, the school boards are more strongly Com- 
munist than the c ongregation leadership. 

Mr. Knox. You still have seven out of ten of these congregation 
leaders that are anti-Communist, but the school boards are Commu- 
nist? 

Ambassador Srrom. I am confining myself to the Chinese commu- 
nity entirely. I am sorry I didn’t make plain that I was discussing 
the Chinese minority, and I mentioned in connection with the Chinese 
congregation system that they had considerable autonomy, including 
their own school system. 

Mr. Harpy. I take it the Chinese don’t fraternize very much with 
the Cambodians ? 

Ambassador Strom. No. My wife has had Chinese people in our 
house to make draperies, and although they have lived here among the 
Cambodians all their lives, they have not learned a word of French, 
and it is driving her mad try ing to communicate with them. 

The government is well aware of the danger from Communist in- 
filtration in the Chinese community, and it has taken steps to deal 
with the school situation, particularly, as far as textbooks are con- 
cerned. But you have in this connection the general administrative 
ineffectiveness of the government and the fact that everybody is poorly 
paid. So there are both plus and minus factors in the Chinese com- 
munity situation. 

At first blush you would assume, possibly, that the fact that every 
retailer in every village is a Chinese would give the Chinese Com- 
munists a means of infiltrating every village in the country. But the 
fact is that the small merchants in the village are the bourgeoisie of 
the country and do not have anything directly to gain from the 
country becoming Communist. So while subversion in the Chinese 
community is undoubtedly the principal danger, there are certain 
plusses in the Chinese community situation. 

The Vietamese minority is not so important. There are certainly 
strong Vietminh sympathizers in the Vietnamese minority, but the 
Vietnamese minority is not as well organized as the Chinese minority. 

In connection with the problem of subversion, we concluded a police 
agreement with this country last May, and we have a good police 
program developing. Our objective, in making the police agreement, 
was to help the government get an efficient police force that would 
guarantee internal security, 

I might say in conclusion that there is no internal insecurity in the 
country at present. You might be robbed if you went to the wrong 
place at night, but the problem of banditry has been pretty well w iped 
out, so you can say the country has internal security under its present 
army and police force. 

In summary, then, I would say that we believe that our fundamental 
policy objective in this country can be achieved. I am alw: ays afraid, 
after making a review like this, that I have painted too optimistic a 
picture, because we all know that Communist subversive forces are 
active all over the world, but the fact remains there is no dangerous 
pressure in this country the way there is in a good many other places. 

Mr. Knox. On the point of the 200 students that go to France for 


an education and then return here, are they educated in the business 
world at all? 
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Ambassador Strom. They get on the whole the standard French 
classical education. Our teacher training school that we expect to 
dedicate at the end of this month is having its curriculum planned to 
include what the Prince calls “dirty-hands education.” 

Mr. Roseman. In France they have a system of education with 
emphasis on philosophy and the non-practical subjects. There is no 
training in accounting or business administration. piel) 

Ambassador Strom. Mr. Anspacher says there was an editorial in 
the paper yesterday along that line. Suppose you tell us about it. 

Mr. Anspacuer. The editorial was in the “La Dépéche du Cam- 
bodge” and was another plea for a program of technological and 
scientific education in this country. The point was made that there 
is a lack of so-called “dirty hands education” in this country. 

Mr. Kwnox. Is there any expansion of Cambodians in the field of 
merchandising now largely held by the Chinese ? 

Ambassador Strom. The government is making an effort to get the 
Cambodians into business. About 18 months ago the government 
passed a law forbidding 18 occupations to Vietnamese and Chinese. 
They have taken the first steps toward implementation. 

Mr. Ketxoae. There is very little middle class here at all, and what 
little there is is largely Chinese. 

Mr. Knox. It would seem to me there would be some movement 
afoot that would tend to curb the Communist elements taking over all 
the business interests in this country. 

Ambassador Strom. Mr. Roseman will pay particular attention to 
this question in the economic briefing. 

Mr. Brownson. Mr. Ambassador, you point out this is a country 
where there is a lot of available land, and so that if a person is not 
happy with the piece he is farming now he may well move over to 
another. There are fish in every body of water; bananas are avail- 
able on request; the climate is very good to the people and clothing 
is no problem. That being so, what are we doing with economic aid 
here? It seems like subsidizing the Garden of Eden. 

Ambassador Strom. At the same time there is tremendous poverty 
in the country. 

Mr. Brownson. I can’t understand how there can be considerable 
poverty where the wants of the people are so few and nature is so 
generous. 

Mr. Kettoce. Their health is not good. A large percentage of the 
babies die. 

Mr. Brownson. I am not saying that is not true. 
to reconcile those two things. 

Mr. Roseman. This country could be financially independent if it 
were not for the army and police force. The per capita income here 
is about $68 or $70 a year, which is a little sbuie the Indian level, 


about one-half of that in Vietnam, and one-third of that in the Philip- 
pines. 


Mr. Brownson. About equal to Korea? 

Mr. Roseman. It isa little lower than Korea. 

The second thing is whether they will remain in this idyllic rural 
life. There isa drive for industrialization. 

Mr. Harpy. In other words, if we educate them and put them on a 
military basis instead of letting them stay in a condition where they 


I am just trying 
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have plenty to eat and have all the clothes they need, and have no need 
for fire wood, we will educate them and make them unhappy ? 

Mr. Roseman. I think if we didn’t do anything at all these stu- 
dents will come back and they will be raising cain. These people learn 
to read and write and they listen to the radio. 

Ambassador Srrom. The villages are building schools and are send- 
ing to Phnom Penh for teachers. 

Mr. Harpy. Actually, we are in a competitive situation. We are 
competing with the Chinese and we have to see whose philosophy 
takes hold. 

Did you finish your presentation, Mr. Ambassador ? 

Ambassador Strom. Yes. 

Mr. Harpy. I certainly appreciate your very clear presentation of 
the countryside. 

I wonder if we can have the MAAG presentation now. 

(Portions of General Hartshorn’s briefing were classified by the 
Department of Defense and deleted from the record.) 

General HarrsHorn. The Ambassador pointed out the position of 
Cambodia, so I will not repeat it. 

We have asmall MAAG. We are authorized 29 officers, 30 enlisted 
men, and 17 indigenous personnel. 

We are authorized by Cambodia 61 permanent and 35 TDY, not to 
exceed 90 days. 

This authorization results in my having one warrant officer, one 
transportation officer, one doctor, in fact one of everything, assisted 
by one sergeant. It makes us rather thin, but we have one in every 
field. 

Mr. Harpy. Are those your total figures for the three services? 

General Hartsuorn. Yes. 

Mr. Harpy. Including the Marines? 

General Harrsuorn. No. 

Ambassador Srrom. They are not in MAAG. They are security 
guards and not members of MAAG. 

General HarrsHorn. In Cambodia the King is commander in chief. 
He has a minister of national defense and a chief of staff. 

The minister of national defense has under him all the services— 
engineer service, medical service, ordnance service, quartermaster 
service, and so forth. 

I should mention that my dealings are with the minister of national 
defense. I do not deal with the chief of staff. 

A very important influence is the fact there is a French military 
mission. They run all the military schools of the Cambodians and 
they advise the general staff. They are responsible for training in 
the military schools, and we provide equipment and assist them in 
the use of that equipment. We can visit a battalion to examine their 
equipment. 

Mr. Harpy. In other words, we furnish the equipment and can con- 
duct instruction in the use of that equipment, and the French con- 
fine their activity to training. Do they have anything to do with the 
use of the equipment ? 
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General Harrsuorn. The French teach at the specialist and mili- 
tary schools. 

this is the Army-Navy-Air Force Military Assistance Program 
from its start in 1955 (indicating on chart). The forces are equipped 
initially by Indo-China war surplus. This cost includes the cost of 
that equipment. Much of it was in extremely poor condition. For ex- 
ample, the vehicle situation is really deplorable. We are having 
vehicles rebuilt. 

This is our 1957 program. This includes the defense support money 


for the pay of troops. We are authorized —-————— for the 
pay of the military forces this year. The Cambodians pay each month 
—— riels, which is eo and we pay above that the 


amount necessary to maintain a regular force. 

Mr. Harpy. What percentage of the cost of paying the troops is 
ours ¢ 

General HarrsHorn. —-————— percent, roughly. 

Mr. Harpy. The French don’t participate in that at all? 

General Harrsuorn. No, sir. We have a pay formula we worked 
out with the Cambodians. 

Mr. Harpy. What is the rate of pay of the Cambodian soldier? 

General Hartrsuorn. The pay of a private is about $38 a month. 

Mr. Harpy. What is the annual cost for Cambodian soldiers? 

General Harrsuorn. I don’t know. 

Mr. Harpy. A private receives 38 American dollars a month? 

General Harrsuorn. Yes, sir. 

Mr. Harpy. That is more than he can earn anywhere else, isn’t it ? 

General Harrsuorn. We made a study of that sometime back and 
the conclusion was it was not out of line. 

Also, we assumed a French rate of pay. When the French were 
here these men were fighting with the French side by side. 

Mr. Harpy. It sounds high to us compared with other places. Do 
you know how that compares with Vietnam, for example ? 

General Harrsorn. No, sir. 

Mr. Harpy. I believe it is higher. 

Mr. Brownson. The thing that worries us, General, your statis- 
tics show the average income in Cambodia is $68 a year, and your pay 
for the military i is $38 a month. 

Mr. Harpy. See what you can find on that. 

General Harrsuorn. Yes, sir. 

(The following information subsequently furnished to the subcom- 
mittee by General Hartshorn indicates that the pay for a private in 
the Conbodian Army is $14 per month:) 


HEADQUARTERS, 
UNITED STATES MILITARY ASSISTANCE ADVISORY GROUP, CAMBODIA, 
Phnom-Penh, November 21, 1957. 
Memorandum for Congressman Hardy. 
Subject: Pay and allowances of Cambodian Armed Forces. 


1. The latest study of this subject was made in November 1956 at which time 
the Embassy and MAAG agreed that no attempt should be made to alter the 
pay scale of the Cambodian Armed Forces. The pay scale was not considered 
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excessive for any rank or rating. It was considered that Cambodia would 
strongly resist United States pressure to alter the pay scale and that friction 
and misunderstanding would result to the disadvantage of the carefully and 
painstakingly developed United States position in this difficult political atmo- 
sphere. The present rates of scale for the Cambodian Armed Forces (FARK) 
were, with several minor exceptions, established by Cambodian law in 1951 or 
before. As this was before the date of Cambodian independence, these laws 
were developed in coordination with the French and they remain unchanged 
except for an increase in 1955 in the subsistence allowances from 12 to 20 riels 
per day per individual. My statement yesterday to the committee that the 
Cambodian soldier receives the same pay as a French soldier was not correct. 
He receives only about one-third as much. 

2. There are many variations in monthly pay depending upon the married 
status of the soldier. Listed below for illustrative purposes is the pay for 
several grades computed at the rate of 35 to1: 








Grade Pay and Subsistence Total 
allowances 
Private, single, less than 3 years service....-....-------.--.--- $14. 86 $17.14 1 $32. 00 
Sergeant, married, with 2 children, over 5 years service------- 82. 86 17.14 100. 00 
ist Lieutenant, married, with 3 children, over 5 years service- 162. 86 17.14 180. 00 
Major, married, with 3 children, over 15 years service_--..--.-- 212. 86 17.14 230. 00 





1 Dollar values shown are based on the official rate of exchange which is approximately twice the actual 
world value (and local purchasing value) of the Cambodian riel. Therefore, the income of military person- 
nel should be judged in comparison with other Cambodians as shown in attachment hereto. In terms of 
purchasing power the pay, allowances, and subsistence in riels of a private is approximately $14, equivalent 
to the pay of a common coolie. 


There is also specialist pay for certain individuals but this is most modest. 
For example, a parachute private receives 30 riels a month and an officer 75 
riels. 

3. Attached as annex No. 1 is a comparison between the pay of certain mili- 
tary individuals with their civilian counterparts. These figures were computed 
in November 1956. 

4. United States financial support for pay and allowances was computed at a 
rate of $18,000,000 in calendar year 1955 and payments commenced in February 
1955. $18,000,000 was also allotted for calendar year 1956 of which $17,680,000 
was released. In calendar year 1957, $17,500,000 was allotted for this purpose 
but slightly less than $16,000,000 will be expended during the year. As I stated 
in the briefing, this saving results from FARK being below the maximum strength 
which the United States indicated it was willing to support. The support in 
calendar year 1958 is a maximum of $16,500,000 of which $14,500,000 is new 
money and $2,000,000 is carry-over from prior years. These reductions in support 
are based on the estimate that the capability of the Cambodian Government to 
support its military force is increasing annually. We have expressed this view 
to Cambodian officials at every opportunity and have predicted that this pattern 
will prevail in future years. 


E. S. HartsHorn, Jr. 
Brigadier General, USA, chief. 
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ANNEX No. 1—Comparison between pay scales of selected military grades and 
comparable jobs 


| 
Total pay With 








(riels per | subsistence 
|} month) (riels per 
| month) 
1, Comparing the basic private with the coolie laborer (FSL 13): 
Private (bachelor with less than 3 years service) -..........-.-..---..------ 506 506 
I i sa a ean imc Ma i aN a 5 eee 
Private (married, with 2 children, less than 3 WOMre EVO)... 0... see 665 1, 265 
CII Sin Sn Seat aise ciee acab ewnneea noes abet a dnt eons be iceieies fo Yee ee 
2. Comparing private, Ist class (corporal) with mimeograph operator (FSL 13): 
Private, lst class (bachelor, over 3 years service) -....---..--.-..--..-----. 884 884 
en ei re ae aes SN Se eee | DP tity hnin td 
Private, .1st class (married, with 2 children, over 3 years service) ..__.__- 1 043 1, 643 
Mimeograph eet stain sisoitbagh zea ii lca ace a aeae ther tare cigictdatal EN Bite ven anen 
3. Comparing adjutant chef (master sergeant) with distribution assistant (FSL 
8): 
Adjutant chef (bachelor, over 12 years service) .............-.-.----------- 2, 565 | 3, 165 
Distribution assistant __ Z =t S, See bp sccease ‘ 
Adjutant chef (married, with 3 children, over 12 years service)..____-____- 3, 971 4, 571 
Distribution assistant__ iabenknael Sele lantiaccs 
4. Comparing captain with administrative assistant (FSL 5): | 
Captain (bachelor over 9 years service) ............------- Pe ee ee | 4, 200 | 4, 800 
ATU ES CE os ooo 0 in son Se inenns on dgveen sanseabe Saigaee 6, 583 |.....- 
Captain (married, with 4 children, over 9 years service) .. cn ena ical. 6, 758 7, 358 
Administrative assistant __ as 6, 583 |_.... 
5, Comparing lieutenant colonel with assistant mechanical engineer (FSL 3): | 
Lieutenant colonel (bachelor with over 15 years service) -_..-._..._.---- = 6, 360 | 6, 960 
Saul’ TONE CII fd os aidan tec icw case dacunndsentuessdecnse 11, 458 |.._.. 
Lieutenant colonel (married, with 4 children, over 15 years service) - .._-- 8, 918 | 9, 518 
Assistant mechanical engineer _ _ - - ee ecanros P Ws ON Narininc aad wees: 
6. Comparing colonel with program auditor ae hod 
Colonel (bachelor, over 15 years service) - PE ea al 7, 860 8, 460 
Program auditor__ PN EES TER 2 EF Bo eck been 
Colonel (married, with 5 children, over 15 years serv ice) Bein ci ai as da 10, 892 11, 492 
Program auditor... _- Pca etaiee badrcgee ake aes 
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Mr. Harpy. How much do you have to do with determining items 
that go in the defense support ‘budget @ 

General HartsHorn. In the past it was done through the country 
team. The 1959 program was submitted before I came. 

Mr. Harpy. How long have you been here? 

General HarrsHorn. Since the 30th of May, sir. 

Mr. Harpy. You haven’t been here long. 

General Harrsnorn. No, but if you have questions I would be 
glad to express my personal opinion. 

Mr. Harpy. Regardless of how worth-while the projects are, I am 
interested in knowing just what responsibility MAAG has and what 
part it played in developing the budget for defense support. 

General HarrsHorn. We participate with the country team. 

Mr. Harpy. You have one item in defense support, construction 


and consumables. I suppose MAAG has some considerable part in 
that specific one? 


General HarrsHorn. Yes. 
Mr. Harpy. Does the military select the items that go into that, 
or is that done by the mission ? 


General HartsHorn. This construction and consumables is a mili- 
tary project. Roads are not included. 
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Mr. Harpy. Roads are not included ? 

General HarrsHorn. No, sir. Roads are ICA. 

Mr. Harpy. What category does that come in, Mr. Roseman ? 

Mr. Roseman. That is defense support. 

Mr. Harpy. What does MAAG have to do with determini.g the 
military desirability of the road ? 

General HarrsHorn. I can’t answer that. I assume that is done 
by the country team, but that was before my time. 

Mr. Harpy. You weren’t here when the 1959 budget was submitted ? 

General HarrsHorn. No. It was sent to Admiral Stump. 

Mr. Harpy. Have you reviewed the 1959 budget for defense support 
since it was sent to CINCPAC? 

General HarrsHorn. Yes, sir. 

Mr. Harpy. Have you had any indication from CINCPAC as to 
what action they took on the 1959 budget that was submitted to them ? 

General HarrsHorn. They were generally satisfied and they sent 
it to Washington. 

Mr. Harpy. Without any change? 

General HartsHorn. With minor changes, I believe. 

Mr. Harpy. I am talking about defense support. Are you familiar 
with the definition of defense support, General? 

General Harrsuorn. Yes, sir. 

Mr. Harpy. Do you know how it reads? Let me read the program 
objective as submitted to Congress: 

(The material referred to is classified and was read off the record.) 
That is part of your responsibility ? 

General HartsHorn. Yes, sir. 

Mr. Harpy (continuing reading :) 
to help develop a stable national economy, prevent serious economic dislocations, 
and improve the basic public facilities and services needed for effective internal 
security ; and to support the development of a strong, effective government * * * 

(Last portion read off the Seth 

That is the program objective. Wouldn’t MAAG have right much 
concern with carrying out those objectives ? 

General Harrsuorn. Yes, sir. For example, we are cooperating 
with USOM to see if the men in the police forces should be armed. 

Mr. Harpy. Would you be interested in any projects which might 
have a bearing on the police activities if there were any question of 
barracks to be constructed ? 

General HartsHorn. Yes, sir. 

Mr. Harpy. Would that be a defense support item ? 

General Hartrsuorn. Yes, sir. 

Mr. Harpy. Have you been over the defense support program to 
determine from a military point of view whether the Sotto items are 
items that should come under your cognizance, or to determine the 
extent to which you should participate in selecting those items? Have 
you had occasion to review the program ? 

General Harrsnorn. I haven’t reviewed the program in that re- 
spect. 

Mr. Harpy. Since you were not here when the budget was prepared, 
I can’t question you about the way it was prepared. 

But to return to the military assistance program, that is entirely 


your program ? 
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General Harrsuorn. Yes. The local currency is generated by 
USOM. 

Mr. Harpy. Do you determine the amount you need, and does that 
determine the basis for local currency generation, or does it work the 
other way? 

General Harrsuorn. I am not sure I understand what you mean. 

Mr. Harpy. Go ahead with your presentation, General. 

General Hartrsuorn. I don’t think I satisfied you very well. 

Mr. Harpy. No. Actually, some of the questions we are asking you 
will be answered by Mr. Roseman’s briefing. 

General HartsHorn. For example, the Ambassador’s desire to have 
a technical high school here is of interest to me to maintain vehicles. 

Mr. Brownson. Here is another consideration, General. There may 
come a day when the military will have to pay for defense support 
from their own appropriation. I think it is time to start screening 
the items labeled as defense support, because I don’t think the mili- 
tary will want to build high schools and things of that sort. Every 
time a youngster gets an inoculation, it is of help to the military, but 
we don’t put the Department of Health, Education, and Welfare 
activities in the Department of Defense budget. We are looking to 
the day when the economic aid and defense budgets may be separated. 
We have had the feeling if we labeled less of this defense support and 
more of it economic development, it would do a great deal to lessen 
the effectiveness of Communist propaganda which emphasizes that 
we are only interested in giving military assistance. 

Mr. Harpy. This question of defense support is a sort of a catchall 
proposition, and there is a lot in it that is not defense support at all. 

Ambassador Strom. The justification for the use of the term “de- 
fense support” I suppose would be that our interest is chiefly in as- 
sisting this country to maintain its independence. 

Mr. Harpy. This third grade education will not determine whether 
we can build an effective military force, will it ? 

General Harrsnorn. It is very difficult for them to maintain 
vehicles. 

Mr. Harpy. Are you willing to subscribe to the notion that the 
building of schools should be in the military budget? 

General Harrsuorn. I would have to put that in an order of 
priority. 

Ambassador Strom. The point I am making is that you use a dif- 
ferent criterion in this country determining what is useful to defense 
than you would in our country. 

Mr. Harpy. Everything is useful. 

Ambassador Strom. If we label everything we do as defense sup- 
port there is a certain justification for it, perhaps remote, but there is 
a certain justification for it. 

Mr. Harpy. Is there any aid in a country’s budget that could not 
be included as defense support under that definition ? 

Ambassador Strom. Possibly not. 

Mr. Harpy. Even street cleaning. It makes the people happier. 

Mr. Roseman. Would you like the definition in our standard in- 
struction ? 

Mr. Harpy. How long is it ? 
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Mr. Roseman. I will read the first paragraph : 


The definition “defense support” has been considerably narrowed from the 
definition which obtained in prior years. It will no longer cover all economic 
aid to a country in which the United States is supporting significant military 
forces: it will be limited in the fashion hereinafter noted to economic aid which 
is itself necessary to permit the achievement of a military objective; and it will 
exclude any economic aid which is primarily for the purpose of economic 
development. 


Mr. Harpy. Do you know why that change was made? 

Mr. Roseman. Yes, Congress did it. 

Mr. Harpy. No, Congress put in one word, the word “specifically.” 
If somebody could tell me what it means, I wish they would. 

I would like that in the record if you will furnish it to us. 

Mr. Roseman. Yes, sir. 


(The following was submitted by Mr. Roseman for the record: ) 


Fiscat YEAR 1959 PROGRAMING ASSUMPTIONS 


Il. ASSUMPTIONS AS TO THE NATURE, FORM, SIZE AND EXECUTION OF THE FISCAL 
YEAR 1959 MUTUAL SECURITY PROGRAM 


[Excerpt] 


b. Defense Support.—The definition of ‘defense support” has been considerably 
narrowed from the definition which obtained in prior years. It will no longer 
cover all economic aid to a country in which the United States is supporting 
significant military forces; it will be limited in the fashion hereinafter noted to 
economic aid which is itself necessary to permit the achievement of a military 
objective; and it will exclude any economic aid which is primarily for the pur- 
pose of economic development. Because this concept of “defense support” is 
new, the following more detailed definition and description of “defense support” 
has been excerpted from the fiscal year 1958 congressional presentation book: 

Defense support to any country is that economic assistance which is required, 
in addition to any necessary military assistance (including what was once 
called “direct forces support”), to make possible, or otherwise to secure, some 
specific contribution by the country to the common defense. The end result 
sought is the achievement of a particular military objective, and any economic 
benefits that may also accrue should be considered as purely incidental to such 
end result. 

Under this general rationale, the need for defense support normally arises 
in a country in which either or both of the following conditions exist: (1) the 
country is not in a position to support a certain specified indigenous military 
effort without United States aid which is over and above military assistance, 
or (2) United States aid, other than, or in addition to, military assistance, is 
necessary in order that United States military forces may have available and 
effectively use certain military facilities or other military rights within the coun- 
try. In each situation, the conditions which make aid necessary to accomplish 
the particular end purpose may be economic, political, or both political and 
economic, in character. 

1, Aid Related to Maintenance of United States Military Facilities—In the 
case where a country’s contribution takes the form of providing facilities or other 
rights to United States military forces, defense support consists of that minimum 
amount and type of aid which must be provided, in addition to any military as- 
sistance, in order that the United States can (a) secure or maintain such facili- 
ties or other rights and (b) use them effectively for the purpose for which they 
are desired. 

2. Aid Related to Country’s Own Military Efforts—In the case where a 
country’s contribution to the common defense takes the form of raising and 
maintaining military forces of a particular size, composition and capability, 
defense support consists of that amount and type of aid which the United 
States must supply, in addition to any military assistance, in order to enable 
the country to raise and suport these military forces. The question of what is 
necessary “to enable” a country to raise and support specified military forces 
cannot be answered by applying a formula. On the contrary, it involves a 
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determination, unique in each individual case, as to the extent to which a 
country can, from an economic standpoint, and will. as a matter of political 
reality, devote the necessary resources—its own and those which may be pro- 
vided from external sources other than United States defense support—toward 
meeting the burden of raising and supporting such forces. Moreover, because 
the maintenance of effective military forces normally presupposes a certain 
minimum level of political and economic stability, this determination in turn 
requires a judgment with respect to the degree to which, if at all, a country 
must, in order to achieve or to maintain such minimum level of stability, devote 
its available resources to increasing per capita consumption or furthering eco- 
nomic development. In this connection it has been assumed that at the very 
least, defense support should be adequate to permit the maintenance of the 
forces in question without any significant retrogression in a country’s economic 
condition, regardless of whether such retrogression is related to maintenance 
of forces or not. Defense support will not include fostering of economic growth 
greater than that needed, if any, to attain the military objectives of the defense 
support program. No exact, all-inclusive test, uniformly applicable in all coun- 
tries, can be given as to what will constitute a “significant retrogression” in a 
country’s “economic condition” within the meaning of the foregoing requirement. 
One test might frequently be that of whether or not, taking into account antici- 
pated population growth, the per capita gross national product will decrease 
or remain level. However, depending upon the country, it may not be appro- 
priate to make this an exclusive test of economic retrogression since the existence 
of serious inflationary pressures, of fiscal or budgetary difficulties, of special 
foreign exchange problems, of adverse trade trends, of serious imbalances within 
a country’s economy, and of other factors, such as the state of the country’s 
capital plant, its rate of obsolescence and deterioration, etc., may all have a 
bearing on what, if anything, needs to be done by way of aid in order to prevent 
a “significant retrogression” in that country’s economic condition. 

3. Aid related both to maintenance of U.S. military facilities and country’s own 
military effort—In the case where a country’s contribution to the common de- 
fense involves both the support of specified indigenous military forces and the 
provision of facilities or rights for the use of U. 8S. military forces, the level of 
defense support will be determined by a combination of the several factors 
separately discussed above in 1 and 2. When, after application of the standards 
set forth above, a level of defense support has been established for any country, 
the exact composition of the aid program itself, and the techniques of its 
administration, should be governed by the needs of the country in question. 
The test should be this: What are the specific kinds and amounts of resources 
which are most likely to accomplish the economic and political results which 
the aid is intended to secure and upon which attainment of the military ob- 
jective depends? In one case the entire program may properly be in the form 
of “non-project aid,” while, in another, it will be better if the program repre- 
sents either some combination of both “non-project” and “project” assistance 
or consists solely of “project” aid. It may include capital goods as well as, or 
to the exclusion of, consumables, and vice versa. Similarly, the uses attributed 
to any local currencies which are derived from the sale of imported goods may 
be economic or military, or both economic and military. 


Mr. Harpy. Some of us have a feeling that actually, from the stand- 
point of providing Communist propaganda, we may have made a 
serious mistake in calling all this defense support. They say, “Look 
at all you are spending for defense support. Why don’t you do 
something for the people?” 

Some of us feel that the reason it was called defense support was 
to get money easier from Congress. 

Mr. Anspacuer. We have never been attacked on that in the Chi- 
nese Communist press. 

Ambassador Strom. They have never made the argument you have 
just cited. 

Mr. Harpy. I am surprised they overlooked it. 

Mr. Anspacuer. I am too, but they have. 

Mr. Harpy. Excuse me, General. 
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General HartrsHorn. This army is largely ee 

This is ammunition and special purpose vehicles, and in 1958 we 
are bringing in a little more equipment. 

This isamap. Weare baiting a sizable installation for ordnance, 
a logistical center. 

We are building a POL Depot, a regimental area, and we did some 
improvement at an airfield. 

Those are the principal construction projects. I pointed out that 
the French conducted the training of a tactical nature, but we are 
responsible for the tactical inspection. With my ceiling and the 
large amount of paperwork, it is difficult to provide the proper 

Mr. Harpy. With the paperwork it is too much ? 

General HartsHorn. I have one officer and one clerk. I am not 
advocating a larger MAAG, however. 

Mr. Harpy. I understand you would not mind advocating less 
paper ? 

General Harrsnorn. No, sir. 

We have an English language program which is an after-hours 
proposition for Cambodians and which is voluntary. The enthu- 
siasm to learn is very gratifying. We have not been able to send 
students to the United States because they don’t speak English. 

I might mention that the Deputy Chief of Staff of the Army is a 
Major. 

Mr. Harpy. Maybe they are realistic. 

Mr. Brownson. What schools do you send them to in the United 
States ? 

General HartsHorn. We haven’t sent any because they don’t speak 
English. 

Mr. Harpy. But they are going to French schools? 

General Harrsnorn. Yes. 

Mr. Knox. What is the term of enlistment or service? 

General Harrsuorn. Three years. They do not have compulsory 
service. They can reenlist for three years and after fifteen years they 
can reenlist for six months. 

Mr. Brownson. Why are they below strength ? 

General HartsHorn. They were running close to strength. But 
some were irregulars. 

We have on-the-base training. 

At the present time we have a medical team in here. We have two 
doctors, a lieutenant colonel and a major, to try to get on top of the 
medical situation. I have one doctor on my staff and he is also doc- 
tor for the embassy staff, and from my point of view he spends too 
much time looking after them rather than the soldiers. But we are 
getting along all right, sir; and I will look up the story on the pay 
of the men. 

Mr. Harpy. Thank you. Does that complete your presentation ? 

General HarrsHorn. Yes, sir. 

Mr. Harpy. Thank you very much. 

Now, Mr. Ambassador, we are running behind, as usual. We will 
hear from Mr. Roseman next. 

(The subcommittee, prior to its arrival in Phnom Penh, submitted 
to the mission a questionnaire. The questions and responses thereto 
will be found on p. 1203, as appendix IV.) 








FOREIGN-AID CONSTRUCTION PROJECTS 935 


Mr. Roseman. Perhaps you would like to indicate how much time 
you would like to spend and what particular areas you would like em- 
phasis on, because in a program as complex as this there might be par- 
ticular areas you want stressed. We have submitted the response to 
the questionnaire. I don’t know if you have had time to read it. 

Mr. Harpy. We haven’t had time to look over the submission you 
have prepared for us. I am sure it will answer a lot of the questions 
we would otherwise want to discuss. If you would give us an overall 
picture to get us oriented from the local point of view, I think that 
would be sufficient. One of the things we would want to have as a 
focal point in your background discusion is the road construction 
program. 

Mr. Roseman. First I will mention one or two things about the 
country in general from an economic point of view. 

Its principal resources are agriculture and fishing. Its hope for in- 
dustrial development and for economic improvement lies primarily in 
the improvement and diversification of its agriculture, exploitation of 
its forest resources; and exploitation of its fishing and animal re- 
sources. This can be achieved in agriculture by leading money to 
farmers without their having to go to Chinese money lenders for crop 
improvement and for simple industries like scanitiie and so forth. 

n the animal resources field, it can be achieved through the de- 
velopment of livestock, poultry, swine, and so forth. 

In fishing, they need the development of some kind of marketing for 
their fish, because they have the resources. 

As far as the program itself is concerned, here is the basic division 
of our program for the current fiscal year (indicating on chart). 

The total availability of $32.9 million is divided almost half and 
half between military assistance and economic and technical assist- 
ance. Military assistance is the term we have been using for defense 
support. 

Of the $32.9 million, $26 million is in new funds, made up of $24 


million in defense support and $2 million in technical cooperation 
money. 


This is our program for 1958 : 

We have $16,400,000 divided as follows: Transportation, 51.1 per- 
cent or $8,385,000; Agriculture, 17.7 percent or $2,890,000; Education, 
8.5 percent or $1,400,000; Health and Sanitation, 3.7 percent or 
$610,000; Industry and Mining, 2.6 percent or $425,000; Civil Police, 
1.9 percent or $312,000; and General and Miscellaneous, 14.3 percent 
or $2,340,000. 

Mr. Harpy. We are still talking about defense support ? 

Mr. Roseman. Our agricultural experts are under technical coop- 
eration. 

Mr. Harpy. They are supplemented by defense support activities 
in agriculture ? 

Mr. Roseman. Exactly. 

Here is a breakdown for the last three years, 1955 to 1958. We 
are putting 58 percent in our transportation. That is being cut 
down. Up to the present time a very substantial part of our program 
here has been devoted to opening up the country so that the people 
could get at their own resources. I arrived here in February of 1957 
and know little about the history of the road project, but since that 
time I have known about it rather intimately. The road project con- 
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sists of 230 kilometers of primary highway connecting Phnom Penh 
with the port of Kompong Som. That highway has several justifi- 
cations. First of all is the matter of opening up the country, giving it 
access to the sea. The basic Cambodian pressure behind it was, here 
was a country without a seaport that had to depend on the Vietnam- 
ese port at Saigon or the Thai port at Bangkok. $ 

Mr. Harpy. Actually, this road project was approved when it was 
set up as economic aid, wasn’t it? It wasn’t originally approved 
as defense support, was it ? 

Mr. Roseman. I am not sure. It was approved first, I think, in 
1954 or 1955. 

Mr. Harpy. We will check that. 

Mr. Roseman. As you know, there has been a change of definition 
almost every year. 

Mr. Harpy. There sure has. 

Mr. Roseman. Not having been at the presentation to Congress, I 
don’t know that I can account for all the differences. . 

Mr. Harpy. We can’t account for them even though we have been 
watching it rather closely. 

Mr. Roseman. The problem of Chinese competition was mentioned. 
The most interesting aspect of the Chinese aid program is that they 
operate differently than we do. About $4.3 million of commodities 
have been brought into Cambodia by the Chinese and given to the 
Cambodian Government which the Cambodian Government has sold. 
There was no restriction imposed by the Chinese on the counterpart 
that was generated by the sale of those commodities. The Chinese 
are not requiring any project agreements or any reports or any audit- 
ing or any end-use checking. We suspect they are subsidizing the 
prices of some of the things they are bringing in. For example, Chi- 
nese cloth is being sold by the Cambodian Government for about eleven 
rielsa meter. The cheapest cloth we have been able to get from Japan 
runs about seventeen riels a meter. We suspect the Chinese are charg- 
ing the Cambodians less than the world market price. But it is true 
the Chinese are using their program as a propaganda vehicle. They 
have no controls on the counterpart generated by the sale of these 
commodities. This has been brought up by the Cambodians in talk- 
ing tous. Wetry to sell them the point that the checks we make are 
as good for them as for us, and that they should be as interested in 
this accounting as we are, that it improves the program and the bene- 
fits derived therefrom. 

The Ambassador has covered the problem of governmental insta- 
bility. 

This chart shows the flow of all imports into Cambodia. This 
country should have about $5 million a month of imports. The local 
business community, as has been explained, has been almost entirely 
French and Chinese. The Cambodian Government wants to start 
businesses for Cambodians, and they began issuing business licenses 
which anybody could apply for. When they opened import licenses 
to all applicants, they got about 1.200 applications, and most of them 
were Cambodians with little capital and no experience at all. In an 
allocation of something like $500,000 of flour, for example, they al- 
located about $5,000 to each of one hundred importers. Everybody 
went out to get $5,000 of flour. 
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We found there were some fraudulent transactions, which we called 
to the attention of the Cambodian Government and said we would 
want refunds. So the Cambodian Government shut down the im- 
portation of goods until they could develop a better program. They 
worked very hard on that, so that they could have more Cambodians 
and not open it up to eve dy. 

During this period of time the imports dropped way down, so 
prices began to go up. In the last couple weeks they began to 
straighten themselves out on their import policy. They have ap- 
»ointed the best single businessman in Cainbodia as head of the board. 

hey are encouraging Cambodians but they are trying to reach a 
balance between the Cambodian business people and certain other 
large operations that are necessary. 

This is another chart of their general import-export picture. This 
shows that they imported an average of about $53 million each year 
and exported an average of about $47 million each year in the period 
between 1954 and 1957. 

The primary exports are corn; rubber produced largely on French 
plantations; and rice, much of which is sold to the French for ex- 
es to Africa on a subsidy basis; the quality of the rice of Cam- 

0dia is very poor. Then there are a few miscellaneous exports such 
as lumber and so forth. 

The imports are principally petroleum products, machinery, and 
textiles. 

Mr. Harpy. Do those include all the aid items? 

Mr. Roseman. All except military hardware. 

Mr. Harpy. Then the foreign trade is out of balance. 

Mr. Rea. In 1955 there was a shortage in the rice crop and no ex- 
port. If you took that year out you would get practically a balance. 

Mr. Brooxs. How much corn did they export ? 

Mr. Roseman. About $5 million worth. 

Mr. Rea. Almost all to France. 

Mr. Brooxs. Wouldn’t that corn have been sufficient to feed dairy 
cattle ? 

Mr. Roseman. We are trying to diversify the agricultural program 
so as to develop the animal resources and increase protein foods. 

On the question of the exchange rate, as you know, this country has 
an official exchange rate of 35 to the dollar. In Hong Kong or Bang- 
kok you can buy riels for between 70 and 75 to the dollar. This has 
been a concern to us. We tried to investigate this and find out what 
the reason is. A unique factor is that for the last 3 years the Cam- 
bodian Government has not permitted businessmen to remit profits. 
The only way they can get them out is to smuggle them out. The 
supply and demand factor is the principal reason for the black mar- 
ket of riels in Hong Kong and Bangkok. 

We tried to go into how this affected prices. The markup here on 
current sales is about 20 percent above the cost figures at the 35 rate. 
On the luxury goods, for example, my wife bought some apples—I 
hadn’t had any for a long time and wanted some—and she paid for 
them, I am sure, the equivalent of the 70 rate. Sothere are two factors 
here. The things basic for the country’s economic need, cement and 
things of that sort, are at the 35 rate. The luxury items are at the 
70 rate. 
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The reason that is done, there is a special scheme here under which 
rs of certain commodities retain a portion of the profits of their 
sales and bring goods into Cambodia with the profits of their sales. 
The existence of this exchange rate at Hong Kong has not resulted in 
an increase in prices in this country on those items. 

The soldiers are paid out of counterpart that is generated at the 
rate of 35 to the dollar. 

Mr. Harpy. If you pay the troops the same rie] rate that is now 
peng paid and you have a 70-to-1 exchange, you will cut the cost in 

alf. 

Mr. Roseman. Exactly. We asked the Cambodians what their feel- 
ing was from their point of view. From their point of view, they 
have no trade incentive. They are selling everything they have in 
this country—rubber and rice, principally—and there is no problem 
about excessive prices on imports. But they are very much worried, 
because they have gone through devaluation here before, the last time 
1953, when prices went up to the extent of the devaluation. 

They have cause to worry, because this country does not have the 
machinery to cope with the situation. It would result in savings to 
the United States if prices did not go up proportionately. If prices 
went up proportiately, and we had to pay the troops or the workers 
on the road project twice as much, we would not save. 

We talked briefly about education. 

Mr. Harpy. Before you go into that, on this exchange thing I am 
thinking of the General’s observation of $381 per man per month. 
That, I take it, is based on the 35-riel rate. So, assuming the 70 
rate is proper, their pay would be $19 rather than $38. 

Mr. Roseman. They are getting the same number of riels as they 
got in the French Army. MAA inherited an army already paid 
that by the French. 

Mr. Harpy. It is just a matter of the basis on which we can pay it. 
You raised a point about apparently we are getting imported items 
here sold on a dual basis. I wonder if we are getting any commodities 
under our counterpart-generation program on the basis of the 35 rate 
that are being sold on the 70 rate? 

Mr. Roseman. We have not found a single instance of that. 

Mr. Harpy. You mentioned apples. I take it we are not bringing 
in apples ? 

Mr. Roseman. No, sir. We are trying to confine our imports to 
the things easier for us to handle and easy to check. 

Mr. Harpy. Are we exercising control over the items that are 
brought in under our counterpart-generation program ? 

Mr. Roseman. We were asked that in the questionnaire, and our 
answer was—— 

Mr. Harpy. I haven’t had a chance to read it. 

Mr. Roseman. We were asked : 

“In connection with our commodity import program, how are 
Cambodian import needs determined ?” 

The answer is that Cambodian import requirements to be financed 
by United States aid are jointly determined by representatives of the 
Royal Khmer Government and USOM representatives, and we have 


1 Subsequent information furnished to the subcommittee by General Hartshorn indi- 
cates the pay rate for a private in the Cambodian Army is $14 per month (see pp, 927 and 
929). 
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observers at the import licensing sessions. I cannot say that there 
have been no frauds or that something has not slipped through. I 
am sure we are not batting 100 in USOM, but I am convinced they 
are not bringing in luxury items. There are no passenger cars being 
brought in. We are trying to shrink our aid program and concentrate 
it on the things that get us least in trouble. 

Mr. Brooks. Such as? 

Mr. Roseman. Cement, steel products; 6 or 7 basic commodities. 

We talked a good deal about this education system. I have never 
seen a country that has as much passion for education as this country. 
No matter where you go, if you ask what the primary need is they will 
tell you it is education. As the Ambassador mentioned, education is 
the largest single item in their budget. 

The idea of an American technical training school is one that has 
not been developed as yet. 

Here is the Cambodian Government’s own budget for calendar 
year 1957: 

$64 million is their total budget. About 20 percent is for education. 
It is divided: Military $10 million; Public Works, $9.5 billion; Edu- 
cation $13.5 million; Public Health, $5.2 million; Agriculture, $3.2 
million; and other, $22.6 million. 

The Cambodian Government’s budget plus United States aid for 
fiscal year 1957 totals $103.4 million, divided as follows: 

Military, $27.9 million, of which the Cambodian Government is put- 
ting in $10 million and we are putting in $17.9 million. 

Public Works, $21.8 million; RKG, $9.5 million; and United States 
$12.3 million. 

Education, $16.1 million; RKG, $13.5 million; and United States, 
$2.6 million. 

Public Health, $6.3 million; RKG $5.2 million; and United States, 
$1.08 million. 

Agriculture, $5.16 million; RKG $3.2 million; and United States, 
$1.9 million. 

And other, $26.3 million; RKG $22.6 million; and United States, 
$3.6 million. 

As far as we can tell their national taxes are 20 or 21 percent of 
their gross national product, which is about the same level we have in 
the United States. A lot of the consumption doesn’t show up in mon- 
etary terms. So this country is taxing itself at a fairly heavy level. 
They depend on custom duties and excise duties largely. They don’t 
have the machinery to administer an income tax. They don’t have the 
accounting. Eventually we hope they will. But they are trying to 
meet their responsibilities. 

We talked about the fact there is not much industrial potential in 
this country. We have set up a loan fund to establish some kind of 
credit. There is no bank in this country that will lend money for 
industrial development. The banks here are interested mostly in 
export-import trade, and our proposal is we will meet on a 50-50 
basis whatever the Cambodians are willing to put up of their own 
capital for sound business ventures. We are going into that very 
carefully and trying to find a bank who will at least take the responsi- 
bility of making investigations for loans. We would like to train some 
of the banks to do that. 
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Mr. Brownson. What is the going rate of interest here? 

Mr. Roseman. On A-1 collateral which means gold or diamonds, 
it is probably at the rate of about 20 percent a year. 

Mr. Rea. That is not really a commercial loan. 

Mr. Roseman. Short time stuff is about 7 percent; that is the bank 
rate. 

Mr. Rea. But if you are a houseboy and want to borrow you pay 
20 percent per month. 

Mr. Roseman. What does a farmer pay for a production loan? I 
think it is 15 percent. The farmers are in the hands of the Chinese 
money lenders in the villages. As the Ambassador mentioned, they 
are the bourgeoisie, but they are also the ones with the money. 

We are setting up a fund now for agricultural cooperative credits. 
The government has put up money for this purpose and we are 
matching it. 

Mr. Knox. Is that to be a revolving fund? 

Mr. Roseman. Yes. The repayment record is 80 to 90 percent of 
payments made on time. They have the beginning of an agricultural 
cooperative fund. Weare putting in $750,000. 

Mr. Harpy. We are running late, so I think we had better defer any 
questions until tomorrow. 


(Thereupon, at 12 o’clock noon the briefings were adjourned.) 
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(Part [11—Field Survey of Construction Projeets and Other 
Foreign Aid Operations) 


THURSDAY, NOVEMBER 21, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Phnom Penh, Cambodia. 

The subcommittee met at 3 p. m. in the conference room, United 
States Embassy, Hon. Porter Hardy, Jr. (subcommittee chairman) 
presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Vic- 
tor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy; Commander Ralph E. Elliott, Jr., United States Navy; and 
C. Hoyt Price, Department of State. 

United States Operations Mission officials present: Alvin J. Rose- 
man, director; Herbert E. Rea, deputy director; Marlin F. Haas, 
controller; Charles A. Mann, project planning operation; W. C. 
Kaker, project operation; and George H. Sailing, engineer, Public 
Works Division. 

American military officials present: Brig. Gen. Edwin S. Hart- 
shorn, Jr., chief, Military Assistance Advisory Group; and Col. W. A. 
Lucas, military attaché. 

Also present: William Reed, master mechanic, A. L. Dougherty 
Overseas, Inc.; Ralph Carr, chief storekeep, A. L. Dougherty Over- 
seas, Inc.; Patrick Ritch, mechanical supervisor, Michael Baker, Jr., 
Inc.; and C. J. Gibson, administrative manager, A. L. Dougherty 
Overseas, Inc. 


STATEMENT OF BRIG. GEN. EDWIN S. HARTSHORN, JR., CHIEF, 
MILITARY ASSISTANCE ADVISORY GROUP, PHNOM PENH, CAM- 
BODIA; ACCOMPANIED BY COL. W. A. LUCAS, MILITARY ATTACHE 


Mr. Harpy. Let the subcommittee come to order, 

General, as long as we are waiting for Mr. Baker to come, we have 
just one question. 

We would appreciate having your appraisal of the military signif- 
icance or military essentiality, if such exists, of the road from Phnom 
Penh to the Port of Kompong Som. 


941 
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General HarrsHorn. I will have to preface my remarks by saying 
this is purely personal. 

I can find nothing in the records of MAAG to show that MAAG 
participated in the Sediinn to build this road. At least there is noth- 
> the country team, sir. 

o you want me to avoid classified material ? 

Mr. Harpy. No. We will have to realize this is classified. The 
committee would very much like to have it for its information. 

(Classified material has been deleted from the record. ) 

Would it be safe to say that so far as you know the road may have 
some political significance but no essential military significance ? 

General Harrsnorn. I think it will when it is finished. I think 
the access road from the south will be a great help to the Cambodians. 
Just coming in from the Vietnam side, as you probably observed from 
the plane, it is almost all water. 

Mr. Harpy. Would you say also in the event of subversion in the 
northern part of the country it might be an asset to the enemy ? 

General Harrsuorn. It depends on who got here first, sir. 

Mr. Harpy. With the most? 

General HarrsHorn. Yes. 

Mr. Reuss. There is a railroad between here and Bangkok. What 
is the difficulty? I know you have to change wagons at the border, 
but logistically this is a means of getting supplies, is it not? 

General HarrsHorn. Yes, sir. 

Mr. Meaper. How do supplies come in here for the Cambodian 
Government ? 

General HartsHorn. By ship. 

Mr. Meaper. On the Mekong? 

General Hartsnorn. Yes. It is a going port, but it takes only 
small 2,500-ton vessels. 

Mr. Reuss. With what draft? 

General HartsHorn. With a draft of 12 or 13 feet. 

Mr. Reuss. You say a 12-foot draft? 

General Harrsuorn. I think about that. 

Mr. Rea. It can take at high water up to 10,000-ton vessels. In 
low water 2,500-ton vessels is the maximum. Most of the vessels that 
time of the year, in low water, are about 1,500 or 2,000 tons. The 
draft Iam not sure of. 

General Harrsuorn. I think it is about 12 feet. 

Mr. Reuss. What is the envisioned displacement in draft at the 
Port of Kompong Som? 

Mr. Roseman. 34 feet at dock site. 

Mr. Reuss. That would take care of 90 percent of the shipping? 

Mr. Roseman. Yes. 

Mr. Harpy. Any other questions? 

Mr. Meaper. I wasn’t clear whether in answer to the Chairman’s 
question you said that no study had been made so far as you know of 
the military significance of this road? 

General Harrsnorn. No, sir. I personally don’t know. 

Mr. Meaper. Could it be possible that a military decision had been 
made to build this road without your knowing about it? 

General Harrsuorn. No, sir. I don’t think so. You realize this 
is two years ago and I have been here only a short time. 
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Mr. Meaper. I thought you said you had reviewed your records 
too and found nothing in your records indicating that a military 
decision had been made to build this road. 

Mr. Harpy. Of course the answer to your question would be 
whether there might have been a military decision without any rec- 
ord being made. 

Mr. Meraper. I mentioned that, but I went beyond that and asked, 
if this road had been constructed with a military justification, would 
you be likely to know about it, and I believe your answer was that 
you would be? 

General HarrsHorn. We would not necessarily have that in our 
files, sir. 

Mr. Meaper. Wouldn’t it be a little unusual for this road to be 
constructed as a military highway for Cambodia and you, the prin- 
cipal United States military representative here, not know that it 
was done that way? 

General Harrsnorn. Yes, sir. 

Mr. Knox. General, could you construe this highway as one of such 
significance that would cause the Government to enter into a crash 
program when it was not a part of the military program ? 

General HartsHorn. Our Government, sir? 

Mr. Knox. Yes. 

General HarrsHorn. No, sir. I have always regarded it as being 
a military-economic project. I have always assumed since I have 
been here that the road had a military significance, if that is the 
question. 

Mr. Knox. That is not the question. The question is, could you 
envision this road becoming a crash program when it had not been 
construed as a military program? What would be the justification 
for a crash program coming into existence when it had nothing to 
do with the military ? 

General Harrsnorn. Well, sir, looking back at the background at 
the time it happened—and I am strictly presuming—with the situ- 
ation in Vietnam such as it was, I would’ say at the time it was a very 
sensible decision to put a road in, and I am sure the military would 
be all for it. 

Mr. Kwox. Still your records do not show any decision on the part 
of the military that they were instrumental in having the highway 
constructed ? 

General Hartsuorn. I would like to go back to my office and find 
out when my records started. This is a new MAAG. They used 
to handle Cambodia out of Saigon. I believe my predecessor came in 
in June 1955. I don’t think it is in our files. 

Mr. Harpy. I would guess it probably is not in your files even if 
it had military significance; so I think your question about the crash 
business, Mr. Knox, while it is a very pertinent question, is probably 
a matter of opinion, and perhaps some of the people in the Mission 
will have some personal knowledge of the reasons back of that. 

Mr. Knox. They should have. 

Mr. Meaper. I would like to ask if the General had in mind that 
there was a route between here and the Port of Kompong Som already, 
Route 3. 

General Harrsuorn. Yes, I am aware of that route. 

24700—58—pt. 1-61 
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Mr. Meaper. I believe you mentioned something about the means 
of access from the south coast inland, that there was a route already 
in existence ? 

General HartsHorn. That is true, but it is not a very desirable road 
and under heavy use it would deteriorate very rapidly. 

Mr. Harpy. Do you know whether this new road is being built 
to carry Cambodian military vehicles? 

General HartrsHorn. No, I don’t know. 

Mr. Harpy. If it isn’t, it might not be much good. 

General Harrsnorn. I don’t know the details. 

Mr. Meaper. Did the MAAG or the Cambodian military take any 
part in preparing the specifications for this road ? 

General Hartrsuorn. I don’t know, sir. I am sorry to be so un- 
helpful, but I know nothing of the past history of it. 

Mr. Kwox. Since we don’t want to embarrass you, I would suggest 
you look at your records and see if there is anything in your records 
about participation by the military in this pee program. 

General Harrsuorn. I checked when I heard you had this ques- 
tion, but it was not as good a check as could be made. 

Mr. Harpy. It might be a good idea to find out if your records 
show any participation by MAAG in it or any decisions of which 
MAAG here was aware. 

General HartsHorn. Yes, sir. 

Mr. Harpy. Thank you very much, General. 

Now, I wanted to make one or two general remarks before we start. 

This afternoon we are going to be dealing with questions of fact. 
Thus far we have been concerned with general statements, sometimes 
matters of judgment and opinion. Of course it is inevitable that 
there will be times in the course of this discusion when we will get in 
the area of judgment, but by and large we will be dealing with ques- 
tions of fact. 

I am sure you gentlemen know that over a considerable period of 
time we have been studying some of the details of this whole matter. 
We have had assisting us in this study a considerable amount of work 
by auditors from the General Accounting Office. We need to clarify 
some of the points that have been raised, some of the apparent con- 
clusions which we have to make, and it is for that reason that we need 
to go into some detail on the road matter this afternoon. 

Now, the committee has no desire to embarrass anybody. We want 
to develop all of the facts in the matter as best we can to try to make 
our picture as complete as possible and, frankly, on the basis of some 
of the information that we have, there are some aspects of the thing 
that as of now do not look very good. Whether they will be cleared 
up or whether they may become more cloudy as we go on, remains to 
be seen. But I know you share with us a desire to bring about cor- 
rections where things have gone wrong, and we want our study of this 
matter to be constructive. As I said, we are not trying to embarrass 
anyone at all, but we do want to try to be as thorough in the develop- 
ment of all of the facts as we can, and it is to that end that the 
committee asks your cooperation. 

The Director of ICA, Mr. Smith, has expressed a desire to cooperate 
with the committee in the development of all the facts in the matter 
and the wish for complete cooperation by employees who do have 
knowledge of things that have transpired. 
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I think as long as we are discussing that phase of it I ought to add 
that Mr. Grant is here from Washington—lI am sorry he is not in the 
room at the moment—allegedly for the purpose of trying to assist the 
committee in developing full and complete information. His presence 
should not be a hindrance to anybody to talk, and it should not in any 
manner cause repercusions or recriminations, and if it does the commit- 
tee will be very, very interested in it. 

With those few observations, and with the assurance we are See 
only to try to bring about some improvements, I want to ask that each 
of you participate as freely and as fully in the matter as you can. 

Since we are going to be dealing with questions of fact from a 
standpoint of some of the contractor’s witnesses, it is going to be 
necessary that the testimony be taken under oath. I think because of 
that we probably had better swear all of the group here so that as we 
proceed we will not have to stop in case something comes up that 
might run counter to somebody else’s testimony so that there will be 
no question of its being under oath. 

I reckon that is about all the statement I have to make unless some- 
body has a question bearing on my observation. 

Mr. Roseman. Mr. Chairman, may I make a comment? 

Mr. Harpy. Yes. 

Mr. Roseman. My comment to my staff is to be completely frank 
with one exception. We are foreclosed from discussing our future 
budget under the Presidential directive. That is the only question 
on which we have any limitation. 

Secondly, Mr. Grant has no authority over any member of this 
staff, and I will assure you I would regard it even more seriously than 

you if there were any intimation that any member of the staff would 
be punished for dealing frankly with the committee. 

Mr. Harpy. We have had evidence of reticence on the part of em- 
ployees to frankly discuss matters when Mr. Grant was present. Iam 
sorry it came to a head here, but it did, and we are dealing with 
matters as they exist. I have had a discussion with Mr. Grant about 
it, and I don’t think we will have a problem when he gets back to 
Washington. 

Is there any other question or comment on this ? 

I suppose all of you at sometime will be testifying in connection 
with this matter, so I will swear you all at once. 

(Thereupon, the oath was administered by the Chairman to Alvin 
J. Roseman, Herbert E. Rea, Marlin F. Haas, Charles A. Mann, W. C. 
Baker, and George H. Salling.) 

Mr. Reppan. Mr. Haas, will you please give the reporter your full 
name ? 


TESTIMONY OF ALVIN J. ROSEMAN, DIRECTOR, UNITED STATES 
OPERATIONS MISSION, PHNOM PENH, CAMBODIA; ACCOMPANIED 
BY HERBERT E. REA, DEPUTY DIRECTOR; MARLIN F. HAAS, CON- 
TROLLER; CHARLES A. MANN, PROJECT PLANNING OPERATION; 
W. C. BAKER, PROJECT OPERATION; AND GEORGE H. SALLING, 
ENGINEER, PUBLIC WORKS DIVISION 


Mr. Haas. Marlin F. Haas. 
Mr. Reppan. And what is your address here in Phnom Penh? 
Mr. Haas. USOM, care of the American Embassy, Phnom Penh. 
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Mr. Reppan. What is your position here in USOM? 

Mr. Haas. Controller of the Operations Mission. 

Mr. Reppan. How long have you occupied that position ? 

Mr. Haas. I arrived here the first of January this year and was 
appointed Acting Controller and shortly thereafter Controller. 

I departed from the post on June 28 for regular home leave, and 
returned to the post late in September this year. 

Mr. Reppan. Who was your predecessor in that position ? 

Mr. Haas. My predecessor was Rene Peer. 

Mr. Reppan. Do you know how long he held that position? 

Mr. Haas. If I am correct, sir, I am not sure, but I think he came 
when this mission was established. That would be January 1, 1955. 

Mr. Reppan. Do you know where Mr. Peer is now? 

Mr. Haas. Yes. He is in Tunis with the mission there. 

Mr. Reppan. Could you describe for the committee briefly what 
your responsibilities are with respect to maintaining records of com- 
modities, supplies, and equipment and things of that sort ? 

Mr. Haas. Essentially I would say my responsibilities depend on 
the amount of assistance which might be given to the host country, but 
essentially the Controller’s office would be responsible for maintaining 
arrival records on project and nonproject type of commodities under 
guidelines sent out by our agency in Washington. 

Mr. Reppan. Did you perform that function for all the program 
operations under this mission ¢ 

Mr. Haas. No, sir. When I came here I found out that the arrival 
accounting records for project type assistance commodities had been 
kept and maintained in the Program Requirements Office. 

Does that answer your question ? 

Mr. Harpy. Who was in charge of that ? 

Mr. Haas. The Program Requirements Office ? 

Mr. Harpy. Yes. 

Mr. Haas. At that time it was headed by Mr. Baker, on my right. 
That is part of USOM. It is under the Program Office. 

Mr. Harpy. And those records were supposed to have been kept 
in that office ? 

Mr. Haas. They were being kept there. I didn’t say they were 
supposed to be kept there. 

Mr. Harpy. I didn’t mean to infer they were not, but I was talk- 
ing about in your organization. 

Mr. Haas. Yes, sir. 

Mr. Reppan. When you came in, did you take over that particular 
operation yourself? 

Mr. Haas. No, sir, I didn’t. 

Mr. Reppan. When did you assume responsibility for maintain- 
ing records on supplies and equipment ? ? 

Mr. Haas. Well, when I became Controller here I assumed respon- 
sibility for the arrival accounting records that were within my office. 
I knew of the existence of the records being maintained in the Pro- 
gram Requirements Office. I cannot say I assumed the responsibility 
for their maintenance. I knew of their existence. 

Mr. Reppan. Did your office have anything to do with keeping or 
reviewing those records ? 

Mr. Haas. We didn’t have anything to do with keeping the records. 
We did review the records from time to time. 
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Mr. Reppan. Did you ever review those records ? 

Mr. Haas. Yes, sir. 

Mr. Harpy. What do you mean by review? Do you mean an 
audit ? 

Mr. Haas. No, sir, familiarizing ourselves with the type of data that 
might have been registered on the arrival accounting ledger sheet; 
the source of this data; ; and how it was being posted. 

Mr. Harpy. Then you were not concerned with accuracy, but merely 
with format ? 

Mr. Haas. Essentially, but accuracy too because we, by tests, could 
see if they conformed w ith the facts. 

Mr. Harpy. Did you actually make tests ? 

Mr. Haas. Yes, sir. 

Mr. Harpy. Of an auditing nature? 

Mr. Haas. No, not to that extent. 

Mr. ILarpy. What did your tests signify, then ? 

Mr. Haas. We know the records reflected information posted from 
shipping documents, from procurement documents, things of that 
type. 

Mr. Harpy. But you didn’t attempt to determine, even by testing 
or sampling, whether the records represented a complete presentation 
of all of the information which should be contained 4 

Mr. Haas. I am not prepared to answer that for my own part. I 
am sure members of my staff, in carrying out their responsibilities, 
did check from time to time certain items on the record. 

Mr. Harpy. As a matter of personal knowledge you don’t know 
whether there was even a spot check to determine the completeness 
or accuracy from an auditing standpoint of those records; is that 
right ? 

Mr. Haas. No, I don’t thing that is right, Mr. Chairman. 

Mr. Harpy. Well, Lam just asking you. 

Mr. Haas. I think my people have checked. 

Mr. Harpy. I said as a matter of personal knowledge, and you 
come back and say “I think my people have.” Do you see the incon- 
sistency there ? 

Mr. Haas. I don’t mean to be inconsistent. 

Mr. Harpy. I just want to get it clear in the record. 

Mr. Haas. We did not carry out any formal audits, but the rela- 
tionship—our function, the function carried out in my office and the 
functions carried out in this particular office of procurement require- 
ments were so related that there was checking carried on from time 
to time. 

Mr. Harpy. I am just trying to understand what you did and what 
you did not do. 

Mr. Haas. I am sorry I didn’t make myself clear. 

Mr. Reppan. Was it part of the duty of your office to make sure 
that the supplies were checked upon arrival? 

Mr. Haas. The way my controller’s office was set up here, it was 
not the responsibility of my predecessor, and during my period here 
I did not take over that responsibility. 

Mr. Reppan. Whose responsibility was it ? 

Mr. Haas. Well, sir, in my opinion it was the responsibility of the 
program requirements office. 

Mr. Reppan. That is Mr. Baker’s office ? 
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Mr. Haas. Yes. 

Mr. Reppan. Can you tell us whether or not your office has any 
records of the supplies or materials which were imported under the 
Dougherty contract ? 

Mr. Haas. Yes—no, I withdraw that. I must express my regrets 
for information I gave Mr. Woods this morning. We do have in our 
office copies of the transmittal letters received from shippers in Amer- 
ica showing that bills of lading were received in USOM, but I do not 
carry any details within my office as to the items of equipment which 
may have been received for the Port Highway. 

Mr. Harpy. Even if you had bills of lading, that does not consti- 
tute a receipt record, does it? 

Mr. Haas. No; it indicates the anticipated arrival of commodities. 

Mr. Harpy. But it doesn’t mean the items on any bill of lading ever 
were received. It means somebody shipped them and somebody signed 
for them at the sending point ? 

Mr. Haas. Yes; and they were consigned to a destination here. 

Mr. Harpy. But it does not necessarily mean they were ever received 
or ever delivered to the project. Is that right? 

Mr. Haas. That is essentially correct. 

Mr. Harpy. Is it completely correct ? 

Mr. Haas. I think it is, sir. 

Mr. Harpy. All right. 

Mr. Reppan. Normally ICA Washington sent you certain informa- 
tion with reference to equipment and supplies that were being sent 
to this country ? 

Mr. Haas. I am afraid I don’t understand that question, “nor- 
mally.” 

Mr. Reppan. In the Dougherty contract, were the normal pro- 
cedures followed by ICA Washington as to informing you of what 
was coming in ? 

Mr. Haas. I would say we received copies of a procurement docu- 
ment which is called a project implementation document. We re- 
ceived that, which listed the nature of commodities which would be 
procured under broad commodity code classifications. For example, 
earth-moving equipment. It did not detail the items in the classifi- 
cation. 

Secondly, we received copies of these bills of lading. 

Mr. Reppan. Did you also receive copies of contract awards? 

Mr. Haas. No, sir; we did not. 

Mr. Reppan. Or purchase orders ? 

Mr. Haas. No, sir; we did not. 

Mr. Reppan. Would you normally have received those, or did you 
receive them on other projects ? 

Mr. Haas. Again, these are the type of documents that would be 
received by the Program Requirements Office, and it is my under- 
standing those documents you mentioned were being received on other 
types of commodities. 

Mr. Reppan. Of the Dougherty contract ? 

Mr. Haas. No; exclusive of the Dougherty contract. 

Mr. Reppan. On others, but not the Dougherty contract? Mr. 
Baker would have further information on that ? 

Mr. Haas. I would say yes. 
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Mr. Reppan. You say you received bills of lading? 

Mr. Haas. Yes, sir. 

Mr. Reppan. How long have you been receiving those? 

Mr. Haas. From the file I examined, they appear to have come in 
late in calendar year 1956 up to more or less the present time. 

Mr. Harpy. Were you Controller at that time? 

Mr. Haas. No, sir, Mr. Chairman. 

Mr. Harpy. But you have received some since you became Con- 
troller? 

Mr. Haas. Yes, sir. 

Mr. Harpy. What did you do with them ? 

Mr. Haas. Well, sir, they were being—may I say this: It is my 
understanding that the bills of lading received prior to the time I 
became Controller were being sent over to Michael Baker. 

Mr. Harpy. Do you know that for a fact? 

Mr. Haas. I do not know that for a fact except on the transmittal 
letters that I have it is indicated these were sent over to A. L. 
Dougherty Co. 

Mr. Harpy. You have copies of transmittal letters transmitting the 
bills of lading which you received to Baker or to Dougherty ? 

Mr. Haas. I did not notice any notations to Baker. That was rep- 
resented tome. But I did notice many notations, “Attached bills of 
lading sent to A. L. Dougherty.” 

Mr. Harpy. What have you done with them since you became 
Controller ? 

Mr. Haas. I am sorry to say that same practice prevails. 

Mr. Harpy. When you get them you send them to Dougherty? 

Mr. Haas. I do not personally, but the people under me have fol- 
lowed the same procedure and send them to A. L. Dougherty. 

Mr. Harpy. What record do you keep? 

Mr. Haas. We keep a copy of the transmittal letter which we can 
check with the bills of lading attached. 

Mr. Harpy. Has that ever been done? 

Mr. Haas. No. 

Mr. Harpy. Has there ever been a correlation between the bills of 
lading and the project documents you referred to? 

Mr. Haas. Not to my knowledge in USOM. 

Mr. Harpy. So the mission has never made an effort to correlate 
the equipment or items coming in under these bills of lading with the 
broad project documents ? 

Mr. Haas. Yes, we did do that around August of this year, sir. 

Mr. Harpy. With respect to what project ? 

Mr. Haas. The Port Highway project. 

Mr. Harpy. How far did you go with it? 

Mr. Haas. Well, sir, there are two steps in this. 

Mr. Harpy. Was that done at our request ? 

Mr. Haas. One operation, where we checked individual items of 
equipment, was done at Washington’s request. Also at that time 
we had made a review of the arrival records being maintained. 

Mr. Harpy. What did that show ? 

Mr. Haas. This observation was carried on late in July and showed 
that the documentation for arrivals was quite complete, but the for- 
mal records had not been set up. 

Mr. Harpy. What did you check it against? 
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Mr. Haas. Copies of bills of lading and copies of purchase orders 
and vouchers which A. L. Dougherty New York had sent A. L. 
Dougherty here. 

Mr. Harpy. Over what period of time did the shipments that were 
reviewed extend ¢ 

Mr. Haas. I am not prepared to say the extent of those checks or 
tests, Mr. Chairman. I can get that information for you. 

Mr. Harpy. Don’t you think that would be important ? 

Mr. Haas. Yes, I do. 

Mr. Harpy. What percentage of the Dougherty contract has been 
so checked ? 

Mr. Haas. I would hesitate to say at this time. 

Mr. Harpy. At the time you made that spot check 

Mr. Haas. I did not make that, sir. 

Mr. Harpy. Who made it? 

Mr. Haas. I was away on home leave at the time. Somebody on 
my staff made that check. 

Mr. Harpy. We have more trouble with people testifying who did 
not actually do the job. 

Mr. Haas. I am sorry. You imply I made that check. I did not. 
My office made the check. 

Mr. Harpy. And it wasn’t even under your direction ? 

Mr. Haas. Technically, no. 

Mr. Harpy. Because you were away on leave? 

Mr. Haas. Yes. 

Mr. Harpy. You say technically. Completely it wasn’t under your 
direction, because you were away on leave and you didn’t have any 
responsibility for it; isn’t that right? Of course it is right. 

Mr. Meaper. Who did make the check ? 

Mr. Haas. I mentioned at the outset of my remarks that I was on 
leave from the last of June until September, and I mentioned that the 
check was made in July. 

Mr. Harpy. Yes. I failed to correlate the dates. 

Mr. Reppan. Who made the check ? 

Mr. Haas. My assistant, Mr. Francis McElroy. 

Mr. Reppawn. Is he here today ? 

Mr. Haas. Yes. 

Mr. Harpy. How much personal attention did you give to that par- 
ticular review that he made? 

Mr. Haas. Well, upon my return from home leave I reviewed his 
report. 

Mr. Harpy. What do you mean by a review of a report like that? 
I am thinking from an auditing or accounting standpoint, and you 
as Controller. 

Mr. Haas. First I determined what the objective of the visit was. 
He had certain observations to report; the existence of arrival records, 
and so on. 

Mr. Harpy. How long a report is that? 

Mr. Haas. Two and a half pages. 

Mr. Harpy. I would like a copy of that report, please. 

Mr. Haas. Yes, sir. 
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(The report referred to was furnished and is as follows:) 
OFFICE MEMORANDUM, UNITED STATES GOVERNMENT 


Date: August 12, 1957. 

To: Mr. F. T. Beaudry, Acting Controller. 

From: Francis McElroy, Program Accountant. 

Subject: Arrival Accounting—A. L. Dougherty Overseas, Inc. 


PURPOSE 


At your request, a trip was made to Km. 76 where A. L. Dougherty Overseas, 
Inc., has their main office to check on the arrival accounting records, because 
no accounting for arrivals of commodities has been received by USOM as of 
this date. The person contacted at the office of A. L. Dougherty was Mr. A. C. 
Monahan, the supply manager, who is in charge of all arrivals and property 
records. 

BACKGROUND 


From Mr. Monahan we learned that he has been in charge of supply for 
10 months. When he arrived here, he was the only person handling arrivals, 
arrival records and the miscellaneous details which are necessary in getting 
commodities cleared through customs. It was during his first several months 
in Cambodia that much of the equipment to be used in the building of the road 
arrived here. As an assistant in handling the details of customs clearance, 
getting equipment to storage and other details connected with incoming goods, 
a camp manager, Mr. C. McAnneny was assigned to his supply section. Mc- 
Anneny had no background in handling documentation in arrivals and account- 
ing for arrivals, and therefore had to be taught the process. Monahan, besides 
being the only one responsible for arrivais also had to act as purchasing agent 
for all supplies and equipment. To assist him in handling all these details he 
had one secretary who has now been transferred to other duties. At present, 
in the supply section, there are besides Monahan, a chief storekeeper, Mr. Ralph 
Carr who has been here for 5 months, 2 parts men, Mr. BH. Whelan and Mr. J. 
Kantlever who have been here 4 months and 1 week respectively and 2 sec- 
retaries, 1 of whom has been here 2 weeks and the other who has been here 1 
week. This latter secretary is serving as property accountant. 


SCOPE OF CHECK 


A selective check was made of documentation on file in the office of A. L. 
Wougherty Overseas, Inc. From this check we ascertained that the documenta- 
tion is one file in a rather orderly fashion. However, arrival accounting records, 
as such have not been set up. In fact, we were not able to find a signed receiv- 
ing document. A semblance of arrival accounting has been started by the sec- 
retary who arrived 1 week ago, but the surface has hardly been scratched 
as yet in setting up records on arrivals. There are eight file drawers full of 
receiving documents. 

There are three warehouses which have been built to house inventory items. 
A perpetual inventory record has been set up on one warehouse. The spare 
parts which are stored there have been put neatly into bins and are cataloged. 
One other warehouse is in fair shape and a partial cataloging has been carried 
out. The third warehouse has not been set up, and has not been inventoried. 
Overall conditions could be considered as bad. In addition to goods under 
cover there are other materials stored outside. The most glaring example of 
poor storage is in tires which are exposed to the weather. Rubber, when 
exposed to the rays of the sun, especially in this climate, rapidly deteriorates. 
This was pointed out to Mr. Monahan and he readily agreed and was aware of 
the fact, but he said that facilities for storage were inadequate. 


CONCLUSIONS 


There was a lack of personnel in the beginning to handle arrivals and to 
set up proper records when the bulk of the equipment was arriving. The docu- 
mentation is there, but proper records are way behind. It is imperative that a 
male property accountant be recruited immediately to catch up on the backlog 
and get into operation a decent set of arrival records and property records. 
Since Monahan handles not only arrivals and maintenance of property records, 
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but also purchasing, perhaps there is a need for clerical help to handle pur- 
chasing. Since the supply section was set up they have issued 400 New York 
purchase orders, 1,289 local purchase orders, and 130 purchase orders for pro- 
curement outside Cambodia with payments processed through New York. This 
would average out to approximately 130 purchase orders per month. Monahan’s 
time is also taken up somewhat in talking to solicitors and vendor’s representa- 
tives which every purchasing agent has to experience. This keeps him tied up 
to some extent from the performance of duties which a supply manager gener- 
ally performs. If the supply manager must perform the offices of both pur- 
chasing agent and supply manager, then adequate personnel is needed to 
support him. 

Carr, the chief storekeeper, has done a good job in setting up the perpetual 
inventory in one warehouse. He is trying to get the other two in good condi- 
tion and claims that he will have them in the same condition as the first one 
within a month to 6 weeks. Our observation is that at least one more warehouse 
is needed to store some of the materials which are now exposed to the weather. 
They claim that they need 2, but we feel that with proper usage of available 
space, 1 more will probably be sufficient. 

We feel that a great deal of work must be done to bring the records on mate- 
rials into a proper current basis, and would like to point out again the urgent 
need for a male property accountant. It was pointed out to us that even though 
the documentation on the arrivals of equipment is available, at the present 
time equipment is in use between Phnom Penh and Kompong Som and location 
of it is not known at the main office. The property accountant would probably 
have to go out into the field to check on this equipment so should be a male 
accountant. It would be rather difficult for a female accountant to do this. 

There is one file which we checked containing documentation on goods which 
were damaged or lost in shipment. These goods, according to Mr. Monahan, 
were covered by insurance. To date there have been no claims made to the 
insurance company. We told Monahan that these claims should be made with- 
out further delay. We will follow up on this to see that the claims are 
processed without further delay since too much time has already elapsed in 
the submission of documentation to the insurance company. 

We made a pro-forma schedule outlining the information which we need for 
our files on the arrivals of goods. These statements are to be certified by a 
responsible person of the firm when they are completed. 

Monahan has promised that we would start receiving some of these certified 
arrival schedules within the next 2 weeks. 


Mr. Reppan. Approximately how much equipment and supplies 
dollarwise had come in on the Dougherty contract prior to this check? 

Mr. Haas. Prior to this check, sir? 

Mr. Reppan. Yes. 

Mr. Haas. I am not prepared to say exactly, but I would say per- 
haps $5 million. 

Mr. Reppan. Would it have been closer to $10 million in supplies 
and equipment? 

Mr. Harpy. If he is estimating, let us not get into that. 

Mr. Reppan. I thought I might refresh his recollection. $5 mil- 
lion is a long way off. 

Mr. Haas. I can determine exactly if you wish. 

Mr. Reppan. If you will. 

Do you know whether a physical check was made of supplies against 
the bills of lading? 

Mr. Haas. From a recent visit I made to Km. 76, I understand a 
physical inventory of items was 90 percent completed. 

Mr. Harpy. When was that begun ? 

Mr. Haas. Roughly a month ago. 

Mr. Harpy. That is the kind of thing that worries me to death. 
You could have answered that about a month ago a check was made, 
instead of making us come in with a second question to find out. You 
know there was no physical inventory made prior to a month ago. 
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Isn’t that correct? I do wish we could be as responsive as possible. 

Mr. Haas. It is not my intention to withhold information. 

Mr. Harpy. You didn’t withhold any, but you made us dig awfully 
hard to find it out. 

Mr. Haas. I am answering the questions as well as I can. 

Mr. Mraper. Was this July 1956 or July 1957 that McElroy made 
this check ? 

Mr. Haas. July 1957. 

Mr. Meaper. Did he make a physical inventory at that time? 

Mr. Haas. No. 

Mr. Meaper. Or did the Dougherty people make a physical in- 
ventory which he spot checked ? 

Mr. Haas. No, he made an observation of the general housekeeping 
of the fiscal setup. 

Mr. Meaper. So as far as you know, no physical inventory was 
made until a month ago, which is now 90 percent completed. Is that 
correct ? 

Mr. Haas. That is correct. 

Mr. Harpy. In fact, until it was learned this committee had in. 
formation that there was lassitude in this connection, no one here 
thought of making a check. Is that right? 

Mr. Haas. I wish you would repeat the question. 

Mr. Harpy. It is too long. Until this committee started raising 
questions and told ICA Washington there were irregularities, nobody 
in the Mission or ICA Washington ever made any effort to determine 
whether the equipment was actually on the job or what the condition 
of it-was? If that is wrong I would certainly like to be corrected. 

Mr. Haas. I am not saying it is wrong, but I would like to mention 
two things that are important. I have two American accountants in 
my office. One of them, the chap who made this review of the records 
at km. 76, came here in February of this year. The other man who 
is an accountant is my Deputy Controller. I have 170 other projects 
to cover. 

Mr. Harpy. Let me make this obeservation. I am completely sym- 
pathetic with the lack of personnel, and I have no desire to be critical 
that you can’t spread yourself too thin, but it would be nice if we 
could find out the facts first and what the mitigating circumstances 
are later. 

Mr. Haas. Dougherty has 15 or 16 American accountants. 

Mr. Roseman. Mr. Chairman, would you like to ask if anybody 
made a physical check of this equipment ? 

Mr. Rea. I can say from my own knowledge. I have been here as 
Deputy Director for a year and a half. I myself observed the arrival 
of material at Kompong Som. I know Mr. Salling and Mr. Cohen 
went to Kompong Som when the equipment arrived and observed its 
condition. I was there personally shortly after the arrival and saw 
some of the equipment myself. I am not an engineer and could not 
tell you the condition of the equipment. It it was apparently in good 
condition, 

Mr. Harpy. Condition is not the question now. We are thinking 
of actual arrival against procurement orders. We are trying to de- 
termine whether or not it was actually checked. 

To your knowledge do you know that the equipment was actually 
checked against the bills of lading and purchase orders? 











954 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Rea. I do not. 

Mr. Harpy. Do you know whether anybody in the Mission or under 
Mission direction ever made a physical inventory prior to the one 
made this summer? 

Mr. Rea. No, sir. I do know the Mission was very interested in 
the arrival of the equipment and in seeing that the equipment was 
there and working. 

Mr. Harpy. I am as sure the mission was interested in getting this 
road started as I can be, and I am sure it was interested in seeing that 
the equipment arrived, but I am not sure anybody made an effort to 
check the equipment against the purchase orders or against the bills 
of lading. You can’t testify to that? 

Mr. Rea. No. 

Mr. Reppan. Mr. Rea, did you make a record of your observations 
or your examination of the equipment at the time of its arrival? 

Mr. Rea. No. 

Mr. Reppan. Did you have authority to make such a check? 

Mr. Rea. I was Deputy Director. 

Mr. Reppan. But did you have authority to make such a check of 
the equipment ? 

Mr. Rea. Excuse me, but I don’t know what you mean by authority 
to check equipment. 

Mr. Satiine. I was at Kompong Som on arrival of the boat. That 
was mostly the trailers. At that time I personally put down the bills 
of sale for that so that the French company would let Dougherty un- 
load. It wasasmall boat. There were four trailers and about three 
bulldozers. The bulldozers were in good condition and the house 
trailers were very long. 

Mr. Harpy. Off the record. 

( Discussion off the record.) 

Mr. Kwox. May I ask a question, Mr. Chairman? 

Mr. Harpy. Yes. 

Mr. Knox. It is my understanding ICA Washington purchased this 
equipment for the road. Is that correct 2 

Mr. Haas. Yes. 

Mr. Knox. Who in the mission here received a copy of the purchase 
order ? 

Mr. Haas. No one. 

Mr. Knox. You did not receive a copy of the purchase order? 

Mr. Saturna. No, sir. The only thing we have received here is 
the PIOC. 

Mr. Knox. What is that? 

Mr. Sautiine. That is a code of materials and equipment. That is 
the only thing we can go by. 

Mr. Knox. Then if } you did not receive a copy of the purchase order, 
the mission does not know whether they received goods that ICA 
Washington purchased ? 

Mr. Saturna. As far as I know, yes. Only when I mentioned the 
bill of lading, that is the only thing that has the equipment on it. 

Mr. Knox. You didn’t have anything to check the bill of lading 
against, did you? 

Mr. Saturna. No, I didn’t. 

Mr. Knox. As far as the equipment that ICA Washington pur- 
chased ? 
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Mr. Satine. That is right. 

Mr. Meaper. I would like to ask Mr. Roseman, the equipment for 
this road was charged to the funds allocated to USOM Cambodia ? 

Mr. Roseman. Yes. 

Mr. Meapor. The entire cost of this highway ? 

Mr. Roseman. The entire cost of the highway is met by allocation 
for USOM Cambodia. 

Mr. Meaper. Does your Controller have to keep track of how much 
of the funds are used for a certain purpose ? 

Mr. Roseman. First, I think technically ICA Washington did not 
buy this, technically. This equipment was bought by Dougherty as 
agent for the Cambodian Government. ICA was the banker. 

Mr. Harpy. That is correct. 

Mr. Roseman. Secondly, we get our accounting—Mr. Haas may 
have to correct me on this because I am not an accountant—but I 
understand they have two kinds of disbursements, disbursements made 
locally and things reported to us from Washington as having been 
purchased. The only things we keep track of are those we actually 
disburse here. 

Mr. Mraper. On those purchased by Washington the payment was 
made by Washington and charged to your ¢ account ? 

Mr. Haas. Yes. 

Mr. Mraper. Now, since you are responsible for your entire ac- 
count, what check do you make to be sure you are getting what you 
are being charged for? 

Mr. Roseman. We make end-use checks of all the equipment 
furnished by United States funds in Cambodia. As far as I know we 
have no system by which we make a physical count of all the goods 


that come into this country under our program. It is on a spot check 
basis. Am I correct on that? 


Mr. Haas. Yes. 


Mr. Meaper. As I understand it, Dougherty, under contract. with 
ICA, purchased the construction equipment used on that job for the 
Cambodian Government. The title would be vested in the Cam- 
bodian Government rhe tee g 

Mr. Roseman. Yes. I didn’t know this until very recently. 

Mr. Haas. That is correct. 

Mr. Meaver. Do you regard it as a responsibility of USOM Cam- 
bodia to see that Cambodia | gets its dollars’ worth out of that contract ? 

Mr. Roseman. I do. 

Mr. Meaper. What check do you make to see that the Cambodian 
Government does not get robbed ¢ 

Mr. Roseman. Sometime during the summer, in conversation with 
the Acting Controller, we raised the question of the accounting. That 
was before we knew the committee was interested in this field. I 
think that was the motivation for Mr. McElroy to go out and see 
what equipment was there. Mr. McElroy returned and reported that 
Dougherty had records of every bit of equipment that had arrived; 
that they had not been posted yet—and I think McElroy went through 
the bills of lading and they were there, but they had not been posted 
so that they were readily accessible. At th: far as I 
know it was entirely a coincidence—we got a wire from Washington 
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asking us to verify the existence of particular pieces of equipment. 
And at that time—— 

Mr. Haas. Was the date August 10, 1957? 

Mr. Roseman. And that was the first time that a physical check was 
made of the actual pieces of equipment here. 

Mr. Meaper. And that was only a partial check ? 

Mr. Roseman. Yes. 

Mr. Meaper. McElroy’s check was a complete check ? 

Mr. Haas. No. It was a review of the extent of arrival records. 

Mr. Meaper. Do you know how much of this equipment is charged 
to your account here? 

Mr. Haas. Yes. 

Mr. Meaper. How much? 

Mr. Haas. I would have to check. 

Mr. Meaper. Roughly ? 

Mr. Haas. About $7,600,000 as of October 31. 

Mr. Meaper. 1957 ? 

Mr. Haas. That is right, sir. 

Mr. Mraper. Well, now, that seems to be a pretty sizable piece of 
your allotment. Isn’t it $30 a million a year or something like that? 

Mr. Roseman. Of that order, yes. 

Mr. Meaper. If the Cambodian Government was going to be 
charged with that, and your allotment was going to be charged with 
$7.5 million, why didn’t someone go check that ? 

Mr. Reppan. That is within one calendar year, isn’t it, from No- 
vember 1956 until October 31, 1957 # 

Mr. Roseman. This is a lot of money, but I suspect that some of this 
was paid out of 1955 fiscal year funds, some out of 1956 fiscal year 
funds, and perhaps some out of fiscal year 1957 funds. I don’t know, 
but it is a lot of money. 

Let me say this, sir, in this program there is $20 million to $25 mil- 
lion a year. I suspect if we check one-third of that on a whole that is 
a fairly good percentage. We don’t have the staff or the opportunity 
to check all of it. I think our assumption was that with the number 
of small activities involved—and I think this is where our mistake 
was—where you don’t have an American contractor to keep account- 
ing records, the work of the controller is harder to trace down. Where 
we had an American contractor who was keeping records, we felt that 
the existence of those records would permit end use checks to be made 
at the appropriate time. I don’t know if we were wrong or not. 

Mr. Harpy. To follow up on the point Mr. Meader was making, this 
is not the kind of transaction that requires a meticulous type of ac- 
counting such as you have in the case of items coming into the mission 
for mission use. Of course we realize that. And we realize you would 
not normally anticipate complete checks of all the items of equipment 
and material delivered on every project. It is not in the nature of 
things to contemplate that. So that doesn’t necessarily mean there 
was any lassitude on the part of the controller’s office or anybody 
else’s office because there was not a firm check made by a certain date. 
The question arises, when things began to get sour why a check wasn’t 
made. 

Mr. Roseman. If anyone here involved had known that Dougherty 
was on both sides of this transaction—not that there is anything 
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wrong—I would have regarded this as a transaction that ought to 
have been checked on the basis of some of the transactions we were 
suspicious of on a local basis. 

Mr. Harpy. Nobody in the mission knew that ? 

Mr. Roseman. I didn’t know it until sometime in September or 
October of this year. We had had no information about that fact as 
far as I know. 

Mr. Rea. We knew Dougherty was purchasing equipment. 

Mr. Harpy. Did you know he was buying it from himself ? 

Mr. Roseman. No. 

Mr. Harpy. Did you know it, Mr. Salling? 

Mr. Saturna. No; I didn’t know it until we were advised here and 
went down there and saw it. 

Mr. Mraper. When you saw it, did you then know it was equipment 
Dougherty had previously owned himself that he had bought from 
himself ? 

Mr. Satitrnc. No. We knew it didn’t look new to us. 

Mr. Meaper. But you didn’t know he had bought it from himself? 

Mr. Saturna. No. 

Mr. Haas. Isn’t it a fact that after a piece of equipment has been 
on the road a while you wouldn’t know if it was used or not ? 

Mr. Roseman. I want our people to be fully responsive. 

Mr. Knox. I have one more question. Did your mission receive a 
copy of the authorization by ICA Washington to Dougherty to pur- 
chase this equipment ? 

Mr. Roseman. The PIOC, which is the project implementation 
order, just lists equipment so many dollars. ‘That is all we get. 

Mr. Knox. You did not receive a listing of the equipment that was 
coming in on this project ? 

Mr. Roseman. Not the purchase orders. 

Mr. Knox. I am not thinking of purchase orders, but the authoriza- 
tion for Dougherty to proceed with the acquisition of this equipment. 
ICA Washington must have authorized him to purchase so many bull- 
dozers, so many pieces of earth-moving equipment, so many cranes, 
and so on, did they not? They must have. 

Mr. Saturna. As far as I know, no. 

Mr. Kwox. You did not receive any copy of an authorization for 
Dougherty to purchase equipment ? 

Mr. Saturne. Not as far as I know. 

Mr. Rea. I was in Washington in March 1956 and at that time 
there was a listing of equipment which it was expected would be re- 
quired on the contract, and that was discussed with Colonel Cohen. 

Mr. Harpy. He didn’t bring a list back? 

Mr. Rea. I do not know. 

Mr. Knox. So there was no way of your checking whether all the 
equipment arrived or 20 percent or what percentage ? 

Mr. Roseman. The first opportunity we had to check was with the 
arrival of the bill of lading to see if the things on that bill of lading 
actually arrived in Cambodia. That is my understanding. 

Mr. Knox. Did your Mission inform ICA Washington of what 
equipment arrived ¢ 

Mr. Roseman. I don’t think we did. 
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Mr. Harpy. I don’t think you would have had a responsibility for 
that the way this was set up. They employed Dougherty and gave 
him all kinds of responsibility which in effect took the responsibility 
off the Mission except the responsibility of supervision. ‘The Mission 
did have that overall responsibility, I believe. 

Mr. Kwox. The only medium through which you could make a 
check would be through the bills of lading. That is the only thing 
you would have, because you did not, as ‘I understand it, receive a 
copy of the authorization for the purchase of equipment by 
Dougherty. 

Mr. Roseman. May I ask Mr. Haas a question ? 

In your controller’s regulations is there any regulation which di- 
rects you to report back to Washington on the receipt of items on the 
bill of lading except end use checks # 

Mr. Haas. That is all. 

Mr. Roseman. I don’t think we have ever been directed to make 
that sort of check. 

Mr. Knox. This reflects on the Washington level. 

Mr. Meaper. My wife has a right to sign checks on my checking 
account. You can sign checks on USOM here and in Washington. 
Didn’t they tell you they had charged so much to your account and 
what for? 

Mr. Roseman. They tell us how much is charged to our account, 
but whether we know more than so much for earthmoving equipment, 
I don’t know. 

Mr. Haas. The voucher shows payment was made to a certain 
payee, but it does not give details as to the nature of the items. 

Mr. Meaper. When they enter into a contract on your behalf, it 
seems to me it would be natural for them to send to you—because you 
have to know how much money you have left to spend—the total 
amount of what they had spent for you and the items for which they 
had spent it. 

Mr. Roseman. If I could explain this. We knew how much the 
total equipment bill was going to be. 

Mr. Meaper. You did know that? 

Mr. Roseman. The total bill. That part was included in this 
so-called PIOC. Whether we are the branch office of Washington 
or Washington is our branch office is a nice question in this. Wash- 
ington was authorized to procure equipment up to the maximum 
amount in that authorization, that PIOC. Then their »bligation 
under our system is to advise us periodically how much of that check- 
ing account they have used up. The only advice we got was as to 
how much money was left in the banking account, but not what it 
was spent for. 

Mr. Harpy. That is the way it is supposed to work, but I think we 
ought to try to find out if it really does work that way. I think 
maybe we ought to get to Mr. Baker. 

Mr. Baker, it has been indicated that your office had a responsibility 
for receiving these bills of lading early in the game. What did you 
do withthem? Did you send them to Dougherty ? 

Mr. Baxer. I didn’t receive any. 

Mr. Harpy. You didn’t receive any ? 

Mr. Baxer. No, sir. 
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Mr. Harpy. Then none of this equipment began to arrive prior to 
the time Mr. Haas took over this responsibility ¢ 

Mr. Baker. I still have that responsibility. 

Mr. Harpy. You mean you never did receive any bills of lading? 

Mr. Baxer. Not until the last couple months. 

Mr. Harpy. Were you supposed to receive them ? 

Mr. Baxer. That is right. 

Mr. Harpy. Who got them? 

Mr. Baker. I don’t know, Mr. Chairman. 

Mr. Harpy. Is that consistent with your testimony, Mr. Haas? 

Mr. Haas. I mentioned the existence of this file which indicated bills 
of lading were received here and turned over to—— 

Mr. Harpy. You left me under the impression Mr. Baker’s office re- 
ceived them. 

Mr. Haas. I didn’t mean to imply he received bills of lading on the 
A. L. Dougherty account. 

Mr. Harpy. We are not talking about anybody but Dougherty right 
now and your testimony a while ago certainly left me under the im- 
pression that you were imputing to Mr. Baker’s office receipt of those 
bills of lading and transmittal of them to Dougherty. Is that correct 
or not? 

Mr. Haas. It is not correct. 

Mr. Harpy. What is correct 

Mr. Haas. It is not correct that Mr. Baker’s office transmitted those 
bills of lading to Mr. Dougherty’s office. I didn’t say that. 

Mr. Harpy. Let’s stop and go over the record. Or, let’s skip that 
and ask Mr. Baker what happened. Mr. Baker, do I understand you 
received no bills of lading until the last month or two? 

Mr. Baxer. That is correct. 

Mr. Harpy. How did it happen you began receiving bills of lading; 
do you know ? 

Mr. Baker. No, sir. 

Mr. Harpy. Do you know where they went previously ? 

Mr. Baxer. I can only suspect, only guess. 

Mr. Harpy. You have no arvidad 

Mr. Baker. No, sir. 

Mr. Harpy. Are you familiar with the file that Mr. Haas men- 
tioned ? 

Mr. Baxer. I saw it this noon; yes. 

Mr. Harpy. Did that tell you where they went ? 

Mr, Baker. I would say yes, 

Mr. Harpy. From your knowledge of that file, where did they go? 

Mr. Baxer. A. L. Dougherty. 

Mr. Harpy. Directly ? 

Mr. Baxer. I oui say yes. 

Mr. Harpy. Who sent them to him? 

Mr. Baker. Back in October, and up until the middle of Novem- 
ber the man who works for me apparently sent them to the Public 
Works Department according to the covering note. 

Mr. Harpy. Mr. Salling, did you get them ? 

Mr. Satine. I got them for two months. My orders were to turn 
them over to Michael Baker, and he received them for about another 
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month, and then he didn’t receive them again and we understood 
everything was going to Dougherty. 

Mr. Harpy. Who gave you the order to send them to Baker? 

Mr. Saturna. Mr. Cohen. 

Mr. Harpy. How did you first happen to receive them ? 

Mr. Saturna. It seems everything in Public Works for Dougherty 
comes into Public Works. 

Mr. Harpy. Did it come through Mr. Baker’s office ¢ 

Mr. Satuine. I couldn’t say. I don’t think at that time Mr. Baker 
was here. 

Mr. Baxer. Yes, in October. I have records up to about the middle 
of November where the man in my office sent them to Public Works. 

Mr. Harpy. Mr. Baker, did you at any time raise any question 
about these bills of lading? 

Mr. Baxerr. Yes. 

Mr. Harpy. To whom did you raise the question ? 

Mr. Baxer. Mr. Cohen. 

Mr. Harpy. What kind of question did you raise ? 

Mr. Baxer. That I thought we should make a record of goods 
arriving. 

Mr. Harpy. What did he say ? 

Mr. Baxer. That we were getting no direction from Washington 
and for the time being we would make no record. 

Mr. Harpy. Can you fix that discussion in point of time? 

Mr. Baxer. I came here the latter part of October, and I would 
say sometime in November, as close as I can say, November 1956. 

Mr. Harpy. Did you subsequently raise any further question about 
the bills of lading or the receipt of equipment ? 

Mr. Baxer. No, sir. 

Mr. Harpy. Did you ever suggest to anyone that there should be 
an inventory of it made? 

Mr. Baker. Yes, I did. 

Mr. Harpy. To whom did you make that suggestion ? 

Mr. Baker. I can’t say who I talked to, but I did, because I had been 
5 years in the Philippines and we had to keep those records. 

Mr. Harpy. Did your office have any responsibility for keeping 
records on equipment ? 

Mr. Baxer. All project equipment. 

Mr. Harpy. Your office had that responsibility ? 

Mr. Baxerr. Yes. 

Mr. Harpy. Then with respect to the Dougherty contract your of- 
fice doesn’t have the records that it is supposed to have? 

Mr. Baxer. That is true. 

Mr. Harpy. Did you make any personal efforts to make a physical 
check of this equipment? 

Mr. Baxer. No, sir. 

Mr. Harpy. Did you send anyone from your office out to check 
the equipment or to make an inventory of it? 

Mr. Baxer. No, sir. 

Mr. Reppan. Did you see any of the equipment come in ? 

Mr. Baxer. Yes, I did. 

Mr. Reppan. Did you discuss with Colonel Cohen the advisability 
of checking the arrival of that equipment? 
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Mr. Baxer. We discussed it in November of 1956, yes. 

Mr. Reppan. Did Colonel Cohen say anything to you at that time 
about the documents necessary for checking equipment ? 

Mr. Baxer. No, not at that time. 

Mr. Reppan. Did he say anything about your responsibility for 
checking equipment ? 

Mr. Baker. Only that I should not get into that angle of it at that 
time on the A. L. Dougherty contract. 

Mr. Reppan. Did he say anyone else was going to check it ? 

Mr. Baker. The comment he made was that he expected to get a 
list of equipment being purchased by Dougherty from Washington 
at some later date and would then make a check against arrivals. 

Mr. Reppan. Did you ever receive that list of equipment ? 

Mr. Baxer. No, sir. 

Mr. Reppan. Did you ever request that list from Washington ? 

Mr. Baxer. No, not I. 

Mr. Reppan. Whose responsibility would it be to get that list of 
equipment ? 

Mr. Baker. I would look to Mr. Cohen to get it. 

Mr. Reppan. Mr. Salling, did you ever ask the Dougherty Co. for 
any records of their equipment ? 

Mr. Sauuirne. Yes, for the last 6 months. 

Mr. Reppan. Did they give you any records? 

Mr. Saturna. I have a record received about a month ago. 

Mr. Reppan. Did you ever receive any prior to that time? 

Mr. Saturna. No. 

Mr. Reppan. With whom did you have discussions concerning those 
records ? 

Mr. Satire. Mr. Leary. 

Mr. Reppan. He is employed by the A. L. Dougherty Co. ? 

Mr. Saturna. Yes. 

Mr. Reppan. Do you know in what capacity ? 

Mr. Saturna. He is general manager. 

Mr. Rea. Project manager. 

Mr. Reppan. Did he say anything to you about the records being 
kept by Dougherty ? 

Mr. Satiina. He said they had some records but they didn’t have 
the personnel to keep them up. 

Mr. Reppan. I am sorry, I didn’t hear you. 

Mr. Satine. He said they had the records but didn’t have the per- 
sonnel to assemble them to turn them over to us. 

Mr. Reppan. Did he say anything about the type of records which 
he was supposed to be keeping? 

Mr. Saturna. No. 

Mr. Reppan. Did he say he had any instructions from Washington 
about the type of records to keep? 

Mr. Satirne. No. The only thing he said to me was that as far 
as he knew ICA didn’t require all the records that we asked for. 
Mr. Harpy. Who said that, somebody in the Dougherty organiza- 
tion ¢ 

Mr. Saturna. Mr. Leary. 

Mr. Harpy. Who is Mr. Leary? 

Mr. Satine. Project manager. 
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Mr. Mraper. Might I ask a question at this point, Mr. Chairman? 

Mr. Harpy. Go ahead. 

Mr. Meaper. On the progress of this contract, which I understand 
is a cost-plus contract, is any breakdown made of the items for which 
charges are made such as so many hours’ use of bulldozers or other 
equipment ? 

Mr. Satine. Unless Mr. Haas has it. 

Mr. Haas. There are monthly payrolls. That would be one nature 
of dollar cost. 

Mr. Meaper. And you have to approve the bills that they submit 
that are itemized before they get paid? 

Mr. Haas. No, sir. The manual and nonmanual payrolls come to 
our office and we check that to see that the rates are correct and that 
the extensions of amounts are correct, but the others go to the Ministry 
of Public Works of the Cambodian Government. 

Mr. Meaper. What I was getting at was whether the records of the 
equipment would not give you some kind of a check on these periodical 
bills they submitted to you. It would seem to me if you were going 
to make some check against the work that they perfor med, the amount 
of equipment they had and its condition would have some beari ing on 
whether they had performed that work. 

Mr. Harpy. I think Mr. Salling could answer a question of this 
nature: Isn’t it a general practice, “Mr. Salling, in the use of the big 
equipment of this kind, to keep a record of the operation of each 
machine ? 

Mr. Saturna. Yes. 

Mr. Harpy. Do you know if that was done on this project ? 

Mr. Sattrne. No. I believe it is being done now. 

Mr. Harpy. Do you know when it was begun ? 

Mr. Sauuine. We got this information yesterday. 

Mr. Harpy. Do you know when it was begun ? 

Mr. Sarurna. I would say 2 months ago w vhen Mr. Reed, the general 
accountant for the outfit, came in. I believe he is keeping books on it 
now. 

Mr. Roseman. Excuse me. 

(Short discussion off the record in re information brought to the 
committee by the military attaché.) 

Mr. Knox. Mr. Meader, I believe under the line of questions that 
Mr. Reddan was pursuing relative to your responsibility in keeping 
the records as far as this equipment is concerned, you testified that 
ICA Washington did not send you a list of the equipment. Then he 
asked if you had requested a list, and you said no, that you had not. 
Why did you not ? 

Mr. Baxer. Because of my discussion with Mr. Cohen where he 
said to stay away from that, that they would eventually get the list; 

that they were trying to get started, had very few people in Wash- 
ington, and that the equipment was just being started. 

Mr. Knox. You said that in your assignment to the Philippines you 
did keep such a list ? 

Mr. Baxer. That is true. 

Mr. Kwox. Was that a precedent set by ICA Washington that you 
should keep such a list of equipment ? 

Mr. Baxer. Yes. 
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Mr. Knox. And still you didn’t feel you had any obligation on 
your part, moral or legal, to request from ICA W ashington a list of 
the equipment ? 

Mr. Baxer. Well, after all, I was on a lower level than Mr. Cohen, 
and that was his department. Subsequently I had my other duties 
to perform, which I am doing now, and that was a sideline. I did 
bring it up a couple of times, “When are we going to get a list : 
Then I did not pursue it further. 

Mr. Reppan. Mr. Baker, did I understand you to say you saw the 
equipment coming off the boat that you thought was used equipment ? 

Mr. BaKer. No, sir. 

Mr. Reppan. That was Mr. Salling. Do you know whether under 
the contract they had a right to purchase used equipment? 

Mr. Saturna. No. 

Mr. Reppan. Had you ever seen the contract ¢ 

Mr. Saturna. Dougherty’s contract ? 

Mr. Reppan. Yes. 

Mr. Satine. Yes. 

Mr. Reppan. Did you see his contract with ICA to purchase equip- 
ment for this project? 

Mr. Satine. I can’t say yes or no. 

Mr. Mraper. Are copies of the contract between Dougherty and 
ICA on file in this office ¢ 

Mr. Roseman. As far as I know there is no contract between 
Dougherty and ICA. 

Mr. Mraper. It is between the Cambodian Government and 
Dougherty # 

Mr. Roseman. Yes. We have copies of that. 

Mr. Mreaver. But ICA is paying for it? 

Mr. Roseman. Yes, ICA is paying for it. 

Mr. Mraper. You have copies of both the construction contract 
and the contract to procure equipment ? 

Mr. Roseman. I don’t know if we have a copy of the contract to 
procure equipment. I had to get the Dougherty contract signed here. 

Mr. Meaver. Do they or do they not have the procurement contract ? 

Mr. Mann. We have the contract of Dougherty and ICA, but there 
is no contract available between ICA and Dougherty for the procure- 
ment of equipment. 

Mr. Harpy. There is nothing spec ifically about the procurement of 
equipment in that contract you have? There is no specific provision 
with respect to the procurement of equipment and that only new 
equipment would be bought ? 

Mr. Mann. To the best of my knowledge, no. 

Mr. Harpy. But you have a copy of a ‘letter of intent between ICA 
and Dougherty authorizing him to procure the equipment. 

Mr. Haas. Yes. 

(Thereupon a copy of a document was produced. ) 

Mr. Kwox. That is what I have been inquiring about from the 
beginning and you said you didn’t have it. 

Mr. Harpy. This is the contract between the Government of Cam- 
bodia and Dougherty. 


Mr. Roseman. Do we havea copy of the letter of intent? 
Mr. Haas. Yes. 
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Mr. Harpy. Actually, Dougherty began the procurement of equip- 
ment on the letter of intent from ICA; isn’t that correct ? 

Mr. Haas. I think that is correct. 

Mr. Meaper. Do you have a copy of that letter ? 

Mr. Haas. I don’t know if I have it here. 

Mr. Meaper. Do you have it in this office ? 

Mr. Haas. Yes. 

Mr. Harpy. Here is the meat in the coconut. Did you have reason 
to believe that only new equipment was to be furnished? Let me ask 
Mr. Salling. 

Mr. Sautrnea. I believed new equipment was to be furnished. 

Mr. Harpy. Exclusively ? 

Mr. Satine. Exclusively. That is what I expected and what 
Mr. Cohen expected. 

Mr. Harpy. So when you saw used equipment coming in, did you 
make an inspection of it ? 

Mr. Saturna. Not a thorough inspection. I looked at it and re- 
ported to Mr. Cohen it didn’t look new to me, and he looked at it. 

Mr. Harpy. Were you and he together when he inspected it? 

Mr. Saturna. No. 

Mr. Harpy. Was any written report made of it by you or Mr. 
Cohen ? 

Mr. Satine. Not by me. I don’t know about Mr. Cohen. 

Mr. Harpy. You have no knowledge of any written report of its 
condition ? 

Mr. Saturna. No, sir. 

Mr. Harpy. Do you have any personal knowledge of whether any 
part of it was in operating condition ? 

Mr. Saturna. All I can tell you is when they took this equipment 
off it took about 3 days to grease it up, and in about 3 or 4 days it 
was working. 

Mr. Harpy. Was all of it put to work immediately ? 

Mr. Sauurne. As it landed, not immediately. Some had to be trans- 
ported to 76. When it got on the job most of it went to work. 

Mr. Harpy. Do you have knowledge that some of it was canni- 
balized to make it workable ? 

Mr. Satxrne. I only saw two pieces of equipment at Kompong 
Som that were torn up. They sat there 4 months and now those 
2 pieces are back at work. 

Mr. Roseman. Mr. Chairman, what you want to know, as I under- 
stand it, is whether we have in the letter of intent or any other docu- 
ment the list of material that was to be received here. 

Mr. Harpy. No; I personally would not expect you to have a list 
of what was coming; they don’t operate that way. But I would ex- 
pect you to know whether or not there was to be any used equipment 
sent here. 

Mr. Roseman. As far as I know, there was no information that 
there was to be any used equipment. 

Mr. Harpy. I would expect you to have a copy of the letter of in- 
tent, and the letter of intent should say whether only new equipment 
was to be sent here. 

Mr. Satine. We did not know until Mr. Graham came back that 
the equipment was inspected by him. 
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Mr. Harpy. Who is Mr. Graham ? 

Mr. Saturna. Vice president, I believe, of Michael Baker Co. 

Mr. Reppan. When was he supposed to have inspected that ma- 
terial ? 

Mr. Saturna. I can’t say what month. 

Mr. Harpy. Did you see his inspection report 

Mr. Roseman. I think we are going into another line. The con- 
versation to which Mr. Salling referred was a conversation where I 
was present in August of this year at which I learned for the first 
time that there was some used equipment involved and that Michael 
Baker had inspected this equipment before it was procured. 

Mr. Harpy. Mr. Salling, you saw that equipment when it came in? 


Mr. Sauturne. We saw some. We didn’t know how much there 
was. 


Mr. Roseman. Mr. Chairman, would you be interested in a report 


which I sent to Washington on August 6, 1957, as a result of my dis- 
cussions with Mr. Salling and Mr. Michael Baker? 
Mr. Harpy. Yes, we would like to have it. 


(The report above referred to is classified “For Official Use Only.” 
A paraphase of the report has been submitted by ICA and follows:) 


1. The report to ICA/W mentioned by Mr. Roseman is dated August 7, 1957, 
and discusses the financial administration of the A. L. Dougherty highway con- 
struction contract. The report indicates that physical progress under the con- 
tract is generally satisfactory, but expresses concern over certain aspects of the 
financial administration of the contract. In particular, the USOM calls atten- 
tion to the following: 

(a) The contractor had not yet furnished the Cambodian Government the 
required documentation in support of counterpart expenditures, and 

(b) The contractor had not yet made available to the Cambodian Government 
or the USOM the required reports on equipment arrivals under the contract. 

2. In view of the above deficiencies, the USOM also indicates the possibility 
the contractor might not be maintaining the accounting records and proof of 
expenditures necessary for eventual post-audit of the contractor’s operations. 

3. With respect to accounting for counterpart expenditures, the contractor is 
reported to have failed (as of that date) to comply fully with the Cambodian 
Government accounting requirements on fiscal year 1957 counterpart expendi- 
tures equivalent to $1.4 million. The principal problem seems to be lack of 
signatures or fingerprints on local labor payrolls, absences of invoices on miscel- 
laneous local procurement, and similar omissions. If these accounting require- 
ments are not satisfied by September 15, 1957, the USOM indicates the Cam- 
bodian Government may refuse to make further counterpart advances, which 
action would stop work on the project. 

4. Although the contractor’s accounts are adjudged to be satisfactory by 
United States standards for non-Government construction, the contractor ap- 
parently is not conforming with Cambodian Government requirements, which are 
patterned after French Government practices, and which are applicable to all 
Cambodian Government contracts. It is pointed out that although the Cam- 
bodian Government had promised the contractor to instruct him as to its ac- 
counts requirements as early as October 1956, it did not provide such information 
until recently. At the same time, the report says, the contractor’s accounting 
staff was not at full strength and had been plagued by illness; but even if a full 
complement had been on duty, the accounting staff would have been insufficient to 
meet the accounting requirements. 

5. The position of USOM-Cambodia is that: (a) inadequate accounting staff 
and delays in receiving instructions from the Cambodian Government do not 
alter the contractor’s obligation to adhere to Cambodian requirements in accord- 
ance with the contract; and (b) the contractor should be authorized to add five 
positions to his accounting staff in order to permit maintenance of adequate 
records on counterpart expenditures and equipment and commodity arrivals. 
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Mr. Kwox. The contract between the Government of Cambodia and 
Dougherty, ICA is a party to that contract, they are the third party 
involved, is that not so? 

Mr. Haas. Yes. 

Mr. Knox. Then why did you inform the committee you didn’t 
have a copy of that contract? 

Mr. Haas. You referred to the purchase of equipment contract. 
I didn’t know what contract that was. I knew we had a copy of what 
we referred to as the A. L. Dougherty contract. It was not my purpose 
to disguise the fact we did not have a copy of that contract. I have 
a copy of that contract but you spoke of the purchase of equipment 
contract. 

Mr. Meaper. You said you had a copy of the letter of intent? 

Mr. Haas. The July 6 letter of intent, yes. 

Mr. Knox. Can you inform the committee of the amount of ex- 
penditures by ICA for repairs to this equipment after the expiration 
of the 60-day period ? 

Mr. Haas. No. 

Mr. Knox. Who paid the bills? 

Mr. Haas. ICA. 

Mr. Knox. Why ec am you advise the committee of the amount? 

Mr. Haas. We didn’t keep our records to that fine point. We don’t 
have the staff. 

Mr. Knox. To how fine a point do you keep your records? 

Mr. Haas. We don’t break it down into an object class of that 
nature. 

Mr. Knox. This is a contract of $20 million, and it seems if ICA 
was going to pay for repairs and replacement of equipment you would 
have records on it. 

Mr. Haas. Sir, we just don’t have the staff to do it. 

Mr. Roseman. Would you like to ask if this question of repairs had 
any significance in the Dougherty contract ? 

Mr. Knox. No, I am not interested in your putting words in my 
mouth. 

Mr. Roseman. I am sorry. I didn’t mean to put words in your 
mouth. 

Mr. Kwox. It is apparent there were no repairs ordered for this 
equipment until after the 60-day period. I was there yesterday and 
Mr. Dougherty pointed out their inventory of repairs, which is quite 
a sizable bill. When were those repairs made? He also had a stock 
of cars that looked like a new shipment. And you don’t have any 
accounting of the expenditures by ICA for all those repairs and re- 
placements on this particular job that runs over $20 million? 

Mr. Haas. No, sir. 

Mr. Knox. Do you think the mission here can justify that type of 
accounting ? 

Mr. Haas. No, sir. I agree with you, but I must mention again 
A. L. Dougherty has 15 American accountants and they are just be- 
ginning to get the accounts in shape. I have two accountants for 170 
projects. 

Mr. Kwox. These shipments came in in the form of imports? 

Mr. Haas. Yes. 


Mr. Knox. Were you apprised of the fact these shipments were 
coming in? 
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Mr. Haas. Yes. We cannot check every shipment, sir. 

Mr. Knox. How in the world are you ever going to keep track of 
the expenditures of this mission ? 

Mr. Haas. We just don’t have the staff to do it, sir. 

Mr. Knox. Well, is your bookkeeping system so cumbersome that 
you are unable to do it? 

Mr. Haas. No, sir. 

Mr. Knox. How many people do you have on your staff? 

Mr. Haas. I have seven Americans. I have perhaps 26 local ac- 
countants, sir. 

Mr. Knox. 26 local accountants ? 

Mr. Haas. Right. 

Mr. Knox. How many should you have in order to have detailed 
accounting of the expenditure of your funds ? 

Mr. Haas. For the Dougherty contract, A. L. Dougherty has 15 
American accountants and several locals to keep track of it. 

Mr. Kwox. I know nothing about A. L. Dougherty’s records, but 
I hope to learn something about the records of ICA. I think this will 
make very interesting reading, to find out there is no accounting of 
the funds that are being spent by ICA as far as this contract is con- 
cerned when it is a cost-plus contract. 

Mr. Haas. There is accounting under agency-prescribed account- 
ing requirements. We are advised by Washington of the expenses 
incurred on our behalf. 

Mr. Reppan. Mr. Roseman, in this report which you have just 
handed the committee dated 8-6-—57, it states on page 3 as follows: 

Contractor apparently maintains satisfactory accounts and the type of evi- 
dence of payment which would be accepted on nongovernmental construction jobs 
in United States. However he has not made required reports to RKG and 
USOM concerning equipment arrivals under contract. 

Can you tell me the source of your information ? 

Mr. Roseman. Three sources. From my own Controller; from Mr. 
Graham of Michael Baker, and then when Mr. McElroy went to look 
at those records he said they were the kind a contractor would ordi- 
narily maintain. 

Mr. Harpy. Who is Mr. Graham ? 

Mr. Reppan. Do you know what kind of records A. L. Dougherty 
was keeping at the date of this report? 

Mr. Haas. No. I was not here. 

Mr. Reppan. When did you tell Mr. Roseman what type of records 
were being kept? He gave you as one of the sources of his infor- 
mation. 

Mr. Roseman. I said the Acting Controller. 

Mr. Reppan. Who was that? 

Mr. Roseman. Mr. Beaudry. 

Mr. Reppan. What did Mr. Beaudry tell you about those records? 

Mr. Roseman. I don’t know whether I got the response from Mr. 
Beaudry or Mr. McElroy, but my recollection is I asked if those were 
the kind of records he would expect a contractor to keep on state- 
side. He said they were beginning to build up their ledger accounts, 
but were handicapped by lack of staff. 

I asked Mr. Leary to come in the next day, and there was a question 
of whether they were authorized to get this accounting staff, and I 
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urged Washington to get whatever staff was necessary to maintain 
those records. 

Mr. Meraper. Mr. Roseman, you gave me a copy of a Highway 
Reconnaissance Report by Brown & Blauvelt, Consulting Engineers. 

Mr. Roseman. Yes, sir. 

Mr. Meaper. It does not appear to be dated, except they were au- 
thorized to make this inquiry April 7, 1955, by the Government of 
Cambodia and presumably it was made subsequently. Do you know 
when it was made? 

Mr. Saturna. It was made at the end of that month. 

Mr. Meaper. In other words, their survey took about 3 weeks ? 

Mr. Satine. Three or four weeks. 

Mr. Mraper. I notice a map in the front of this report which, if 
my figures are correct—and I wish you would look at it—indicates 
that aside from the common portions of Routes 3 and 4 there is a 
difference in length of approximately 25 kilometers. 

Mr. Roseman. You mean between Routes 3 and 4? 

Mr. Mraper. Routes 3 and 4 divide right out of Phnom Penh. 

Mr. Roseman. I think the distance is 200 kilometers from Veal 
tenh to Phnom Penh by Route 3 and 175 from Veal Renh to Phnom 
Penh by Route 4. 

Mr. Meaper. So the difference in distance to go from Phnom Penh 
to the proposed port is 25 kilometers farther on Route 3 than it would 
be on the new Route 4? 

Mr. Roseman. That is correct. 

Mr. Meaper. That is not a very substantial difference. Then in 
view of the probable light traffic on Route 4, what is the justification 
for constructing a new highway at a cost of over $20 million ? 

Mr. Roseman. You put me under oath and ask me to give an 
opinion. 

Mr. Harpy. We realize this would be a matter of opinion. 

Mr. Roseman. The principal justification was a political justi- 
fication. As far as the economic justification, in my opinion, it is 
primarily to open this part of the country to possible economic de- 
velopment. It is a question of whether the lumber and timber 
resources through which this road will pass after it is completed would 
justify the development of a very substantial trade in lumber and 
timber production. 

Insofar as the traffic is concerned, the traffic that will start the day 
this road is opened is very limited. But we believe there will be 
exports from the new port, and we believe new imports will come in. 
It will save the cost of transshipment at Singapore and Hong Kong 
and save the cost of the port authority at Saigon. 

I would not justify this project basically as an economic proposal. 
If you asked me if I would spend $25 million of the taxpayers’ money 
solely on this economic ground, I would say no. 

Mr. Meaper. Route 4 will be a better road than Route 3, although 
this report indicate Route 3 is fair for the type it is. 

Mr. Roseman. I have been over Route 3. I think that report was 
—— one of the major factors that entered into ICA’s decision. 

was not here at the time. You may want to put that in the record. 

Mr. Harpy. Does that report give the difference in cost? 

Mr. Roseman. It says the cost would be the same for 3 or 4. 
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Mr. Mreaper. Under the same specifications? 

Mr. Roseman. Yes. Route 3, I have been over it. We have bridges 
on it. 

Mr. Meaper. How much have we spent on bridges on Route 3? 

Mr. Roseman. I can get that information for you. 

Mr. Harpy. Do we have a copy of that report? 

Mr. Roseman. This is the basic reconnaissance report made in April 
1955. It was presumably the thing that decided ICA. ICA Wash- 
ington has this report. 

Mr. Harpy. If it is a part of the records in Washington, without 
objection it will be made a part of this record in the appendix. 

Mr. Roseman. It is entitled “Highway Reconnaissance Report, Pro- 
posed Port to Phnom Penh, for the Government of Cambodia,” by 
Brown & Blauvelt, consulting engineers. It is not dated, but it was 
April 1955. 

Mr. Harpy. At least we will incorporate it by reference and include 
such excerpts as may be pertinent. 

Mr. Brooks. What was the cost of the bridges? 

Mr. Roseman. I will have to get that. Those are all bridges of 
a single-lane highway type. The trouble with Route 3 was you 
couldn’t get two trucks through at one time. 

Mr. Reuss. You say, Mr. Roseman, that the April 1955 Brown & 
Blauvelt document is, as far as you know, the basic staff paper on 
which the decision to proceed with the highway was based ? 

Mr. Roseman. This was a report of an engineering firm sent out 
to do the reconnaissance on the highway. I am sure—although I 
cannot say from personal knowledge—that this is one of the factors 
that ICA must have taken into consideration to construct route 4 
instead of route 3. . 

Mr. Meaper. You are just inferring that, are your not, Mr. Rose- 
man. 

Mr. Roseman. Mr. Mann has just shown me a document. I have 
no personal knowledge that was the basis of this decision. 

Mr. Reuss. You are the Mission chief, and I am sure you familiar- 
ized yourself with the background, and as far as you know this was 
one of the telling documents? You have testified that in your opin- 
ion there was not an adequate economic justification for constructing 
the road ? 

Mr. Roseman. As of the time the decision was made to construct it. 

Mr. Reuss. As far as you know, was an overall survey of the timber 
resources adjacent to this road made? 

Mr. Roseman. There was one made. I do know there have been 
several surveys made in the intervening period of time. 

Mr. Reuss. But that was after the decision to build the road ? 

Mr. Roseman. I don’t know what information was in the hands of 
the people who made the decision beforehand. 

Mr. Reuss. Earlier today there was testimony by General Hart- 
shorn that he had no personal knowledge or opinion about any mili- 
tary justification. 

Mr. Roseman. I have given the chairman a note saying that the 


military attaché is waiting in the outside office to testify on that 
point. 
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Mr. Reuss. We will spell that out with him, then, but we have had 
no justification yet from the military standpoint, and you have said 
you are not aware of any economic justification. 

Mr. Roseman. The economic justification is in the future, the ex- 
pectation that this road will open up the country to valuable eco- 
nomic development. That will not exist until after the road is 
constructed. 

Mr. Reuss. Am I right in my assumption that political factors, 
diplomatic factors, played a large part in the decision to construct 
the road ? 

Mr. Roseman. I was not here at the time, but my understanding 
was and is today that the urgency of the project and the decision to 
construct the project was to a large extent based on political con- 
siderations. 

Mr. Reuss. And would this be a fair statement of what those po- 
litical considerations were so far as you understand them, that the 
Cambodian Government and the Cambodian people so far as they 
know anything about it, were afraid of dependence upon the Port of 
Bangkok, which is in Thailand, and the Port of Saigon, which is in 
Vietnam, for fear they might be cut off from those links to the outside 
world? 

Mr. Roseman. First of all, the person who can testify best to that 
is the Ambassador at that time, Ambassador McClintock, who is in 
Washington at the present time. 

Mr. Reuss. What I want is your judgment as an informed citizen. 

Mr. Roseman. I would say that was the concern, the fact they 
were having difficulty with Vietnam and there had been a period 
when the Vietnamese had cut them off at Saigon. This was only 
one of the factors. The second factor was, irrespective of the exist- 
ence of two foreign ports, the Cambodians felt any country that had 
a sea coast ought to have a port, their own lifeline to the outside 
world. 

Mr. Reuss. Two final questions. In view of the enormous cost 
of this road project, was every possible diplomatic and political step 
taken, if you know, to try and get the Government of Thailand and 
the Government of South Vietnam, respectively, both of which were 
deeply involved to us and to a degree indebted to us, to make satis- 
factory arrangements so that the Ports of Bangkok and Saigon, re- 
spectively, might be made available to the people of Cambodia by 
an international agreement or some other arrangement ? 

Mr. Roseman. I know Ambassador MeClintock told me he had 
negotiated with the Vietnamese to remove this blockade which they 
had put on. I am sure similar representations were made by Am- 
bassador McClintock to the Thai Government. But this agreement 
between Cambodia and Vietnam, on one hand, and Cambodia and 
Thailand on the other hand, is of long standing. Off the record. 

(Discussion off the record.) 

Mr. Roseman, So whether diplomatic representations can remove 
an immediate specific situation, that is certainly possible; but I don’t 
think diplomatic representations will remove the basic tensions that 
have existed for a thousand years. 

Mr. Reuss. Will we not intensify those tensions by trying to make 
this little country self-sufficient ? 
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Mr. Roseman. When this port is opened I would expect that the 
releasing of those tensions might cause them to be more reasonable 
on both sides. At the present time the Cambodians feel their eco- 
nomic stability is in the hands of people who do not agree with them. 
Once they are more independent I feel that will help in removing 
some of the tensions. 

If you want the political background, I would suggest you ask 
somebody else. 

Mr. Harpy. If there are no further questions on this particular 
phase, I suggest we get the military attaché in here for a few minutes. 

( Thereupon, General Hartshorn and Col. W. A. Lucas entered the 
hearing room.) 

Mr. Harpy. Will you state your full name, Colonel ? 

Colonel Lucas. Col. W. A. Lucas, military attaché. 

Mr. Harpy. I suppose the general has told you the question we 
posed. If you could give us a general background of the military 
significance of this road as rev ealed to you by your files. 

‘Colonel Lucas. (Response and discussion off the record.) 

Mr. Harpy. Would you say it was considered to have high military 
significance, based on your knowledge of the road, or was the military 
significance "relatively ‘small and the: military was just supporting the 
politic al side of the importance of the road ? 

Jolonel Lucas. Based on what I know of it, I am somewhat of the 
opinion, or am of the opinion, that the military was consulted on this 
and indicated a definite military justification for the road. 

Mr. Harpy. Any further questions ? 

Mr. Reuss. What is the military justification other than that the 
more roads the better military communication ? 

Colonel Lucas. You mean now or at the time the road was being 
built ? 

Mr. Reuss. Either one. 

Colonel Lucas. There was a lot more interest on the part of the peo- 
ple at the time it was being built, because most of the people were 
familiar with the situation in Vietnam and felt the time might well 
come when there would be no port access to Cambodia. This did 
actually materialize in effect when the customs began on the Mekong. 

Mr. Reuss. You mean the fear that South Vietnam would fall in 
Communist hands? 

Colonel Lucas. That is right. 

Mr. Reuss. And what our friend President Diem might have done 
in regard to customs was a different thing? 

Colonel Lucas. That is right. 

Mr. Reuss. The fear that South Vietnam might fall in Communist 
hands was well dispelled, was it not, by the middle of 1956? That 
was the time the Communists felt so insecure they didn’t press their 
demands for a national unification. 

Colonel Lucas. By the middle of 1956 the decision had been made. 
I don’t think the contract was signed until sometime later. 

Mr. Reuss. Would somebody refresh me on those dates? 

Mr. Reppan. The letter of commitment was July 1956. 

Mr. Reuss. And that is step No.1. Your dirt flies. The letter of 
commitment was not signed until July 1956, by which time it seems 
to me the chances of Saigon falling into Communist hands had very 
largely subsided. 
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Mr. Harpy. I think we ought to be sure we are talking about the 
same thing. The July date that we refer to here is a contractual date 
between ICA, on behalf of the United States Government, and the 
Government of Cambodia. There is a question as to when an agree- 
ment was reached between the two governments, but I think that 
would be the key date of what you are talking about rather than the 
date of the contract. 

Mr. Reuss. Was there ever a full agreement reached between the 
Government of Cambodia and the United States on whether that 
agreement was not represented by the letter of July 1956 ? 

Mr. Roseman. Mr. Rea has given me the chronology. A PPA, 
project proposal, which is the first formal step representing the 
agreement, was signed March 3, 1955. That was the first record of an 
agreement. An agreement undoubtedly was reached in principle be- 
fore that, and I would say certainly by January 1, 1955, the United 
States was committed and had agreed to construct this road. I cannot 
verify that, but if the PPA was signed by both governments by March 
3, 1955, there must have been an agreement 2 months prior to that. 

Mr. Reuss. Am I right in thinking that the main military reason 
for United States financial participation in the construction of the 
road was the fear that Saigon might fall in Communist hands? 

Colonel Lucas. That is my understanding. 

Mr. Brownson. Would you say the military importance of the road 
is entirely logistical rather than tactical ? 

Colonel Lucas. No, sir, I would not. 

Mr. Brownson. You would say it has both logistical and tactical 
eo ? 

olonel Lucas. That is right. 

General Hartsuorn. I brought Colonel Lucas here because I 
thought you wanted to know the background. 

This is a letter from an officer here containing the personal state- 
ment of this officer that Admiral Radford expressed interest in this 
project. 

Mr. Harpy. What is the classification on that ? 

General Harrsnorn. There is no classification on that. 

(The letter above referred to is as follows :) 


MarkcH 21, 1955. 
From: Lt. Col. Sharp, Phnom Penh Det. 
Subject : Release of MSP Materials. 
To: CHMAAG, Saigon. 


1. A first priority project of USOM Cambodia is pushing to completion a deep- 
Sea port at Kompong Som Bay and a connecting road from that port into the 
city of Phnom Penh. Current agreement with the French Government is for 
the French IC economic mission to sponsor building said port; USA/USOM 
Cambodia will sponsor building required connecting road. 

2. Department of Defense is equally interested in earliest completion because 
of strategic importance of the project; strategically important in that Cambodia 
is now so dependent on friendly relations with Vietnam for port service. It 
was personally noted that Admiral Radford indicated considerable interest on 
his latest visit here 2 months ago. 


General Harrsnorn. Then military specifications were found by 
the Chief of Transportation. 

Mr. Harpy. I am glad you brought that up. The military speci- 
fications have been taken into account in the engineering for this road ? 

General Harrsnorn. Yes. 

Mr. Knox. What is the military requirement on axle load? 
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Colonel Lucas. I don’t know of any. 

Mr. Knox. I understand it is being constructed for 20,000 pounds 
axle load. 

Mr. Sauuine. 20,000 pounds axle load. 

Mr. Knox. That is the information I got from Dougherty yes- 
terday. 

ie Hiner. The sequel to that is, will that carry military vehicles? 

Colonel Lucas. I couldn’t say, sir, for sure. 

Mr. Harpy. Is that classified ? 

Colonel Lucas. No, sir. 

Mr. Harpy. I certainly appreciate your coming and thank you 
again, General. ; 

General Hartsnorn. I am still searching my files. 

Mr. Harpy. I think that takes care of what we need very well. 

Mr. Roseman. Mr. Chairman, in answer to Mr. Reuss’ question I 
have a cable from Washington. This Mission was authorized at that 
point to commit itself to the Cambodian Government. That is 
January 1955. 

(At this point the following witnesses entered the hearing room: 
William Reed, Ralph Carr, Patrick Ritch, and C. J. Gibson.) 

Mr. Harpy. Will you each identify yourself for the record? 

Mr. Reep. William Reed, Master Mechanic, A. L. Dougherty 
Company. 

Mr. Carr. Ralph Carr, Chief Storekeeper, A. L. Dougherty. 

Mr. Rircu. Patrick Ritch, Mechanical Supervisor, Michael Baker, 
Jr. 

Mr. Greson. C. J. Gibson, Administrative Manager, A. L. 
Dougherty. 

Mr. Harpy. Gentlemen, I am sorry we have been so long getting to 
you all, but we will try to proceed as quickly as we can. 

We are going to be dealing with questions of fact, and in keeping 
with our practice I will ask you all to be sworn. Will you stand and 
be sworn, please. 

(Thereupon, the oath was administered by the Chairman to Wil- 
liam Reed, Ralph Carr, Patrick Ritch, and C. J. Gibson.) 


TESTIMONY OF WILLIAM REED, MASTEK MECHANIC, A. L. 
DOUGHERTY C0.; RALPH CARR, CHIEF STOREKEEPER, A. L. 
DOUGHERTY CO0.; PATRICK RITCH, MECHANICAL SUPERVISOR, 
MICHAEL BAKER, JR.; AND C. J. GIBSON, ADMINISTRATIVE 
MANAGER, A. L. DOUGHERTY CO. 


Mr. Reppan. Mr. Carr, you are the chief storekeeper of A. L. 
Dougherty Co. ? 

Mr. Carr. Yes, sir. 

Mr. Reopan. How long have you been in that position ? 

Mr. Carr. Since the 27th of February 1957. 

Mr. Reppan. And where were you prior to that time? 

Mr. Carr. Reykjavik. 

Mr. Reppan. By whom were you employed there ? 

Mr. Carr. Hedrick Grove. 

Mr. Reppan. As chief storekeeper of A. L. Dougherty what are 
your duties? 
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Mr. Carr. I am in charge of warehousing and accounting for things 
received and maintaining an inventory. 

Mr. Reppan. Does that include equipment ? 

Mr. Carr. It includes keeping records on all equipment, keeping 
cards on equipment, and maintaining a physical inventory. 

Mr. Reppan. When you arrived in February, what sort of records 
were being kept by the company ? 

Mr. Carr. I heard there were no records due to a shortage of per- 
sonnel. 

Mr. Reppan. What sort of records were being kept ? 

Mr. Harpy. Were there any at all? 

Mr. Carr. They started a record control on food and they had tried 
to keep a record on a small scale of equipment. 

Mr. Reppan. Was there a record of each piece of heavy road 
equipment ? 

Mr. Carr. No, sir. 

Mr. Reppan. Would that come under your office ¢ 

Mr. Carr. To my knowledge there was none. 

Mr. Reppan. Do you now “keep a record of that in your office? 

Mr. Carr. Yes, we do. 

Mr. Reppan. And does that include repairs and maintenance ? 

Mr. Carr. No, sir, repairs and maintenance do not come under my 
section. 

Mr. Reppan. Who handles that? 

Mr. Carr. I don’t know which section handles that. I don’t know 
if is called the equipment or construction section. 

Mr. Reppan. Who was your predecessor on that job? 

Mr. Carr. There was none. When I came I was the first one to 
come here. 

Mr. Reppan. Do you keep a record of spare parts ? 

Mr. Carr. Yes, sir. 

Mr. Reppan. Do your records show to what equipment the parts 
‘e charged ? 

Mr. Carr. Yes; it does now. 

Mr. Reppan. How long has that record been kept ? 

Mr. Carr. Approxim: itely : 3 months. 

Mr. Reppan. Was there any particular reason for starting it 3 
months ago? 

Mr. Carr. Yes. I believe it was requested by the equipment section. 

Mr. Reppan. Who in the equipment section requested that ? 

Mr. Carr. I don’t know offhand. I don’t know how it came about, 
but someone out of the garage or somebody asked us to do it. I don’t 
know which one it was. 

Mr. Reppan. Do you have a record of each piece of equipment on 
the job? 

Mr. Carr. We do now. 

Mr. Reppan. Where did you get the information ? 

Mr. Carr. We got records from our packing list, and since then 
we have taken a phy sical inventory. 

Mr. Reppan. You have a physical inventory of each piece of equip- 
ment ¢ 

Mr. Carr. Of over 500. Weare about 98 percent complete. 

Mr. Reppan. When was that physical inventory taken ? 
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Mr. Carr. We started the 23d of October and are still doing a few 
pieces. 

Mr. Reppan. The 23d of October this year ? 

Mr. Carr. Yes, sir. 

Mr. Harpy. Do you know how many pieces are missing ? 

Mr. Carr. I don’t think any are missing right now. We have it 
just about tied down. There are a couple small pieces we are trying 
to tie down. 

Mr. Harpy. Is there any way of checking that against the material 
received ? 

Mr. Carr. Yes; against our purchase order. 

Mr. Harpy. Has that check been made? 

Mr. Carr. Yes, sir. 

Mr. Harpy. Did you have an accurate and up-to-date record of 
your purchase orders? 

Mr. Carr. Yes, sir. First we got all our packing lists and bills of 
lading. We went through all the records, and I feel sure our equip- 
ment records and cards are up to date. 

Mr. Reppan. Did those records carry the serial numbers of the 
motors ¢ 

Mr. Carr. Yes, sir. 

Mr. Reppan. And in your physical check did you check the serial 
numbers of the motors? 

Mr. Carr. Yes; we checked all serial numbers, the size of tires, and 
so forth. 

Mr. Reppan. Did they all check out? 

Mr..Carr. No, sir. Some serial numbers on the packing list and 
on the equipment itself, one number would be different. There were 
not too many cases but some where the numbers were changed and 
we changed them on our records. 

Mr. Reppan. Can you tell the committee how you happened to go 
on this job? 

Mr. base This Dougherty job? 

Mr. Reppan. Yes. 

Mr. Carr. I was working in Iceland and had worked with Mr. 
Monohan. Mr. Monohan came to Cambodia and he wired me last 
October and asked me to come to this job, and I came in February. 

Mr. Reppan. This was a request from Dougherty to you? 

Mr. Carr. Yes. 

Mr. Harpy. On this question of parts, you do keep an accurate 
parts record now ? 

Mr. Carr. Yes, sir. 

Mr. Harpy. And you have been doing that how long? 

Mr. Carr. I came to the camp around May or June. The ware- 
house was not completed. I started setting up the records. We are 
never up to date but stay current within a week or ten days. Now 
we are up to date. 

Mr. Harpy. Are the parts charged to a particular piece of equip- 
ment ? 

Mr. Carr. Yes, sir. 

Mr. Harpy. So that you can check back what parts have been issued 
to any — of equipment since the records have been kept ? 

Mr. Carr. Yes, sir. 
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Mr. Harpy. Is there any way to tell what parts were issued in con- 
nection with the maintenance and repair of equipment prior to the 
date this system was put into effect / 

Mr. Carr. It may be possible, but I don’t think so. It would be 
hard to do it now. Maybe we could do it in some way with the help 
of the mechanics, but I myself could not do it. 

Mr. Harpy. It would bea matter of memory ¢ 

Mr. Carr. Yes. I could not do it. 

Mr. Reppan. Mr. Reed, you are the Master Mechanic of A. L. 
Dougherty ? 

Mr. Reep. Yes. 

Mr. Reppan. How long have you been on this job / 

Mr. Rrep. Since September 8, 1957. 

Myr, Reppan. Where were you prior to that time? 

Mr. Rep. In the Azores. 

Mr. Reppan. Working on a job with the Dougherty Co. ? 

Mr. Reep. Yes. 

Mr. Reppan. What job was that? 

Mr. Reep. An Army engineer job. 

Mr. Reppan. What type of work was it / 

Mr. Reep. An apron. 

Mr. Reppan. For an airport ? 

Mr. Reep. Yes. 

Mr. Reppan. What are your duties as a master mechanic 4 

Mr. Reep. I am in charge of all repair and maintenance. 

Mr. Reppan. And you have a record of all equipment on the job? 

Mr. Reep. What kind of a record ? 

Mr. Reppan. Do you have a list of all equipment on the job? 

Mr. Reep. Yes, a complete list of everything. 

Mr. Reppan. What sort of a record of that nature existed when 
you came on the job in September of this year? 

Mr. Reep. They had an equipment list before I came. 

Mr. Reppan. What information did that list give? 

Mr. Reep. The code number of the equipment, the type of equip- 
ment. 

Mr. Reppan. Did it show the condition of the equipment? 

Mr. Reep. It did not show the condition. 

Mr. Reppan. Did it show the maintenance or repairs? 

Mr. Reep. This list was just an equipment list. 

Mr. Reppan. Was there any record of maintenance cost or repairs? 

Mr. Reep. Parts charged out. 

Mr. Reppan. Were they charged to specific pieces of equipment ? 

Mr. Reep. Some parts were charged at the beginning of the job. 

Mr. Harpy. And you have rec ords of those ? 

Mr. Reep. I don’t have them, but they are available. 

Mr. Reppan. Who has those records ? 

Mr. Reep. They are being gathered now. 

Mr. Harpy. Tell us iust what the situ: ition is 

Mr. Reep. At the beginning of the job it is like any job, when you 
start there is a lot of confusion. The main thing is to get the equip- 
ment going, so they used parts before they were inventoried: they 
were chec ked in and the parts were opened un an] used, and the 
mechanic foreman is supposed to have a record of evervthine thot 
kes heen used and he is trying to get that reeord now. Whether he 
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has complete records, I couldn’t say, but I know he has records of 
spare parts and spare parts only, not labor but just spare parts. 

Mr. Harpy. You could get a pretty good indication of the labor 

required by the spare parts used. 

Mr. Reep. That is right, sir. 

Mr. Harpy. As a matter of fact, some of those jobs are so standard- 
ized that you figure them at a specific number of hours anyhow. 

Mr. Reep. Yes. If you overhaul an engine you know how long it 
takes. I keep a ledger for my own per sonal information and can tell 
how much work has been done from my own records, 

Mr. Harpy. But that doesn’t go back very far, does it 

Mr. Reep. From the time I got here. 

Mr. Harpy. What date was that ? 

Mr. Reep. September 8, 1957. 

Mr. Harpy. Of this year? 

Mr. Rerep. Yes. 

Mr. Reppan. Mr. Reed, I thought we asked you yesterday whether 
or not there was any record to show what repairs or what parts had 
been put on any piece of equipment, and my recollectcion is you said 
there was no such record. Am I wrong. 

Mr. Rerep. I might have misunderstood your question. There are 
records of parts that have been used. They are records of the men 
that issued them. As to service records, there are no service records 
that | know of as to time. 

Mr. Reppan. Would there be a record of all the tracks? 

Mr. Reep. There is a possibility. I don’t say for sure. They are 
checking that now. I wouldn’t say there are complete records. 

Mr. Reppan. Would there be a record of clutches put in or replace- 
ment of motors? 

Mr. Reep. I haven't seen those records. I couldn’t answer that. 

Mr. Reppax. Who would have those? 

Mr. Reep. I am trying to compile that now. The mechanic foreman 
that was in charge is supposed to have kept all those records. 

Mr. Reppay. What is his name? 

Mr. Rerp. Bill Austin, William Austin. 

Mr. Reppan. He was the one who was not there yesterday, isn’t 
that right ? 

Mr. Reep. Yes. 

Mr. Reppan. Will he be available tomorrow ? 

Mr. Reep. Yes. 

Mr. Reppan. Out at km. 76? 

Mr. Reep. Yes. 

Mr. Harpy. You have been on the job since September? 

Mr. Reep. Yes. 

Mr. Harpy. Did you see this list? I hand you a list of equipment. 
Did you see that list on yesterday ? 

Mr. Reep. I believe Mr. Woods had that list yesterday. 

Mr. Harpy. Did you check that list against your records to see if 
there had been any parts of any significance used with respect to any 
piece of equipment on that list ? 

Mr. Reep. Could I? 

Mr. Harpy. Did you? 

Mr. Reep. No. 











978 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Harpy. You didn’t check your records to see if you had used 
any parts on that equipment? 

Mr. Reep. I showed him my ledger, one page, to give him an idea 
of the records we keep. 

Mr. Harpy. How much of a job would it be to check that list? 

Mr. Reep. To see what parts have been charged to them since the 
noenrene of the job? 

r. Harpy. I am talking about your records now. 

Mr. Resp. I can do it very quickly since the time I started. I 
ae have misunderstood the question. I thought you wanted me to 
go back to the beginning of the job. 

Mr. Harpy. I wish you could. 

Mr. Reppan. Have you already testified as to how you happened 
to come over on this job? You were working in the Azores, as I un- 
derstand ? 

Mr. Reep. Yes. 

Mr. Reppan. Were you transferred here or did you ask to come? 

Mr. Reep. That is a good question. I was supposed to have been 
on this job many, many months ago and could not get away. I would 
say I was told to come or asked to come. 

Mr. Reppan. Did you have any specific instructions when you got 
here on the job? 

Mr. Reep. No, I had them before I came. 

Mr. Reppan. What were they ? 

Mr. Reep. To get here and get the equipment working. 

Mr. Reppan. How much of the equipment was deadlined when you 
got here? 

Mr. Reep. There was one tractor at K-Som that had been stripped 
for parts. There was one scraper that parts had been taken off of. 
And there was one Euclid bottom dump that parts had been used 
from and one Euclid bottom dump that had been wrecked. This is 
all from memory. I haven’t written it down. And there were two 
scrapers, two Euclid scrapers, at km. 76 that were broken down. That 
is all I can remember. 

Mr. Reppan. Do you know whether or not that was all used equip- 
ment as opposed to new equipment ? 

Mr. Reep. Yes, sir. It was used equipment. Those were the first 
pieces I concentrated on. 

Mr. Harpy. Any questions? 

Mr. Brownson. Where did you say you were before with Dough- 
erty # 

Mr. Reep. In the Azores. 

Mr. Brownson. What would you say about the equipment that was 
on hand when you came here compared to the equipment you were 
using in the Azores? Generally speaking, is the equipment here in 
as good condition. 

Mr. Resp. The Euclid bottom dumps, I had the mates to those, the 
same serial number. And the tractors were the same tractors we had 
over there, 95 or 96 percent efficiency. We had much more new equip- 
ment here than there. In fact, I was well pleased when I saw the 
equipment here. But this new equipment has given us as much 
trouble asthe old. That is a broad statement, but it is true. 

Mr. Reppan. Of course none of the new equipment was deadlined 
when you got here? 
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Mr. Reep. That is right, but since I have gotten here it is about 
fifty-fifty. 

Mr. Brownson. Do you know what the Dougherty company did 
with the equipment they had in the Azores? Did they sell it or 
retain it? 

Mr. Reep. They sold it. 

Mr. Brownson. They sold it.? 

Mr. Reep. Every piece of it. 

Mr. Brownson. If it was of the same series of serial numbers they 
could use the price they got for it as a guideline. 

Mr. Reep. There was an item of about $250,000 shipping charge 
that we figured. The machinery we sold in the Azores we had to 
ship to the United States at our expense. 

Mr. Brownson. It would be possible to get the bills of lading 
and subtract that cost and get the net amount you got for the equip- 
ment. 

Mr. Reuss. Did any of the used equipment that was used here 
constitute the same equipment you had earlier used in the Azores? 

Mr. Reep. They were identical, mates. 

Mr. Reuss. Mates but not the same equipment? 

Mr. Reep. No, not the same equipment but the same type of equip- 
ment. It was all bought at the same time; not the same equipment. 

Mr. Reuss. Had you ever used the same identical equipment before ? 

Mr. Reep. Yes. 

Mr. Reuss. I am not talking about mates. 

Mr Reep. Yes, sir. 

Mr. Reuss. Where did you use that? 

Mr. Reep. The New York thruway and in Newfoundland. 

Mr. Reuss. The same pieces of equipment in all three places? 

Mr. Reep. Yes, sir. 

Mr. Reuss. Would you say that pretty generally the used equip- 
ment you saw here you had seen before in Newfoundland and on the 
New York thruway? 

Mr. Reep. I have been with D-8 tractors and bottom dumps on 
three previous jobs. The scrapers were in New York State a short 
time. 

Mr. Reuss. You are talking about the same identical bottom dumps 
and what other item? 

Mr. Reep. D-8 tractors. 

Mr. Reppan. Do I understand you to say the same equipment on 
this job was used on the New York thruway ? 

Mr. Reep. The bottom dumps and D-8 tractors, yes. 

Mr. Reppan. And who owned the equipment at that time? 

Mr. Reep. A. L. Dougherty. 

Mr. Reppan. Mr. Ritch, you are the mechanical supervisor for 
Michael Baker ? 

Mr. Rireu. That is right. 

Mr. Reppan. How long have you been with that company ? 

Mr. Rircu. I came over here August 9, 1956. 

Mr. Reppan. And you came over in that capacity as mechanical 
supervisor ? 

Mr. Rircn. Yes. 

Mr. Reppan. What are your duties in that capacity ? 
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Mr. Rircu. My duties, as they were explained to me, are to keep a 
check on the equipment, taking all serial numbers and motor numbers, 
and this will be kept because when the project is finished the equipment 
will remain here to be turned over to the Cambodian Government, and 
all equipment will have to be checked then and it will have to be in 
good condition, and it will be my duty to see that the condition of the 
equipment—give a report whether it is in fifty, seventy, or one 
hundred percent operating condition. 

Mr. Reppan. When did you say you got on this job? 

Mr. Rrrcew. August 9, no, it was August 14. I left the States on 
August 9. August. 14, 1956. 

Mr. Reppan. Do you check the machinery as it comes off the ship? 

Mr. Rrrcu. As much as possible. We had trouble at one time be- 
cause we had ships unloading at Phnom Penh and at Kompong Som 
and it was hard to check both, but I did make trips back and forth and 
checked equipment. 

Mr. Reppan. What did you do when you made your inspection ? 
Did you make any report? 

Mr. Rrreu. Yes, to our office here in town. 

Mr. Reppan. Wasa copy of it sent to ICA ? 

Mr. Rircu. That I don’t know. 

Mr. Reppan. What percentage of the equipment has been checked ? 

Mr. Rircu. It has all been checked, every bit of it. 

Mr. Reppan. A physical check has been made of all equipment ? 

Mr. Rrron. Yes, sir. 

Mr. Reppan. Were you on the job when the used equipment came in? 

Mr. Riren. Yes, I was. 

Mr. Reppan. Could you describe the condition of that equipment? 

Mr. Rrrcw. Every piece of equipment that came in at Kompong 
Som when it was unloaded was in running condition. It was un- 
loaded off the ship on LST’s and driven off the barges. 

Mr. Reppan. What was the condition of the tires? 

Mr. Rrrcu. The condition of the tires was fair. 

Mr. Reppan. How about the tracks? 

Mr. Rircu. The tracks were good. 

Mr. Reppan. Do you check the equipment after major overhauls 
or repairs ? 

Mr. Rrrcu. Yes, I inspect the equipment. 

Mr. Reppan. Did any of the used equipment require overhaul or 
repair within 60 days after it arrived here? 

Mr. Rrrcn. No. 

Mr. Reppan. Do you know when the first repairs or overhauls were 
made? 

Mr. Rircn. No, I don’t. 

Mr. Reppan. Would there be any record in your office or anywhere 
else that you know of of that 

Mr. Rircu. Possibly in Dougherty’s office, but that is where we 
had the trouble. The equipment was at K-Som and if something went 
wrong we had no way of knowing until I made my inspection. Other- 
wise I didn’t know when something went wrong because at that time 
all the equipment was in the Kompong Som area. 

Mr. Harpy. When did the used equipment arrive ? 

Mr. Rircu. Possibly the 1st of November 1956. I don’t know 
the exact dates. 
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Mr. Harpy. And you had already gotten most of the new equip- 
ment ‘ ; 

Mr. Rrrcu. No. The ships were coming in. There was consider- 
able here but it was coming in. Actually, on this end most of the new 
equipment came after that. eae 

Mr. Harpy. When equipment was deadlined for repair did you 
make a report of it? 

Mr. Rircn. Yes. 

Mr. Harpy. What was the report ? 

Mr. Rrrcu. Where the equipment was and why it was deadlined. 

Mr. Harpy. To whom did you make the report ? 

Mr. Rrrcu. To the office. 

Mr. Harpy. To Baker’s office here in Phnom Penh? 

Mr. Riren. Yes. F 

Mr. Reppan. Did you get any instructions relative to the rehabili- 
tation of any of this equipment ? 

Mr. Rrrcu. No, sir; I did not. 

Mr. Reppan. Did you know of any instructions ? 

Mr. Rrrcu. Not officially, no. It was just hearsay. 

Mr. Reppan. From whom did you hear and what did you hear? 

Mr. Rrreu. It came right from our vice president, Don Graham— 
no, I will take that back. He showed me a paragraph that it would 
be put in first-class condition when it was turned over to the Cam- 
bodian Government. 

Mr. Reppan. When did he tell you this? 

Mr. Rrren. I think he was here around the first week in August. 

Mr. Harpy. What did he mean by being put in first-class condition 
when it was turned over to the Cambodian Government? What did 
you understand that to mean? 

Mr. Rrrcn. It would mean that if the engine had had enough hours 
to require an overhaul, it would have to be overhauled. 

Mr. Harpy. Are you thinking in terms of turning it over to the 
Cambodian Government at the beginning of the job or at the end of 
the job? 

Mr. Rircu. At the end of the job. 

Mr. Reppan. Since that time has the equipment been reconditioned ? 

Mr. Rircw. Yes. As it requires it, it is being reconditioned. 

Mr. Reppan. Could you give us an estimate of what it has cost to 
recondition this equipment since that date in August ? 

Mr. Rrreu. No; I don’t believe I could. 

Mr. Harpy. Do your reports show the parts that were necessary to 
be put on this equipment ? 

Mr. Rrren. No; they don’t. 

Mr. Reppan. Could you give us an estimate? You gave me one 
yesterday. 

Mr. Rircu. I will give you the same one. I could be off a good 
many dollars. 

Mr. Reppan. What would be your best estimate of what the cost to 
recondition this equipment has been since August ? 

Mr. Rrren. I would say about $250,000. 

Mr. Harpy. Since August of this year? 

Mr. Rrren. I thought you meant since I have been here. 
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Mr. Harpy. There wasn’t any equipment in August of last year? 

Mr. Rircx. That is right. It started the latter part of October 
and November of 1956. 

Mr. Harpy. You mean you don’t estimate the cost of repairs at more 
than $250,000 during the entire period of this contract? 

Mr. Rircu. Up to now, yes. 

Mr. Reppan. I thought you meant this reconditioning of equip- 
ment started after August of this year. 

Mr. Rircu. No. 

Mr. Harpy. If you operated all that equipment all that time for that 
cost, it was not too high. 

Mr. Rircu. Yes, but some of the equipment was down but it was 
for small items and we still had to have them. For example, we had 
scrapers with the front spindle broken, which was not a big item 
but it was out of operation until we got a new part. 

Mr. eT Do you know how much you had in spare parts on 
that job? 

Mr. Rrrcw. At the beginning it was very, very little. I couldn’t 
estimate it. 

Mr. Reppan. As of April 1957 what would your estimate be of 
spare parts ? 

Mr. Rrrcw. I have no idea. 

Mr. Reppan. I might address that question to Mr. Carr. Do you 
know, Mr. Carr? 

Mr. Carr. No; because we had never made a check on that. 

Mr. Reppan. Would anybody know? 

Mr. Carr. I could find out, but my records are in the camp. 

. Mr. Harpy. Do you know what the total cost for spare parts has 
een ? 

Mr. Sauirne. On the list I have it is $900,000-some up to a few 
months ago. 

Mr. Knox. Why didn’t you give me that information when I asked 
you that question before? I asked you that question of the cost of 
spare parts that came in from import. 

Mr. Saturnc. That I didn’t know, if that is the cost or not. That is 
from Dougherty’s records. 

Mr. Knox. You had it a half hour ago when I asked you the ques- 
tion if you have it now. 

Mr. Harpy. What is your inventory of spare parts now ? 

Mr. Reep. It is the heaviest it has ever been. 

Mr. Harpy. What is your dollar inventory ? 

Mr. Reep. Roughly $1 million from the beginning to now and we 
have used $200,000 or $300,000 in spare parts. We are in the best 
condition we have ever been in parts. 

Mr. Reppan. Where did you get those figures, Mr. Reed? I tried 
all day yesterday to get them. 

Mr. Reep. I found some figures after you left. 

Mr. Reppan. Were those figures in your office ? 

Mr. Regn. No. 

Mr. Reppan. Whose figures were they ? 

Mr. Reep. Mr. Carr can give you the figures. 

Mr. Reppan. Where did you get them ? 

Mr. Carr. We have files we can get them from, but we cannot pick 
up one record and find it. It wouldn’t take too long to get it. 
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Mr. Reppan. Mr. Gibson, you are the administrative manager for 
the camp ? 

Mr. Gisson. That is right. 

Mr. Reppan. What are your duties as administrative manager ? 

Mr. Gipson. I arrived here the 13th of August this year. I was 
given the administrative responsibility for supplies, procurement, 
camp management, personnel, accounting, and the medical department. 

Mr. Reppan. Who was your predecessor in that position ? 

Mr. Gisson. T. H. Faxon. 

Mr. Reppan. How do you spell that? 

Mr. Gipson. F-a-x-o-n. 

Mr. Reppan. Do you know where Mr. Faxon is at the present time? 

Mr. Gieson. The last I heard of him he was in Spain. 

Mr. Reppan. You weren’t able to get a better address than that for 
him ¢ 

Mr. Gisson. The last address was the Lexor Hotel in Madrid, Spain. 
His stateside address, I am sorry I neglected to get that. 

Mr. Reppan. What records do you keep as to the operation of the 
equipment ? 

Mr. Gipson. I keep no records in my office on the operation of 
equipment. 

Mr. Reppan. Do you keep any cost records at all ? 

Mr. Ginson. Not equipment costs. 

Mr. Reppan. Just camp costs ? 

Mr. Ginson. Camp costs and the cost of the job constructionwise, but 
not equipment specifically. 

Mr. Reppan. In your opinion were adequate records in existence 
at the time you came on the job? 

Mr. Gisson. Adequate records were in the process of being set up at 
the time I came. 

Mr. Reppan. From what basic documents were they being set up? 

Mr. Gipson. The accounting records, except for some detail that 
we have developed since, were complete. The timekeeping records 
were complete; the payroll was complete; camp management records 
were complete; the warehousing records, the inventory cards, were 
in the process of being set up when I came. 

Mr. Hae. How about your food and other consumables? 

Mr. Gipson. We don’t attempt to keep a per meal cost on camp 
operations. 

Mr. Reppan. But do you keep an overall cost on food ? 

Mr. Gisson. We have a food item in our cost records, how much we 
spend for food. 

Mr. Reppan. How do you arrive at that figure ? 

Mr. Gizson. From our expenditures. 

Mr. Reppan. What basic figures do you have in support of those 
expenditures ? 

Mr. Greson. We have purchase orders and requisitions on our local 
purchases and actual cash payments against what was ordered. 

Mr. Reppan. To what extent are they received from the States? 

Mr. Grsson. The food ? 

Mr. Reppan. Yes. 

Mr. Greson. We buy all our fresh fruit and vegetables locally. We 

have brought some food from Hong Kong and some from Singapore. 
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Mr. Reppan. Are the camp personnel charged for their food or is 
that included in their compensation ? 

Mr. Gusson. Free room and board is included as part of their 
compensation. 

Mr. Reppan. Was that in the basic employment contracts? 

Mr. Gieson. That is in the prime contract with the Cambodian Gov- 
ernment and in the employment contracts with the individuals. 

Mr. Reppan. How many persons are employed by the Dougherty 
Co. in Cambodia on this job? 

Mr. Gipson. 193 as of November 9. I think probably since that 
time we have had new arrivals of 10 or 12 people. 

Mr. Reppan. How many of the persons on the job are married and 
have their wives here with them ? 

Mr. Gipson. I can’t tell you exactly. I have the records at the 
camp. Probably 20 to 25. 

Mr. Reppan. How many of those wives are employed by the 
Dougherty Co. ? 

Mr. Girson. We have 12 working wives. 

Mr. Harpy. I don’t know to whom to direct this question but are 
there individual operating records kept on each item of equipment ? 
Does any one know ? ’ 

Mr. Reep. Will you repeat the question ? 

Mr. Harpy. Are individual operating records kept on each piece of 
equipment ? 

Mr. Reep. No, sir. 

Mr. Harpy. The number of hours it operates per day ? 

Mr. Reep. No, sir. 

Mr. Harpy. Isn’t that usually done on a big construction job? 

Mr. Reep. Not unless it is required, because it takes a lot of work 
and a number of people to keep the records. 

Mr. Harpy. Didn’t I understand earlier that was done? Mr. 
Salling; didn’t we talk about that ? 

Mr. Saturna. I don’t think so. 

Mr. Meaper. Where the equipment is furnished by the contractor 
is arecord kept of the hours worked ? 

Mr. Reep. Where it is rented you keep track of the time but in 
the past 7 years we haven’t kept any cost on anything except spare 
parts. 

Mr. Meaper. Someone mentioned that if an engine had run a cer- 
tain number of hours it needs an overhaul. How do you know if an 
engine needs an overhaul if you keep no record of the hours it runs? 

Mr. Reep. That is very easy for me. You might use a piece of 
equipment 6 months and it would need a major overhaul, The 
tracks on this job are going very fast, in 1,000 hours. That is unusual. 
On other jobs the tracks run 3,000 hours. You have to determine that 
by a physical check. 

Mr. Reppan. How about your greasing ? 

Mr. Reep. Every piece of heavy equipment is greased every day. 
We have complete records of that. Every piece of heavy equipment is 
greased every day and a record kept and the batteries and tires are 
checked. But that record is not by time, just by days. 

Mr. Brownson. How far back do those lubrication records go? 

Mr. Reep. September 8, 1957. 
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Mr. Brownson. Boy, that sure was a new day. 

Mr. Reep. That is the day I arrived. 

Mr. Brownson. You don’t grease and oil a machine if it is dead- 
lined ¢ 

Mr. Reep. No. I have every piece of equipment listed numerically, 
and if it is supposed to be oiled a certain day that is marked down. 

Mr. Brownson. In other words, you could tell very easily if a 
piece of equipment was deadlined since September 8 by looking at 
your records ¢ 

Mr. Reep. Yes. I have had a little difficulty working it out for 
the Cambodians, but it is working very nicely. 

Mr. Brownson. It looks like you have brought a very good system 
into this operation. You are to be comaiatalaier. 

Mr. Reppan. Mr. Ritch, did you receive bills of lading or purchase 
orders from which you checked equipment when it came in ? 

Mr. Rrrcu. No. Bills of lading didn’t reach us. They were here 
at the Dougherty Co. I did have a list of equipment that was bought 
to be shipped, and from that record I would check the equipment, and 
naturally if I was there when it came in I would check that. 

Mr. Reppan. Where did you get the serial numbers? 

Mr. Rircu. That was on the equipment. I kept those records until 
they made this inventory a short time ago and that is when, with their 
serial numbers that they took off the bills of lading, we went over each 
piece of equipment and checked it again. 

Mr. Reppan. Why didn’t you Sieh it with the bills of lading if 
they were with the Dougherty Co. ? 

Mr. Rrrcw. I am not there with the Dougherty Co. 

Mr. Reppan. But it is part of your job to see that the equipment 
that is ordered comes in. 

Mr. Rrrcu. That is right. 

Mr. Reppan. How are you going to do that? 

Mr. Rrrcu. We tried to do that when we had this man Faxon here. 

Mr. Harpy. Who is that? 

Mr. Rrren. Faxon. 

Mr. Harpy. Who is he? 

Mr. Reppan. He is the one now over in Spain. Faxon wouldn’t let 
you have them? 

Mr. Rrrcn. He didn’t say I couldn’t have them, but either he was 
filing or something and I never could get them. 

Mr. Harpy. Any questions? 

Mr. Knox. Not of these gentlemen. I have a question of the mis- 
sion. 

Mr. Haas, you will recall when I asked you about the imports of 
spare parts for this job you said there were no records kept within 
the mission ¢ 

Mr. Haas. That is right. 

Mr. Knox. Now Mr. Salling gives a figure of $900,000. Why don’t 
you give that figure at the time I asked the question. 

Mr. Satire. I am sorry, I didn’t know what you wanted. I didn’t 
mean to hold anything back. This was off a sheet from Dougherty 
that came in about a month ago. 

Mr. Haas. In came from Dougherty. 
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_Mr. Satine. It is a Dougherty record and not a record of the mis- 
sion. 

Mr. Knox. You seem to be very prompt to answer the question 
when it was propounded to one of Dougherty’s employees, but you 
didn’t respond when the question was asked of the mission. 

Mr. Satine. I am very sorry. I misunderstood you. 

Mr. Harpy. We will meet to get some additional record information 
tomorrow. I am sorry we didn’t have success yesterday. I hope you 
people at the camp will be a little more productive, because there are 
a few things we want to know. I specifically want to know what the 
records show about the items on that list I showed you a while ago. 

Also, Mr. Reddan, I think I will want you to pay a visit to Michael 
Baker’s office and take a look at the records submitted by Mr. Ritch. 
I think we will need those records. We may have to take some steps 
to get copies of them, depending on the significance of them. But it 
looks like we are in the process of having to do some reconstructing. 

Mr. Brownson. May I ask one further thing, when the staff is at 
the Dougherty Co. tomorrow I wish they would make arrange- 
ments to get the serial numbers and the type of equipment the Dough- 
erty Co. sold in the Azores and the price they got and the amount 
that they had to pay for freight. If they can’t get it here, perhaps 
they can get it in New York. 

Mr. Gisson. That will not be available here. 

Mr. Brownson. Since Mr. Dougherty is here, maybe he could give 
us a letter to New York to get that information. I think we should 
have it. 

Mr. Reppan. Was all of the equipment sold to the same person ? 

Mr. Reep. Yes. 

Mr. Reppan. To whom was it sold ? 

Mr. Reep. Holman, Farnsworth & Wright. 

Mr. Reppan. Are they in the Azores? 

Mr. Reep. Yes. 

Mr. Harpy. Thank you. I think this has been a very helpful session. 
The committee is adjourned subject to call of the Chair. 

(Thereupon, at 6 o’clock p. m., the hearing was adjourned.) 
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(Part Ii—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


SATURDAY, NOVEMBER 23, 1957 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Bangkok, Thailand. 

The subcommittee met at 11 a. m. at the American Embassy, Hon. 
Porter Hardy, Jr. (subcommittee chairman) presiding. 

Committee members present: Representatives Porter Hardy, Jr., 
Henry 8. Reuss, Jack Brooks, Charles B. Brownson, George Meader, 
and Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy; Commander Ralph E. Elliott, Jr., United States Navy; Lt. 
Comdr. William C. E. Pfischner, United States Navy; and C. Hoyt 
Price, Department of State. 

American Embassy officials present: Ambassador Max Waldo 
Bishop; George F. Wilson, counselor of embassy; Robert G. Cleve- 
land, Counselor of Embassy for Economic Affairs; George R. Jacobs, 
First Secretary; Clyde R. McAvoy, Second Secretary; Paul W. Hall- 
man, Administrative Officer. 

United States Operations Mission officials present: Thomas 
Naughten, Director; Allan Loren, Deputy Director; Leland A. Ran- 
dall, Program Officer; Marvin C. McFeaters, Controller; Wallace R. 
Vawter, Chief, Engineering and Public Works Division. 

United States Information Service officials present: John A. 
Bottorff, acting director. 

United States military officials present: Maj. Gen. Richard C. 
Partridge, chief, Joint United States Military Advisory Group 
(JUSMAG) ; Col. Charles W. Davis, chief of logistics (JUSMAG) ; 
and Maj. Edward E. Oakes, Jr., comptroller (JUSMAG). 
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STATEMENTS OF AMBASSADOR MAX WALDO BISHOP AND ROBERT 
G. CLEVELAND, COUNSELOR OF EMBASSY FOR ECONOMIC AF- 
FAIRS, AMERICAN EMBASSY, BANGKOK, THAILAND; ACCOM- 
PANIED BY MAJ. GEN. RICHARD C. PARTRIDGE, CHIEF; AND COL. 
CHARLES W. DAVIS, CHIEF OF LOGISTICS, JOINT UNITED STATES 
MILITARY ADVISORY GROUP 


(Portions of Ambassador Bishop’s briefing were classified by the 
Department of State and have been deleted from the record.) 

Ambassador Bisuor. Mr. Chairman, I though I might lead off with 
a brief description of the situation here in Thailand as we see it. 

Mr. Harpy. I think it would be helpful for you to give us a little 
insight into the local situation, particularly the political situation, 
in this part of the world. 

Ambassador Bisnor. Some of the information I give you will be 
confidential. If you will just bear that in mind, I won’t try to sort 
it out, I just will speak freely and frankly. 

Mr. Harpy. I wish you would. As a matter of fact, I think you 
probably ought ot understand that everybody in our group has top 
secret clearance. 

Ambassador BisHor. I was thinking of any published record. 

Mr. Harpy. There won’t be any of our hearings published without 
clearance of the Department of State. 

Ambassador Bisnor. To lead off, Thailand, as you know, is in a 
very strategic location in the southeast corner of the continent of Asia. 
It is the one country in this part of the world that was able throughout 
history to maintain its independence. The Thai people are friendly, 
and without the usual complexes that the Asian people have who have 
gone through colonialism. Their relationship with the United States 
has been uniformly friendly and close, with no real problem such as 
exists between our country and some other countries. 

Here in Bangkok we have the headquarters of the Southeast Asia 
Treaty Organization, SEATO, and for that reason, if not for any 
other, we do take a little larger view of the picture, probably, than 
other embassies who do not have that in addition to their country 
responsibilities. 

I like to look at Thailand as the cork to the ink bottle, and if you 
were to pull this cork the red ink would flow to Australia immediately. 
It is strategically very important. 

The Thais cooperate actively with the Organization (SEATO) 
and provide its headquarters. Also, the Thais are working with us in 
Korea. They still have a company of soldiers stationed in Korea. 

Historically, as I mentioned, they have always maintained their 
independence. In 1932, 25 years ago, they overthrew the absolute 
monarchy and put in a rule by a military group with the help of 
civilians. That group and its descendants have been in charge ever 
since. We had a coup d’etat last September in which one faction of 
the ruling group overthrew the other faction and took over control 
itself. It wasa completely bloodless coup, and there is no real essential] 
difference in power. 

There will be an election in December, at which time they will elect 
a little better than half of the General Assembly. About half will 
be appointed. 
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I think that is about all we can say with any surety about the 
situation now. We must wait to see who the next Prime Minister will 
be. It is doubtful that Prime Minister Pote, who was formerly 
Thai Ambassador to the United States and very friendly to the U nited 
States and pro-SEATO, will carry on. He is not a party member 
He is a atiher and a lawyer and in recent years has been a profes- 
sional diplomat. It remains to be seen who will be the next Prime 
Minister. 

I might give you a run down on relations with countries around 
Thailand. 

Relations with Burma are better than they have been in their 
history. The Burmese are working in closer friendship with Thailand 
and the free world. 

Prime Minister U Nu of Burma and former Prime Minister Pibul 
of Thailand visit back and forth and participate in golf tournaments. 
So the relationship is very close between Burma and Thailand. 

By the way, the same race of people are in Laos and in Thailand. 
The new coalition government coming in in Laos has worried the 
Thais and they are uneasy about it. Their economic relations with 
Laos are good. The line of communication is through Thailand and 
they have an arrangement for intransit Shipping ¢ and so forth. 

In summary, the relations between Thailand and Laos are fair, 
but with a good deal of uneasiness at the present time. 

Relations between Thailand and Cambodia are again fair. They 
have a minor border dispute that is being discussed from time to time. 
The Thais have offered the Cambodians the same intransit art ‘ange- 
ment they have with Laos. The Cambodians are not too keen about 
it because I think a newly emerged independent nation is difficult to 
deal with. 

With Vietnam the relations are very good. President Diem was 
here not long ago on a state visit, and the relations are good, although 
Vietnam is not a contiguous neighbor as are Burma, Laos, and 
Cambodia. 

Going on to Malaya on the south, relations with Malaya are good. 
The Prime Minister of Malaya is half Thai and is very friendly 
toward the Thais. The two countries are working together to sup- 
press Communist bandits. 

I have already mentioned that the relations of Thailand with the 
United States are cordial. The Thais are friendly and cooperative. 

I might give you a word on the economic situation here in Thailand. 
By Asian standards and compared with other nations in this part of 
the world, Thailand is a relatively wealthy little country. Its agri- 
culture is the primary resource, rice being the principal export. They 
have plenty of food and it is relatively easy to get it. There is no 
great privation or hardship. 

The plateau area is a poverty area compared to the delta area. That 
is the poorest part of the country and the part of the country most 
susceptible to Communist infiltration, because it is right along the 
Lao border and is economically poor. 

Thailand has rubber and tin, which are important sources of for- 
eign exchange. Their foreign exchange position is good and their 
reserves are more than adequate. 
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They are lacking really only two things, principally communica- 
tions. In the old days of the absolute monarchy hos would not al- 
low a road to parallel a railroad. They didn’t want roads built. They 
wanted people to stay on the farms, and they did. They had only 
boats for transportation, and many canals. So one of the principal 
things they are lacking is communication to move their products and 
give their people a means of communicating one with the other. 

The second thing they are lacking is power. There is no power in 
the sense we understand it. They have antiquated power plants and a 
few diese] plants here and there, but no real power for overall power 
requirements. They have obtained from the World Bank a loan of 
some $66 million for power development on the Ping River. At the 
juncture of these two rivers (indicating on map) there is one of the 
finest sites for power in the world, according to our reclamation peo- 
ple who were here a few years ago. 

This is called the Yan Hee Dam Project, and when that is com- 
pleted, in roughly between six and seven years, the power will be 
brought all the way to Bangkok and will supply the people with a 
cheap source of power. 

They have no coal and no petroleum resources. They have some 
lignite, and it is a very good grade of lignite, and there is an adequate 
deposit, though not spectacular. 

Mr. Harpy. What percentage of the requirements of Bangkok will 
be met with the power they are putting in? 

Ambassador Bisuopr. It will take care of all the power needs. They 
will have to have reserve power for surges and peaks and so on. I 
think they plan between 50,000 and 100,000 kilowatts of thermal power. 

Mr. Crevetanpn. The total power from the Yan Hee Dam Project 
when it is completed, which will take 25 years, will be 560,000 kilo- 
watts. The initial installation will only be two units. 

Ambassador Bisnor. This is a four-purpose dam, and the World 
Bank man investigating the thing told me that the agricultural use of 
the dam alone, that is, irrigation, would more than pay for it, although 
they are amortizing it entirely from the power generated. It will pro- 
vide irrigation, flood control, and power. 

One of the largest provinces is Yan Hee, as you see on this 
map. At Yan Hee they have built with a World Bank loan a canal, 
and there will be four deep navigation canals to Bangkok. If they 
hold down the mountain runs they can irrigate the year around and 
prevent floods. 

Mr. Brooks. Do you have a justification or report on this dam, 
the multipurpose benefits? 

Ambassador BisHor. We don’t have. It is a World Bank project. 

Mr. Crievetann. The United States Bureau of Reclamation pub- 
lished the initial report, which was a document about that thick 
(indicating). 

Mr. Brooks. I don’t want one that thick. 

Ambassador Bisuopr. I have a copy in my files. 

Mr. Brooks. I wouldn’t take yours, of course. 

Ambassador Bisuor. This is something the Thais are doing on 
their own. 


Mr. Brooks. We are putting up the money through the World 
Bank? 
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Ambassador Bisnor. Yes. 

Mr. Brooks. Could you furnish me a small brochure on it ? 

Mr. CLEVELAND. Yes. 

Ambassador Bisnor. The Thais are a wonderful people. Not wait- 
ing for the World Bank loan to go through, they started on their 
own. They are clearing the site, they have built a camp there, and a 
road. All of this was being done long before they got their loan. 

While I am on the subject of the Thai initiative, that airport where 
you came in at Don Muang, there is no American money in 
that. That was built by the Thais. 

Mr. Harpy. We had better let them keep on. 

Ambassador Bisnor. That runway is 10,000 feet long and will take 
care of any jets we have at this time. 

Mr. Harpy. It isa nice runway anda nice building. 

Ambassador Bisuor. Actually that will not be adequate when the 
big commercial jets come in. That is one time they did bad planning— 
not bad planning, but there is a railroad and a highway and a run- 
way and they parallel one another and there are just so many feet be- 
tween the runway and highway and railroad. 

Mr. Harpy. I wouldn’t criticize them for that. 

Ambassador BisHor. I have given you a run down on the general 
situation. 

We have in Thailand, as you know, a large American Mission. 
Within the embassy we have a JUSMAG Mission, headed by General 
Partridge, military assistance. We have an important USOM Mis- 
sion; and we have economic aid programs. We also have a USIS 
operation here. 

I might just say a brief word on JUSMAG and USOM. 

Thailand is a staunch supporter of SEATO. They were terribly 
worried when the Chinese Communist were coming down through 
Vietnam. They had no army worthy of the name, just a hodge- 
podge of Japanese and British equipment, almost anything you can 
think of. They were very eager to play their part in the free world. 
There is no question they saw the danger on their own. They didn’t 
have to be convinced of it; they saw it themselves. 

I think the formations of Thai forces I have seen in the two years 
I have been here are really first-class, relatively speaking. I am not 
comparing them with forces of other countries particularly, but rela- 
tively speaking they are very good. 

On the economic side we have tried since I have been here to con- 
centrate our efforts on providing as rapidly as possible the base which 
the Thais need and must have to carry completely their own burden. 
As I said before, the two principal ingredients missing are communi- 
cation and power, and they are doing a lot to alleviate that on their 
own. They had quite a time convincing the World Bank that the 
loan they wanted for power was a sound loan. It is a big project. 

Do you want to ask questions of me at this time? 

Mr. Harpy. I think some of us may have a few questions we would 
like you to pursue a little further for us. Two or three questions have 
occurred to me while you were giving us that very good review of 
the local situation. 
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I wonder what you think of the situation that might develop if 
Thai support for SEATO should decline in the light of the uncer- 
tainties in the present situation ? 

Ambassador Bisnor. Thailand realizes that SEATO is not protec- 
ting the United States; SEATO is protecting Thailand. And they 
thoroughly realize SEATO is their shield. 

Mr. Harpy. I was thinking of a possible change in policy resulting 
from the governmental instability at the present time. 

Ambassador Bisnor. This new group that has come in, they are 
not new, really. 

Mr. Harpy. Maybe it is not instability. 

Ambassador Bisnor. The only ones in Thailand advocating with- 
drawal from SEATO are a very small minority. They fear the 
Chinese and have for centuries. 

Mr. Harpy. Doesn’t Cambodia have the same fear of Thailand ? 

Ambassador Bisuor. Yes, but to a lesser degree. In the past Thai- 
land has conquered Cambodia and Cambodia has conquered Thailand. 

Mr. Harpy. How close are the relations between Cambodia and 
Thailand and Malaya and Laos with respect to their racial and ethnic 
backgrounds? 

Ambassador Brsvor. Laos and Thailand are ethnically a Thai race. 
The Cambodians are not, though there are many Thais in Cambodia. 
This line (indicating on map) is the territory which Thailand took in 
settlement with the Vic hy French Government, and in this area there 
are many, many Thais. The race of the C ambodians, however, they 
are Khmers, the ones who built Siem Reap, and the C ambodians and 
Thais have been fighting back and forth for centuries. 

The Malayans are of a different race, but the brother of the Prime 
Minister of Malaya isa Thai. 

This area of southeast Asia here [indicating], the people who live 
in this area are ethnic Thais. The largest racial or ethnic group are 
Thais. 

Mr. Harpy. I was trying to see what there might be to tie them 
together other than mutual “fear of China. 

‘Ambassador Brsor. There is not much. Laos and Cambodia 
should naturally be tied to Thailand because the trade routes are 
through Thailand. But between Burma and Thailand, no. They 
have an almost impenetrable jungle in there. 

Mr. Harpy. You spoke of Prime Minister U Nu of Burma. How 
dependable is he ? 

Ambassador Bisuov. I don’t know. You will have to get that from 
back home or at Rangoon. I can tell you what the Thais think of him. 
The former Prime Minister of Thailand, P. Pibulsonggram, likes him 
very much and has asked us to help his friend Burma. 

U Nu, according to my understanding, is a man who was an idealist 
and he got pretty badly burned in his ‘dealings with the Communists 
and is a much sadder and wiser person than he was. He is still in 
power in Burma, but is now looking for ways and means to pull his 
country ahead. He comes here and is interested to observe that we 
have free trade with the free world. 

Mr. Harpy. I recall when he was in Washington, although I cannot 
possibly place my finger on the basis for the reaction I got, my reaction 
was he was playing both sides of the street. 
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Ambassador Bisnor. I don’t know, Mr. Chairman. 

Mr. Reuss. Mr. Ambassador, you spoke of the intransit arrange- 
ment Thailand had et with Laos and had offered to Cam- 
bodia. What is the arrangement and how fair is it, in your opinion‘ 

Ambassador Niahine: It is an arrangement w hereby they allow 
goods to be transported through Thailand with no duty and a mini- 
mum of paper work. 

Mr. Reuss. Is the arrangement with Laos one which would give 
the Laotians some degree of sec urity that they would not be cut ‘off? 
Is ita treaty ¢ 

Ambassador Bisoorp. No. They do not have a formal treaty yet. 

Mr. CLevELAND. They have an agreement. 

Ambassador Bisuor. They have an agreement. In Bangkok you 
have a deep sea port that goes to Nong Kai. Then there is a ferry 
across the river and a road to Vientiane. Nobody knows how many 
people there are in this area [indicating on map]. This is Laos for 
all intents and purposes. By and large it is just jungle. 

There is also the the highway which runs from here to here [indi- 
cating]. , 

Mr. Reuss. Then I gather the Thai Government did offer Cambodia 
something like the same thing they gave Laos and Cambodia turned 
it down. 

Ambassador Bisuor. Cambodia just didn’t accept. They haven’t 
turned it down. 

Mr. Reuss. Was there any hitch in it so far as Cambodia was 
concerned ? 

Ambassador Bisuor. No. Everybody wants their own access, you 
see. That is the way it is. 

Mr. Reuss. Does SEATO have any substantial function other 
than military ¢ 

Ambassador Bispor. What do you mean by “substantial” ? 

Mr. Reuss. Does it have any economic functions / 

Ambassador Bisuor. Not as such. Its function is collective se- 
curity, defense. That is what its real purpose is. The United States 
Government has committed itself to help defend this area. That is 
what really counts. 

In addition we have the economic clause in the treaty. There wasn’t 
one inthe NATO treaty, as I recall. 

Then we have a committee of economic experts that meets to con- 
sider economic proposals. We also have cultural activities and counter 
subversion activities which we work on together. As Secretary Dulles 
pointed out at Karachi two years ago and again this year, our aid to 
SEATO nations is great because they are members of SEATO. 

Mr. Reuss. What is ac complished between us and Thailand as a 
result of SEATO that could not pretty well as equally be accom- 
plished by a bilateral strategical agreement between the United States 
and Thailand ¢ 

Ambassador Btsuopr. I think it is better for us to share the defense 
burden in Southeast Asia with more than one. It is advantageous 
to have the British aid Freneh and others share with us the burden. 

Mr. Revss. By ell iieans, but 2s between Thailand. Pakistan and the 
Philippines there (s no real conwannity of interest between the three. 
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Ambassador Bisnor. Yes. We have our military exercises and the 
Philippines come in; Pakistan comes in; they sit with us on economic 
committees, on counter-subversion committees, and all that kind of 
thing. 

Mr. Reuss. Aren’t we able to make a similar interchange, let us 
say, with South Vietnam ? 

Ambassador BisHor. Yes, but not in the same way. We do ona bi- 
lateral basis; but Thailand and Vietnam are not sitting together 
studying the problem of communism like we do in SEATO, where 
eight nations meet and exchange ideas on counter-subversion, and so 
forth. 

Mr. Reuss. Thank you. 

Mr. Harpy. Any other questions / 

Mr. Brooks. Do you think they are making any progress in elimi- 
nating the century-long enmity between these countries and convincing 
the people that such enmity is not in their best interests ? 

Ambassador Bisnor. I am sure neither Laos nor Cambodia will 
take over Thailand. Laos and most of Cambodia was a part of Thai- 
land, and the French came along and carved this out. They didn’t 
want to promote a feeling of kinship between the two countries. It 
is just like some of us Mid-Westerners used to be treated by the 
Easterners, like we were country bumpkins, and we weren’t at all. 

Mr. Harpy. We certainly thank you, Mr. Ambassador, for a very 
fine presentation. 

Mr. Meaper. I would like to ask a question. 

Mr. Harpy. All right. 

Mr. Meaper. Is any American capital invested in Thailand ? 

Ambassador Bisnor. Yes, but not a great deal. Thai silk was de- 
veloped by an American. 

Mr. Cievetanp. There is no refining or drilling going on here, 
but the sale and distribution of petroleum products is probably the 
greatest industry here. There are a few American firms here trad- 
ing, but they are not building. There is a small milk industry that 
has been started here. Beyond that there is not an awful lot. 

Ambassador Bisuor. The foreign investment here is not large. 

Mr. Brooxs. One more question. If an American firm had a com- 
pany here to manufacture something for consumers, could they take 
their profits out ? 

Ambassador Bisuor. Yes. You have a hard currency here. The 
market is free. You can go down and buy in any currency you want 
to buy. 

Mr. Cievetanp. In theory they have laws against capital flight, 
but that has not had to be applied because there has been no substan- 
tial capital flight. The return that they can make locally is so good 
they don’t seem to be sending money to Switzerland or elsewhere. 

Mr. Knox. Is there any American company exploiting the natural 
resources of Thailand ? 

Mr. Cievetanp. Not really. 

Ambassador BisHor. There is some American investment in the tin 
mines, but I know of no American company exploiting the local tin. 

Mr. Knox. Do the Thais have the capability of developing their 
resources without assistance from the United States and England? 

Ambassador Bisuor. I don’t think so. There resources are virtually 
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untouched. They have iron ore and tungsten and we don’t know 
what else. We don’t know the potential. If they had substantial in- 
dustrial development they would need foreign know-how and some 
capital. 

Mr. Harpy. Were we going to have the military picture next ? 

Ambassador Bisoor. Whatever you would like. 

(Portions of General Partridge’s briefing were classified by the 
Department of Defense and have been deleted from the record.) 

General Partrrivce. Our mission is to organize, train, and equip 
the Thai armed forces to the point they can maintain local law and 
order and resist external aggression across the borders. 

They have proved they can maintain law and order here. 

We think they could resist foreign aggression for a period. They 
could not resist it indefinitely. 

In the case of the Navy they could provide about six small ships 
and they have brigade of Marines. 

In the case of the Air Force they could provide fighter bombers and 
transport planes. 

I think that is about all I have. I will be glad to try to answer 
any questions. 

Mr. Harpy. Thank you. Off the record. 

(Discussion off the record.) 

Mr. Brownson. You gave us a picture of what the military situa- 
tion is right now. What is your overall program for the foreseeable 
future as far as the development of forces here is concerned ? 

General Parrriper. Well, our No. 1 problem now really continues 
to be what it has been for some time, to get these people trained. 

The next problem after trying to train these people is to improve 
the organization of the command structure. 

Mr. Brownson. What is the conscription, two years? 

General Parrriper. Yes, sir. They have a two-year conscription. 

Mr. Harpy. I notice in your budget for preceding years there was 
programed an item for certain aircraft, of which only - have 
been delivered. What is that? 

General Parrrivce. Some just came in last month, and more are on 
the way now. 

Mr. Harpy. They were not programed until this current fiscal 
year? 

General Parrriver. They have been programed and reprogramed. 
Every program we put in is a mixture of stuff that has been on the 


program for the previous year and what we feel is necessary for the 
future. 


Mr. Harpy. So they are coming in now? 

General Parrrincr. Yes. 

Mr. Harpy. Then there is an item of 214-ton 6x6 cargo trucks. 

of those were programed prior to 1957 which had not been 

delivered and were not expected to be delivered during the past fiscal 
year. Are they contemplated to be delivered ? 

General Parrrivce. We hope so. Many, many things that are 
programed do not get delivered here. 

Mr. Harpy. I notice you still have ——— of those which had been 
programed prior to 1957—I don’t know what year they were pro- 
gramed in, but it was prior to 1957—which have not been delivered ; 
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then your program for this year has ——— more. Are those 
required in addition to the — which have not been delivered ? 

Colonel Davis. Yes, sir. We received ——— trucks just recently. 

Mr. Harpy. I take it from your answers that you have not gone 
through any broad scale reprograming in accordance with require- 
ments? 

General Parrriver. No, sir; that is not true. We make a new 
program each year, but the request is based on what we have not 
gotten before. 

Mr. Harpy. Your requirement for items that have been programed 
in previous years still exists ? 

Colonel Davis. Yes, sir. It exists in other places. 

Mr. Harpy. I have found there have been organizational changes 
and changes in requirement and actual deletions of items that had not 
been submitted to Congress. I am wondering if that happened here. 

General Parrrinee. I don’t think so. We go over every single item 
in the submission. I would like to show you some of the papers that 
we submit in this program. 

Mr. Harpy. We know pretty well what they are. I was just trying 
to understand if you have a situation where there have been changes 
in organization, a change in the military assistance efforts, which has 
brought about a change i in requirement for military end items which 
have not been reflected in Washington’s presentation to Congress. 

Colonel Davis. Each year we review the requirements and submit 
a request based on the needs at the time. 

Mr. Harpy. If these trucks and supplies are still needed and are 
still coming, Washington has been doing better in posting your changes 
than they have in other cases. 

Colonel Davis. This is for essential equipment for units that have 
been here at least for 5 years. 

Mr. Harpy. There is another item here for certain cartridges pro- 
gramed prior to 1957 on which deliveries have been negligible. 

Colonel Davis. The Navy has guns of that size and so does the 
Army. 

Mr. Harpy. These items presumably are items that have been ap- 
proved. 

Colonel Davis. They are approved but the money didn’t reach that 
far. 

Mr. Harpy. In the item of Construction and Consumables in your 
1958 budget, you request $———-. What does that consist of? 

Colonel Davis. It includes the finishing up of the airfield projects, 
which are United States specified projects, such as furnishing power, 
access roads. 

Mr. Harpy. Could you be specific as to what the individual] items 
are ? 

Colonel Davis. By memory I will give you what Ican. Electrical 
generators. 

Mr. Harpy. For what? 

Colonel Davis. For airfields. 

Mr. Harpy. What other items? 

Colonel Davis. Construction of company areas in all Army areas 

Mr. Harpy. What kind of construction ? 

Colonel Davis. Army requirements for ammunition storage; class- 
rooms where we support the schools; barracks; family quarters—of 
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which we support 50 percent and the Thais support the rest, and we 
do not build anything for personnel above the grade of captain. 

Mr. Harpy. I don’t have the previous funding of these items. They 
used to be carried as direct forces support ? 

Colonel Davis. Yes. It is now a part of MAP. 

Mr. Harpy. You have direct forces support, direct military assist- 
ance, and sometimes economic assistance and sometimes defense sup- 
port. Those things are a little confusing. 

Colonel Davis. Sir, I have a description of every military project, 
Army, Navy and Air Force. 

Mr. Harpy. I know what this stuff is, but the thing I was trying to 
get at—— 

Colonel Davis. I can show you a lot better than we can go through 
that (producing maps and charts). 

Mr. Harpy. Now we are getting somewhere. 

Colonel Davis. This is fiscal year 1955, 1956, and 1957. We have 
just received approval of 1958. 

Mr. Harpy. Did they approve it pretty much as you submitted it ? 

Colonel Davis. Yes. It has generally always been approved as 
submitted. 

Mr. Harpy. Actually, what this “Construction and consumables” is 
for is construction of buildings? 

Colonel Davis. Facilities. 

Mr. Harpy. Facilities at these military installation. How much 
is for roads? 

Colonel Davis. That is negligible. There are one or two kilometers 
of access roads here and here (indicating). We work with USOM 
and give them military priorities, but that is a defense support project 
outside of JUSMAG. 

Mr. Harpy. You mentioned family housing. The family housing 
you are talking about is for Thais? 

Colonel Davis. Everything we build is to Thai specifications that 
blend into the Thai community. 

Mr. Harpy. Do you know what the unit cost is? 

Colonel Davis. I have that at my office. 

Mr. Harpy. If you find it, put it in the record. 

Now, you brought up a question of defense support in the building 
of roads, which leads me to the consideration of this Northeast High- 
way and also other items in defense support. 

I would like to inquire, what do you consider is your responsibility 
with respect to the specific items that made up the defense support 
budget ? 

General Parrrince. Up until last June, I believe, there was a gen- 
eral definition of defense support which was changed last June by 
including the word “specifically.” 

Mr. Harpy. Do you have a good definition of that word ? 

General Parrriver. Of “specifically ?” 

Mr. Harpy. Yes. 

General Parrriver. Well, I take it it means directly without any 
roundabout connection. Directly connected, I would say it means. 

That went into force last June and was inserted by the Congress. 
I don’t think it applied prior to last June. 
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What we have been doing right along is that my people and the 
people in USOM have been making their programs jointly. Colonel 
Davis gets together with the people in USOM and discusses the pro- 
grams, and we do the best we can to have our projects mutually sup- 
ported. I think we do a pretty good job getting together on them. 

Mr. Harpy. That was not quite the point I had in mind. I am not 
suggesting duplication, but I was trying to find out the extent to 
which the items that go into defense support are actually determined 
by your MAAG group to be required in the interest of defense. 

General Parrrinee. I can’t say exactly. It depends on the project. 
Some projects have more value from a defense standpoint than from 
a nondefense standpoint, and some have less value. In the case of 
the Northeast Highway, would you like to hear our position on 
that? 

Mr. Harpy. Yes; I would like to hear your position on that from 
the standpoint of military justification. 

General Parrriner. I feel very strongly there should be a North- 
east Highway and that it should be improved. 

All the roads of ingress we have lie in this northeast area. That 
adds up to having at least the ability to put Thai forces in this area 
here [indicating }. 

The Thai forces are staffed in peacetime by having one division 
here, one here, and one here [indicating]. This Northeast Highway 
project started at Saraburi to go to Korat, and was scheduled to go 
to Udorn. 

You have a main supply road from here to here [indicating]. It 
is certainly of extreme interest to the Thai military. 

Mr. Knox. What is the situation up there in the way of roads? 

General Parrriper. Up here you have roads that during the dry 
season are difficult, but passable, but the bridges are not big enough 
or strong enough to take heavy trucks and tanks. In the dry season, 
by bypassing the bridges, you can get by; but in the wet season the 
Thais can’t move ordinary traffic. 

Mr. Knox. Let us go to the north. 

General Parrrince. To the east you have an even poorer highway. 

Mr. Kwox. Let us go to the far north. 

General Parrrince. Not good. 

Mr. Kwox. I thought you said you were not disturbed about that 
particular area ? 

General Parrriper. The ground is so broken and there are such 
poor roads that we don’t think any large force could get through here 
to go here [indicating]. 

Mr. Brownson. We had better build them a road, then. 

General Parrripce. With the broken terrain they could be easily 
held back and detained. Thisisa plateau. This is very mountainous 
territory and largely jungle. 

Mr. Harpy. Some of us have been wondering whether we might not 
really be encouraging or at least providing better means of travel for 
a possible invasion by building these roads. 

General Parrriper. Well, sir, you have to make up your minds as 
to whether you will build things to hold yourself in or roads to let you 
get out. If you let the Communists or somebody else take the roads, 
you shouldn't. 
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Mr. Brooxs. How long did it take the Thais to capitulate to the 
Japanese ? 

General Parrripce. Only a matter of hours. 

Ambassador Bisnor. That was preceded by their asking the United 
States whether they would come help them, and the answer was “no.” 

Mr. Knox. What is the normal condition of access roads through 
Laos from the China border? 

General Parrrince. Very bad. 

Mr. Knox. The reason I asked the question was relative to the par- 
ticular highway going in the northeast parts. It certainly would be 
of great advantage to the Reds if trouble broke out. 

General Parrrince. After they had captured the road, but if we are 
not going to try to keep it we shouldn’t build the road. 

Mr. Knox. Do you think the military is of sufficient strength that 
they could block the Chinese? 

Sonal Partriver. They can hold it for a limited time. 

Mr. Knox. You don’t seem to be bothered about the extreme north- 
ern part. That is the plateau? 

General Partriner. That is right. We are not as concerned about 
this because it is the rockiest road possible from China. I don’t mean 
we are not concerned about it at all, but it is not the natural route of 
ingress. 

Mr. Harpy. I would like to get away from policy and get into a 
little detail. 

Where is Ban Phai? Is that on your present route? 

Colonel Davis. No. 

Mr. Harpy. Your present plan runs from Saraburi to Korat? 

Colonel Davis. Yes. 

Mr. Harpy. At the time the road was approved, was the general plan 
to run from Saraburi to Ban Phai? 

General Parrrivce. Yes. We would like to have a road going far- 
ther then that, up to here [indicating on map]. 

Mr. Harpy. Do you have an estimate of the cost to go up to there? 

General Partrinae. No, sir. 

Mr. Harpy. Back in 1954, February of 1954, there was a telegram 
sent from Washington to the embassy here. Off the record. 

(Discussion off the record. ) 

Mr. Harpy. Obviously, Washington was sending a message to the 
embassy asking for strengthening of the military reasons for the high- 
way. Evidently, the original support was not strong enough for them 
to depend on it. 

Ambassador BisHop. In the first telegram they said the justification 
was not long enough or detailed enough in reference to the military. 

Mr. Harpy. We may have it. The thought that occurred to me in 
reading that was that obviously somebody in Washington concluded 
that the justifications originally submitted were not strong enough. 

Ambassador Bisnor. That is right. That doesn’t mean there was 
not sufficient military justification; it means they were not given 
sufficient military justification. 

Mr. Harpy. There is one other clause in that telegram. Off the 
record. 

(Excerpt from telegram referred to read off the record.) 
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Mr. Harpy. That would seem to indicate further that the Thai 
Government at that time was not particularly impressed. 

Ambassador Bisuor. Certainly the meaning from reading that 
would be that the original justification had not made those two points, 
and they wanted the embassy to come back and give the military 
justification. 

Mr. Harpy. One of the things that has been bothering us is whether 
in some areas we may be deliberately selling foreign “countries eco- 
nomic projects which they are not particularly enthusiastic about and 
which may not have overpowering military considerations. Maybe 
this one does. I don’t know. 

Ambassador Brsuopr. I don’t know what the Thai Government said 
at that time, but this is what the then Prime Minister wrote to me. 
This is in his handwriting. [Handing to the chairman a framed 
photograph with handwriting thereon. | 

Mr. Harpy. I think I should read it in the record. It says: 


To His Excellency Ambassador Max BisHoP: 


Through you to the United States Government and the American people we 
offer our grateful thanks for constructing the “Friendship Highway” for Thai- 
land. As it will forever last, so our cordial relationship. May God bless our 
two peoples American-Thai with an everlasting friendship. 


P. PIBULSONGURAM. 

‘THAILAND, May 24, 1957. 

That certainly indicates his accord. 

Ambassador Bisuor. He was Prime Minister when this was 
discussed. 

Mr. Harpy. General, did you have a comment ? 

General Partrince. Yes. 

We were asked what were our plans in the armed forces. We are 
starting an emphasis on the logistical facilities for the Royal Thai 
forces.. We are emphasizing how the combat forces will be supported, 
and that is doing two things. In the first place, it makes the military 
value of this road more emphatic because even if we do set up a good 
bunch of supporting forces here we will not be able to get the stuff up 
there with the existing road system [indicating]. 

Mr. Harpy. I want to read one other telegram which will point up 
further our concern as to whether there was clear justification for this 
road at its inception, dated January 11, 1954. You can leave this off 
the record. 

(Telegram read off the record.) 

Mr. Harpy. So here Washington was saying, “We have decided to 
accelerate this thing. ns will give you more money. Now you give 
us a justification for it,” if my ‘interpretation of the telegram is cor- 
rect. That is the kind of thing that worries us, General. 

General Parrripce. We can give you plenty of what we think are 
military years ations. 

Mr. Harpy. I think you can understand what we are driving at. 

Aaiberedihce Bisuop. I think, Mr. Chairman, that telegram from 
the Department in which they asked for military justifications may 
have been based on the fact that the original submission didn’t have 
military justifications in it. 

Mr. Harpy. I first read a telegram sent in February, then I read 
one sent in January, and here is one from the preceding December. I 
will only read a little part of it. This can be off the record. 
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(Excerpt read off the record.) 

Mr. Harpy. Here is the key sentence: “Subject highway had very 
little priority here.” 

General Parrringe. In 1954 we didn’t have any Army worth de- 
veloping a logistics backup for. 

Mr. Harpy. In 1954? 

General Parrriper. Yes. I wasn’t here in 1954, but I have no hesi- 
tancy in saying that in 1954 the Army was not as strong as it is now. 
It was stronger than it was in 1950. Now the question of what we 
will do is more pressing. 

Mr. Harpy. What you are saying is it might have been difficult to 
justify the highway at that time? 

General Parrrivce. That is right. 

Mr. Harpy. That is when it was approved and when it was sub- 
mitted to Washington. 

General Parrripee. My question is how are we going to develop the 
combat forces we have now? I have no hesitation in saying this high- 
way is needed for military support if you assume there will be combat 
in that area. 

Mr. Harpy. I certainly defer to the military in that sort of judg- 
ment. 

Ambassador Btsropr. I might say I think none of us here can answer 
your questions about 1954 because none of us were here at that time. 
We don’t know what the then Ambassador had in his mind and what 
the then Chief of JUSMAG had in his mind. 

Mr. Harpy. Off the record. 

( Discussion off the record.) 

Mr. Knox. What is the national debt of the Thai Government 
today ¢ 

Ambassador Bisuor. Internal or external or both? 

Mr. Knox. Both. 

Mr. Cievetanp. It has an internal debt of about $300 million and 
and external debt of around $30 million to $40 million, mostly to the 
World Bank, plus ship toll debts another $30 million. That does not 
include the $66 million because they haven’t drawn it down, nor does 
it include their debt to us under the mutual security program. 

Ambassador BisHor. To summarize, $300 million internal debt; 
$30 million to the World Bank; and $30 million they have guaranteed. 

Mr. Knox. What is the gross national product ? 

Ambassador Bisnop. They don’t have good statistics. 

Mr. Creveranp. Around $2 billion. 

Ambassador Bisnor. But that is rough. 

Mr. Brownson. That is one thing that intrigues me. These statis- 
tics in the field are rough, but when we get t them they are printed and 
as firm as if you got them from Wall Street. 

Mr. Harpy. As usual, we are running late. 

I want to thank you for your presentation, Mr. Ambassador and 
General Partridge and your staffs. We will have to leave the eco- 
nomic presentation until after lunch. We will come back at 2:30. 

(Thereupon, at 1 p. m., a recess was taken until 2:30 p. m. of the 
same day.) 
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(Part Il—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


SATURDAY, NOVEMBER 23, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Bangkok, Thailand. 

The subcommittee reconvened at 2:30 p. m. at the Embassy, Hon. 
Porter Hardy, Jr. (subcommittee chairman) Mey 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Victor 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officer present: C. Hoyt Price, Department of State. 

American Embassy officials present: George F. Wilson, counselor 
of embassy; Robert G. Cleveland, counselor of embassy for economic 
affairs; George R. Jacobs, First Secretary ; Clyde R. McAvoy, Second 
Secretary; and Paul W. Hallman, administrative officer. 

United States Operations Mission officials present: Thomas Naugh- 
ten, director; Allan Loren, deputy director; Leland A. Randall, pro- 
gram officer; Marvin C. McFeaters, controller; Wallace R. Vawter, 
chief, Engineering and Public Works Division; and Jack L. Nelson, 
chief, Highways and Bridges Section. 

United States Information Service official present: John A. Bot- 
torff, acting director. 

(The subcommittee, prior to arrival in Bangkok, submitted to the 
mission a questionnaire. The questions and responses thereto will be 
found on p. 1216 as appendix V.) 

Mr. Harpy. Will you go ahead, Mr. Naughten, and give us a little 
of the general background. 

I think before you do I would like to make 1 or 2 observations 
which Mr. Wilson should be familiar with. He has seen our modus 
operandi in the past. 

I would like to point out first of all that the questions we ask do 
not necessarily indicate a point of view. We want to get as complete 
a factual presentation as we can. I hope the responses to questions 
when we get into specifics will be as clear and as responsive to the 
question as they can be. 

Frequently people try to interpret a question from a member of the 
committee as indicating a point of view, which is not necessarily ac- 
curate at all. Our major objective is to try to make our picture as 


1003 











1004 FOREIGN-AID CONSTRUCTION PROJECTS 


complete as possible, and I think I should tell you that we have had 
some hearings in Washington having to do specifically with the 
Northeast Highway. In fact, those hearings generated certain ques- 
tions in our minds, some of which may be cov ered by your responses 
directly and o: hers we may want to inquire about spec ifically. But I 
hope you will be as fr ank as you can and try to give the committee 
pertinent information whether or not a question propounded may 
require as full an answer as you may be able to give, because if you 
do it will save us all a Jot of time. 

We are not trying to prove that anybody has done anything wrong. 
We merely want to find out, if we can, what is the truth about some 
things that have been alleged. 

With that little background, I think if you would give us your di- 
rect presentation first, then we will go into the specifies. 


STATEMENT OF THOMAS NAUGHTEN, DIRECTOR, UNITED STATES 
OPERATIONS MISSION, BANGKOK, THAILAND; ACCOMPANIED BY 
MARVIN C. McFEATERS, CONTROLLER; AND ALLAN LOREN, 
DEPUTY DIRECTOR 


Mr. Naveuren. In response to your very frank remarks I would 
like to be equally as frank. Our purpose is to give you as complete 
information as possible. I have been here 2 months as Director of 
the Mission, and in order to bring with me.those men who have 
specific answers to your inquiries, I have Mr. Loren, my Deputy Di- 
rector; Mr. Randall, our Program Officer; Mr. Vawter, Chief of our 
Engineering and Pi ublie Works Division: Mr. McFeaters, our Con- 
troller; and Mr. Nelson, our engineer in charge of the particular 
highway you are interested in. 

I might say that the technical and economic side of the picture has 
been in effect since September 1950. In September 1950 Thailand 
and the United States signed a bilateral agreement. Between 1950 
and 1954 the undertakings under that agreement were of the techni- 
cal cooperation type in the fields of agriculture, education, and public 
health. Those three TC undertakings have continued up to the present 
year and are projected through the coming year. 

In 1954—and incidentally I think this may be of interest to you 
(producing document). It is a fact sheet drawn by USIS on the 
basis of the information we give them showing year by year partici- 
pation in dollars appropriated and in bahts appropriated. You can 
see in the first 3 } years the level of technical cooperation is $7 million 
to $6 million to $5 million, Then in 1954 it jumped for the beginning 
of the highway, and there was a considerable j jump the following year, 
and then it became stable at $34.5 million. 

Mr. Harpy. This is not exclusively technical assistance ? 

Mr. Naucuten. No. It is the entire American technical coopera- 
tion and economic assistance, what we hve generally been calling 
defense support in the nontechnical assistance area. 
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Mr. Harpy. Frequently we call it economic assistance, and some- 
times it is called technical and economic assistance, but that economic 
part of it, you say you have been calling defense support ? 

Mr. Naueuten. In the sense it is in the column “Not technical assist- 
ance funds.” 

Mr. Harpy. We have had in previous years a distinction between 
economic assistance as such and defense support as such. We have had 
defense support, economic assistance and direct forces, support, all 
three of them. 

Mr. Naveuten. That is right. 

Mr. McFearers. When the program jumped in the fall of 1954 that 
was strictly defense support money. 

Mr. Harpy. I don’t think you called it defense support at that 
time. 

Mr. McFearers. I think so. I don’t know. You voted on the legis- 
lation and I didn’t. 

Mr. Harpy. We vote on the legislation, but the regulations are 
made downtown. It might help you to realize that until this year 
nobody saw the breakdown of these things except the Foreign Affairs 
Committee. This year was the first time we could pry one loose; it was 
difficult, but we did get it. The classification is such it was not gen- 
erally available, and the terminology that has come out is terminology 
that has come out in hearings from time to time. 

Mr. Naveuten. As this particular fact sheet shows, the program in 
1957 was $34.5 million. We have received the new levels of aid for 
1958 and they call for $4 million for technical assistance and $20 
million for defense support, which is a reduction of $10 million for this 
current year. 

We have begun our discussions with the Thai Technical Coopera- 
tion Mission to arrive at understandings with them as to how these 
new levels of aid would best accomplish the Thai purposes in the light 
of American objectives. 

I think perhaps the three objectives that I cite in this brief sum- 
mary that I will turn over to you explain what our objectives are: 

First, to support the defense effort. 

Second, to promote economic development. 

Third, to improve public administration, public services, and eco- 
nomic development planning. 

Our efforts are being directed first toward the defense effort of 
Thailand in the light of United States objectives; and secondly to pro- 
mote economic development in the light of the absence of skill and 
know-how here, to help the Thais raise themselves to the point we can 
pull out of here. 

Mr. Harvy. Have you seen the definition of program objective put 
out by the agency with reference to Thailand? 

Mr. NavuGuTen. Yes, sir. 
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Mr. Harpy. What they told Congress was this: (off the record; 
classified) I didn’t hear you use that definition in stating your 
objectives. 

Mr. Naueuten. I rephrased it, to support the defense effort. 

Mr. Harpy. That is not quite the same thing. 

Mr. Naveuten. I am equating this into the implementation of these 
three objectives. 

Mr. Harpy. We have been getting a wide variation as to interpreta- 
tion when it comes to translating since the Bible first came down. 
But to finish this definition of program objective, it goes on— 
to assist in strengthening internal security and defense forces; and to enhance 


the effectiveness of these forces by helping to improve transportation and com- 
munications facilities. 


That is the program objective, which is substantially what you said, 
except for the portion I read off the record, but it isn’t the whole story. 
Go ahead. 

Mr. Navucuren. The three fields we are now concentrating on are 
agriculture, transportation, and power. The other programs we have, 
for instance in public administration, health, and education, are in 
support of these three major fields we are concentrating on. 

I have drawn up here the type of efforts in each of the fields in 
which we are working and then a summary of our obligations in the 
past year, as well as a listing of Americans and non-Americans en- 
gaged in this operational program of ours. 

In giving the totals, so far as United States Government person- 
nel, we have 134. We have hired local personnel to a total of 212. 
We have a total of 13 different contracts, and the contractual em- 
ployees who are Thai employees total 207. These are United States 
contractual employees not under our immediate supervision but under 
the hiring and work of the various contractors. 

Those are the current figures as of the first of this month. 
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(The fact sheet and summary 
are as follows:) 





USOM 


above referred to by Mr. Naughten 





THAILAND 


On September 19, 1950, the Government of 
Thailand and the Government of the United 
States of America signed the Economic and 
Technical Cooperation Agreement. 


This agreement, unchanged since that date, has 
been the basis for $ 138,200,000 ( Baht 2,764,000,- 
000) in American economic aid to Thailand. 


Two organizations—the Thai Technical and 
Economic Committee (TTEC) and the United 
States Operations Mission (USOM)-are respon- 
sible for coordinating the expenditure of these 
funds. In this joint program, all projects must 


AV 


have the full approval of both Governments. 
Projects are initiated only at the request of the 
ThaiGovernment. Individual projects are directed 
by the appropriate Thai ministries and agencies. 


From the beginning, both USOM and TTEC 
have stressed the importance of basic projects 
which would increase production, make possible 
new industry, improve governmental services to the 
people and expand the general economy of Thai- 
land: Gains in these broad areas, it was felt-and 
later proved=would in turn mean better health, 
education, crops; more money, trade, products, 
and a more abundant life for the people of 
Thailand. 


THIS IS WHAT EACH GOVERNMENT HAS CONTRIBUTED DIRECTLY 
TO THE PROGRAM EACH FISCAL YEAR 


$ 7,200,000 
$ 6,000,000 


$ 5,900,000 
$ 11,000,000 
$ 38,600,000 
$ 35,000,000 


$34,500,000 __( Baht 690,000,000 ) 60,000,000 * 
$ 138,200,000 ( Baht 2,764,000,000) Baht 475,500,000 


U.S. Thailand 
(Baht 144,000,000) Baht 14,600,000 
(Baht 120,000,000 ) » 133,000,000 
(Baht 118,000,000) 66,100,000 
(Baht 220,000,000 ) 74,000,000 
( Baht 772,000,000) 70,800,000 
(Baht 700,000,000 ) 57,000,000 





The direct Thai contribution is in addition to Thailand’s normal expenditures on regular activities 
of government, many of which strengthen and extend the cooperative projects. 


* Programmed for calendar year. The U.S. Government fiscal year ends on June 30; the Thai Govern- 


ment fiscal ends on December 3. 


24700—58—pt. 1——65 
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PROJECTS 


LAST FISCAL YEAR, ALONE, USOM.AGREED TO SPEND §$ 34,500,000 
TO ASSIST THAILAND 


THESE ARE SOME OF THE PROJECTS BEING CARRIED OUT WITH THAT MONEY 


AGRICULTURE: - - improve- 
ment of Kasetsart University , . . 
improved services to farmers . . . 
livestock development and disease 
control... agricultural statistics 
+ +» expansion of cooperatives ... 
fisheries... i°. water storage... .. soil and water 
conservation ..; +.rural youth clubs... . higher- 
yielding rice , ,.,.. control of crop pests, 





INDUSTRY AND MINING:— 
. +. Survey of mineral resources 
/ ,. exploring for. ground ‘water. . 
. + Mineral experimental center . . 
expansion of electric power... 
ae Tr technical advice and training... 
Mae Moh power plant. ... economic development 


loan fund , . . , telecommunications. 
, a 





HEALTH AND SANITATION :— 
improved provincial health facili- 
ties..... expansion of medical 





education . ... advanced _profes-- 
sional training for Thai doctom 
and nurses .... health education. 


in villages , ... malaria eradication, 
be ee *% es 


““ WHAT THE SEVEN YEAR TOTAL OF $ $38,200,000 (Baht 2,764,000,000) WENT FOR:- 


Pi a 
Overseas training of Thais 
U:S. Technicians 
i Contract services 
1 
H Supplies and equipment 
= — — ee a nee eS 


= 


TRANSPORTATION:— the 
Friendship-Highway . . . Pitsanu- 
lkoe-Dansai Highway .. . general 
aii highway improvement , . replace- 
ment of wooden bridges.... 
Mekong River ferry . . . improve- 
ment of airways ...’. . building airplane overhaul 
and. maintenance base. ‘ 





EBUCATION:— improvement 
of Technical Institutes. . . expan- 
sion of vocational education .... 
improvement of elementary and 
secondary education... . teacher 





ae Cresmneg 3.5. assistance to 
Chulalongkorn University .. . . educational supplies 
and equipment... teaching materials .. . advanced 


training of Thai educators overseas. 


‘PUBLIC ADMINISTRATION :— 
Bangkok city planning . . modern- 
ization of government fiscal and 
statistical management , . . public 
administration training at Tham- 
masart University. 





$ 6,100,000 (Baht 122,000,000) 
$ 5,800,000 (Baht 116,000,000) 
$ 26,300,000 (Baht 526,000,000 ) 
$ 100,000,000 ( Baht 2,000,000,000) 
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THESE ARE SOME OF THE THINGS SEVEN YEARS OF THAI-AMERICAN 
ECONOMIC COOPERATION HAS ACCOMPLISHED 


¢ ESTABLISHMENT OF THE TECHNICAL INSTITUTES NOW TRAINING MORE 
THAN 5,000 STUDENTS 





the ‘ 
ies * -IMPROVED RICE WHICH WILL BRING. 15. PERCENT. GREATER YIELDS AND 
neral ...25 PERCENT GREATER INCOME FOR THAI FARMERS * - 
ae ‘® ESTABLISHMENT OF INSTITUTE FOR PUBLIC ADMINISTRATION AT THAM- 
om MASART UNIVERSITY 


haul * TANK IRRIGATION IN THE NORTHEAST 


* MORE THAN *1,000 THAI OFFICIALS AND PROFESSIONAL WORKERS 
RECEIVED VALUABLE ADVANCED TRAINING ABROAD, MOSTLY 
IN THE U.S. 


nent 
pan- * BETTER HIGHWAY, RAILROAD AND AIR TRANSPORTATION 
‘as * AVITAL ROAD LINK BETWEEN BANGKOK AND THE NORTHEAST 
cher * EXPANSION OF FISHERIES AND FISH INDUSTRIES-FISH PRO. 
sles DUCTION INCREASED 35 PERCENT 
anced * MORE AND BETTER TRAINED DOCTORS AND NURSES 
* BETTER HEALTH SERVICES IN RURAL AREAS INCLUDING 

‘ EQUIPPING 50 NEW HOSPITALS 
* IMPROVED EDUCATIONAL FACILITIES AND FURTHER TRAIN- 
and ING FOR 50,000 TEACHERS 
oe * MALARIA DEATH RATE CUT 80 PERCENT 


* MORE AND BETTER LIVESTOCK. 


But many gain’ achieved through Thai-American projects are hidden. Each project starts a 
chain reaction effect.: ‘Malaria control not only reduces human misery but cuts work loss due 
to illness=thereby increasing production, trade, and profit. Improved transportation means ‘more 
goods come to market, faster and cheaper and more farmers can sell their products; businessmen reach 
new buyers. Increased rice yields, livestock raising, water supply and fish production will mean more 
food to eat'and more food to sell, | Geological surveys may lead to greater mineral production, with 
| new industries, new jobs, new products and trade. Improved governmental administration will, bring 

more efficient and better planned services to the people. Vocational education not only prepares more 
young people for better-paying careers but it increases the skilled labor supply’ needed for expanding 


industries. 
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THIS IS WHAT USOM-TTEC COOPERATION MEANS TO THAILAND 


HOW THE UNITED STATES HAS CONTRIBUTED 
TO THAILAND IN THE LAST SEVEN YEARS 


THAILAND UNITED STATES 
5 49,300,000 
@ #75 .500,000 (Sercccc,000) (38.22%. 200 


2.764.000. 000) 
















DIRECT PROJECT 
EXPENDITURES 
# 88,900, 900 
(@ 1.778,000, 000) 


COUNTERPART FUND 
B 1,461,500, 000 







PROJECTS $ 3,239,500,000 


‘Two-thirds of America’s total economic aid to Thailand has been for U.S. paid technicians and 
contractors; for training of Thais overseas and for hard goods such as tractors, machinery, technical 
books, raw materials, paid for by America and given to Thailand, 


The U.S. contribution to the counterpart fund is for salaries and materials purchased in 
Thailand. 


The following method is used to convert to Baht the U.S. dollar contribution to the 
counterpart fund. At the same time it helps finance vital imports to Thailand. 








1. The American taxpayer pays taxes to the U.S. Government. 2. The U.S. Government 
deposits some of these tax dollars in a special account in an American bank. 3. A Thai 
importer, with Thai Government approval, gets a letter of credit against the special 
account. 4. With the credit he buys goods anywhere in the free world. 5. The importer 
sells the goods in Thailand. 6. He pays the Bank of Thailand ( not the U.S. bank ) in baht 
to redeem the letter of credit. 7. The Bank of Thailand puts the baht in a special 
counterpart fund account. 8. USOM and TTEC allot money from the account for projects 
to promote the progress of Thailand. - This money is spent on goods, salaries, and 
services IN THAILAND. 


Printed by Prayat Jataputra at Uaom Press 395-401 New Road, 19912500 
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INTERNATIONAL COOPERATION ADMINISTRATION, UNITED STATES OF AMERICA 
OPERATIONS MISSION TO THAILAND, BANGKOK, THAILAND 


MEMORANDUM 


Subject : Objectives of the ICA Program in Thailand. 
The objectives of the ICA program in Thailand are: 


1. To support the Defense effort. 

2. To promote economic development. 

3. To improve public administration, public services, and economic develop- 
ment planning. 


The program is concentrated in three major fields: agriculture, transportation, 
and power. Programs in public health, education, and public administration 
support these major activities. 


Agriculture 


Agriculture assistance emphasizes diversification of crops, credit and market- 
ing, and widespread dissemination on information on improved farming and 
conservation practices to farmers and students throughout Thailand. 


Transportation 


Assistance in the transportation field includes completion of the highway from 
Saraburi to Korat, construction of an East-West route in North Thailand, im- 
provement of the important Bangkok-Saraburi Highway, selected street im- 
provement projects in Bangkok, completion of a rail link to Nongkai, on the 
Mekong River, near the capital of Laos, and improvement of aviation and 
aeronautical controls important for both civil and military air traffic. 


Power 


To help alleviate the electric power shortage, engineering services are being 
provided to design the Bangkok distribution system and to survey over-all power 
requirements, a loan to provide funds to construct a 12,500 k. w. thermal electric 
plant at Mae Moh lignite field, and the purchase of diesel electric power- 
generating units for Bangkok. 


Public administration 


Aid in public administration is aimed at improvement of fiscal management, 
economic planning, and training in administration. 


Health 


The health program has been directed toward the control of malaria, develop- 
ment of health centers, and expansion of medical education facilities. 


Education 


Through United States-financed American university affiliations with Indiana 
University, Wayne University, Oregon State University, and Texas University, 
and through assistance by the ICA Mission, the program is concentrating on the 
improvement of teacher training and on the development of vocational and 
professional training facilities to help meet Thailand’s shortage of skilled man- 
power. Over 1,000 Thais, including many Government officials of potential in- 
fluence, have been sent to the United States for training and observation in 
various fields. A Technical Institute, with a capacity of about 2,000 students 


annually, has become the center for a greatly expanded vocational education 
systein. 


Defense support 


Defense support assistance lessens the strain on the Thai budget by providing 
the necessary financing of (1) the basic facilities mentioned under Transportation 
and Power above, and (2) counter-subversive activities, which are essential for 
defense and internal security, and which would not otherwise be undertaken. 
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SUMMARY OF FISCAL YEAR 1957 AID PROGRAM 


Obligations for the fiscal year 1957 aid program were as follows (in thousands 
of dollars) : 























| TC | DS Total 
| 
| 
 ohate cdind wince a has oolg anteater 4, 815 33, 669 | 38, 484 
Commodities: 
Seo a on aed decease aaa ptiewtes 968 20, 191 21, 159 
Nonproject - - - Sa tine Hk Gh we tae etal a eo a eines Rag oeetscwatiion 8, 57 8, 572 
pn 60868 ote eg ie ee ee Cie ss) 1, 475 4, 397 5, 872 
Participants -_- etch tibia tel lire seal aka 1, 382 199 1, 581 
Technicians____- ; Se aaeaee eee 990 310 1, 300 
By fields of activity the breakdown is as follow 

| Tc | DBs Total 
3 ial es — “ itp aia cient ra = 
i a ie Tet Ee 4,815 | 33, 669 38, 484 
a na i i a 835 290 | 1, 125 
UIE ooo eet doe doe cen code | 573 | 5, 549 | 6, 122 
NR a atin chad omnis iden puaiek dbpn céme puhdyandeaaaenes | 932 | 18, 202 | 19, 134 
ea ee a | 49 | 0} 49 
I ee A | 569 349 918 
SSB? OEE CREE Lae Et | 1, 186 | 0 1, 186 
POEL DES SDE | 232 137 | 369 
Senn I eo cco cn aceviwenwuas | 34 0 | 34 
I Eon nk. inepnusinnndenaciececmes 405 570 | 975 
Local currency generation Be See eee at eee ER aS | 8, 572 | 8, 57% 


Under this program a total of 333 new participants were scheduled for train- 
ing while the training periods of 22 others were extended. 

The total number of technicians on duty at the end of the fiscal year was 101, 
and total technician man months during the year was 1,143 for an average of 
95 technicians. 

NOVEMBER 4, 1957. 

Mr. Harpy. Let me ask you a question about this overall program 
objective business again. 

We were talking a while ago about the category of defense support. 
In some of the country budgets there isa simple technical cooperation 
item. In Thailand you have a combination. You have a combination 
of technical and economic cooperation. Will you distinguish between 
the economic cooperation that is included in that category and the eco- 
nomic cooperation that is included in defense support ? 

Mr. Naveuten. I will call on my Deputy, Mr. Loren, to explain that. 

Mr. Loren. When our technical cooperation program 

Mr. Harpy. I am talking about economic cooperation. 

Mr. Loren. We have only technical cooperation and defense sup- 
port. 

Mr. Harpy. That is not what they told Congress. Have you ever 
seen the budget presentation we had before us to vote on ? 

Mr. NavucuTen. Yes, sir. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Loren. In describing our program I think my wording would 
have been different, but it is our objective in our program to provide 
the facilities within Thailand for the training of the personnel who 





are needed to carry on economic development and the social progress 
of the country. 


i 
: 


tree 





auld 
ide 
tho 
ess 


FOREIGN-AID CONSTRUCTION PROJECTS 1013 


We are trying increasingly in our program here to relate that pro- 
gram to the type of skills that will be needed to erect the projects of 
the Thai Government. 

Mr. Harpy. Maybe it is all technical cooperation, I don’t know, but 
they call it economic and technical. They have both terms in here. 
In some countries they just say technical cooperation, and here they 
say economic and technical cooperation. 

ts your 1958 budget you have $1,895,000 for contractual services. 
What is that ? 

Mr. Loren. We have a number of university contracts, Mr. Chair- 
man. We have acontract with Pan American World Airways and 

Mr. Brownson. Is one of these contracts with the Indiana Univer- 
sity group? 

Mr. Loren. We have two with Indiana. 

Mr. Naveuren. One for public administration and one for college 
training. 

Mr. Harpy. Perhaps all of this would fall in the field of technical 
cooperation notwithstanding we have the word “economic” thrown 
in extra. 

Mr. Loren. When you gave that large amount I thought it was one 
item, and I knew we had no one item that large. 

Mr. Harpy. No, this is for contractual services. 

Any questions ? 

Mr. Brownson. I have no questions at this point. 

Mr. Harpy. I think we may as well get into the specifics. 

I think since we will be discussing matters of fact everybody who 
testifies'on matters of fact ought to be under oath. I don’t expect 
anybody not to give factual answers, but if we run into something that 
is counter to what someone has testified to under oath we will have 
to have corresponding sworn testimony to make it stand up. 

(The following were thereupon administered the oath by the Chair- 
man: Thomas Naughten, Allan Loren, Leland A. Randall, Marvin C. 
McFeaters, Wallace R. Vawter, and Jack L. Nelson.) 





TESTIMONY OF THOMAS NAUGHTEN, DIRECTOR, UNITED STATES 
OPERATIONS MISSION, BANGKOK, THAILAND; ACCOMPANIED BY 
ALLAN LOREN, DEPUTY DIRECTOR; LELAND A. RANDALL, 
PROGRAM OFFICER; MARVIN C. McFEATERS, CONTROLLER; 
WALLACE R. VAWTER, CHIEF, ENGINEERING AND PUBLIC 
WORKS DIVISION ; AND JACK L. NELSON, CHIEF, HIGHWAYS AND 
BRIDGES SECTION 


Mr. Reppan. Is there a Mr. Thomas Hill connected with this high- 
way project ? 

Mr. Naucutren. He was Mr. Vawter’s predecessor. He is no longer 
an employee of this Mission. My understanding is he is an em- 
ployee of ICA. I don’t know exactly where he is. 

Mr. Reppan. Mr. Vawter, how long have you been with USOM? 

Mr. Vawter. Since about August 20. 

Mr. Reppan. Who was your immediate predecessor ? 

_ Mr. Vawrer. Thomas E, Elliott was Acting Chief of the Engineer- 
ing and Public Works Division, serving after Mr. Hill left Bangkok. 

Mr. Reppan. When did Mr. Hill leave, if you know? 
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Mr. Vawrer. I am sorry; I don’t know. 

Mr. Reppan. Approximately ? 

Mr. Vawter. It must have been in June or July. 

Mr. NaueutTen. June 1957. ’ 

Mr. Reppan. Mr. Vawter, what are your duties in connection with 
the Northeast Highway ? 

Mr. VawTeR. ye Chief of the Engineering and Public Works Di- 
vision I have the responsibility for the highway, ee and trans- 
portation. Specifically, under my purview is the Highways Section, 
and then I act as a reviewing officer for the work that our employees 
do in the Highways Section, which includes the Northeast Highway, 
the engineering and construction of the Northeast Highway. 

Mr. Reppan. What do your employees do in connection with the 
highway ? 

Mr. Vawter. We have in the Highways Section five employees now. 
In the past and at the present time, as our staff time permits, we make 
inspections of the Northeast Highway and we process the necessary 
papers relating to the Northeast Highway in accordance with requests 
from our Washington headquarters. 

We deal directly with the contractors, the engineers, and the con- 
struction contractor, Raymond Construction Company, in connection 
with our relationship with their responsibilities on this Northeast 
Highway. 

Mr. Reppan. You say it is your duty to inspect the highway ? 

Mr. Vawrer. In our Section, as time permits with our rather 
limited staff, we make daily inspections and also at intervals spend 
several days on the Northeast Highway. 

Mr. Reppan. How many inspections has time permitted since you 
have been here? 

Mr. Vawrer. Since I have been here in the last 3 months there have 
been 4 inspections, as I recall, on the northeast highway. 

Mr. Reppan. What is the nature of those inspections? 

Mr. Vawrer. Those particular inspections were merely a general 
review of progress; of the status of construction; of the condition of 
the equipment. We made one particular inspection after a flood early 
in October, an unprecedented flood in Thailand, that did minor dam- 
age to the highway, to ascertain the damage and also to look at it 
from an engineering standpoint to see that it was a well engineered 
highway and withstood that flood as well as it did. 

Mr. Reppan. Did it withstand it ? 

Mr. Vawter. Very, very well, yes. 

Mr. Reppan. You say you inspect the equipment also? 

Mr. Vawter. Not a detailed inspection, no, sir. 

Mr. Reppan. What sort of an inspection ? 

Mr. Vawter. Are you speaking of what has been done in the past 
or in the very short time since I have been here ? 

Mr. Reppan. I am confining my questions now to things within 
your immediate knowledge. 

Mr. Vawter. To my immediate knowledge we have made no de- 
tailed inspection of the equipment, only to see the equipment in oper- 
ation, to see how the Thai operators handled the equipment, and a 


general view of how things were working there. 








th 


)i- 
\S- 
n, 
es 


sts 


x 
' 


on 
ist 


er 


nd 
ou 


ve 


ist 
in 


le- 
r- 


FOREIGN-AID CONSTRUCTION PROJECTS 1015 


Mr. Reppan. Do you have a complete inventory of the equipment? 

Mr. Vawter. In our particular division ? 

Mr. Reppan. Yes. 

Mr. Vawrer. At the present time I do not have a complete inven- 
tory of the equipment in our division. I havea report of the engineer, 
oad in the file there is a report of the contractor, I believe, on the 
equipment. It is not, as far as I am concerned, completely up to 
date. 

Mr. Reppan. You say you have in your files a copy of the engineer’s 
report on the equipment? I understood you to say the engineer had 
made a report on the equipment. 

Mr. Vawter. In connection with some of the reports that the engi- 
neer has presented there are listings of equipment, yes, sir; not com- 
plete listings by type, but so many trucks, so many pile drivers, and 
that sort of thing. 

Mr. Reppan. Does USOM have an inventory anywhere of the equip- 
ment on this road project 

Mr. Vawter. Sir, I believe that there is such a list of equipment 
in the files. I don’t have personal complete knowledge that that list 
is up to date at the present time, but it is because of my newness here 
and the fact I haven’t looked into that. May I ask Mr. Nelson, who 
has been here longer than I? 

Mr. Reppan. Yes. 

Mr. Netson. Yes. We have a list of all equipment that has been 
purchased. The major items are listed and they are documented by 
bills of lading and the ship arrival notices. The only thing we wouldn't 
have accurate information on are things under procurement at the 
present time by the contractor, and things in transit. 

Mr. Reppan. I am referring to things in Thailand now. 

Mr. Netson. Do you want to know if we maintain a check on the 
equipment ? 

Mr. Reppan. That is the next question. First I want to know do you 
know what equipment is on the job? 

Mr. Netson. Yes. If you mean do we maintain a detailed list item 
by item, we do not; but I can furnish a list of the equipment. 

Mr. Harpy. Wait a minute. You said you had knowledge of the 
equipment documented by ship arrival notices and bills of lading. 
That doesn’t mean a thing because your bills of lading arrived before 
the equipment came in. 

Mr. Netson. We have never actually kept a running list of equip- 
ment to see if it was on the job. 

Mr. Harpy. Has anybody ever made an inventory of equipment on 
that job that you know of ? 

Mr. Netson. Yes. We have a man who maintains a card file on 
end use. He checks all the equipment that comes into Thailand, not 
merely on the northeast highway. 

Mr. Reppan. Who is that man? 

Mr. Netson. His name is Mr. Atkinson. 

Mr. Reppan. How many end use checks has he made? 

Mr. Netson. I couldn’t state the number. 

Mr. Harpy. Is he here? 

Mr. Netson. No, sir. He is ill. He is in the hospital now. 
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Mr. Loren. Iam not sure the records we are talking of are of equip- 
ment received in Thailand or equipment on the job. There is a dif- 
ference between equipment delivered in Thailand and equipment de- 
livered on the job. 

Mr. Harpy. Very definitely. 

Mr. Loren. I think that should be cleared up. 

Mr. Harpy. We would like to know whether anybody knows what 
equipment was delivered on the job and whether that equipment is on 
the job or not. Does anybody in the mission know ? 

Mr. Nerson. It would have been physically impossible for us 

Mr. Harpy. Look, you can make a lot of mitigating statements, but 
the first thing we would like to know is whether or not anybody does 
know or has known since the job sta ted. 

Mr. Nexson. The highway department keeps a complete list of 
all major items of equipment that go on the job, not spare parts or 
things like that, but the major items. 

Mr. Harpy. You are talking about the highway department of the 
Thai Government ? 

Mr. Netson. Yes. 


Mr. Harpy. What is your answer to the question of whether any- 
body in the mission knows what equipment actually reached that job? 

Mr. Netson. No. 

Mr. Harpy. Is it your answer that the Thai Highway Department 
does know, but you can’t testify to that? 

Mr. Netson. You must understand a flat “no” is not the answer 
to the question. 

Mr. Harpy. The question is whether anybody in the Mission knows 
or ever has known the equipment that was on that job. From what 
has been said I can’t get any answer other than a flat “no.” I am 
not suggesting that it is wrong. I just want to know what the fact is. 

Mr. Vawter. We know the major equipment on the job. We view 
it periodically and we have a list of the major equipment. 

Mr. Harpy. All right. Let me ask you a question, although I 
doubt that you will know the answer since you haven’t been here 
long. 

Does anybody know about a pile driver arriving after the need 
for a pile driver had passed? Does anybody know whether a pile 
driver ever reached the job? 

Mr. Vawrer. There is a pile driver on the job that is now working 
at km. 41 and was driving piles when we made our last inspection. 
It is the only pile driver Raymond has on the Northeast Highway. 

Mr. Harpy. That is very good information. I am delighted to 
have it. Can you also testify . it is the only pile driver that has been 
delivered to the job? 

Mr. Vawter. [ cannot answer that. 

Mr. Harpy. Can anybody ? 

Mr. Netson. You made one other statement— 

Mr. Harpy. I didn’t make any statement. 

Mr. Nexson. You said the pile driver was delivered after the need 
for it had passed. 

Mr. Harpy. I think I asked if it had. 


Mr. Netson. The pile driver was on the project three months be- 
fore the need for it arose. 
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Mr. Harpy. Do you know whether it is a true statement—and this 
is substantially a sworn statement—that a pile driver was delivered to 
drive piles for a bridge after the bridge was built ? 

Mr. Netson. Up until 2 months—— 

Mr. Meaper. How long have you been in the mission ? 

Mr. Netson. Fourteen months, but I was not assigned to the North- 
east Highway previous to last September. 

Mr. Harpy. I brought up the pile driver thing not because it is 
of major importance—it is important—but I wondered if it is 
illustrative ? 

Mr. Netson. The reason I know the pile driver was here in ade- 
quate time, shortly after I arrived here we went to inspect a job and 
on the way passed the Northeast Highway job, and the pile driver 
was being used. 

Mr. Naventen. Last week I went to Korat and noticed a pile driver 
driving piles at a bridge construction, so there is a pile driver in 
operation. 

Mr. Harpy. We had testimony to the effect there were two pile 
drivers. You weren’t here, and there apparently isn’t anybody here 
now who was here at that time. 

Mr. Netson. At what time was that? Raymond hasa pile driver on 
another highway. 

Mr. Harpy. | will paraphrase the witness’ testimony, “Addition of 
piles to plans after arrival of pile driver on the job.” My recollection 
of his testimony is that the footings had all been put in for the bridge, 
but because the pile driver had come they added piles to the plans 
and used it. That is the kind of thing we are confronted with. I 
didn’t mean to belabor the pile driver thing. I brought it up as an 
example. 

Does anybody here know what equipment is on the job and whether 
or not it is being used ? 

Mr. McF raters. Part of the responsibility for something like that 
would fall in ICA’s operation. What we have done about documen- 
tary records—which is about the same as in any ICA mission in the 
world—we made documents as each piece of equipment arrived. 
Then we have end use checks. We have run two end use checks of 
Northeast Highway, one about a year ago when there was $1.9 mil- 
lion, and one a few weeks ago when there was $2.3 million of equip- 
ment. This month USOM people have actually looked on the job at 
equipment and supplies financed with dollar funds of a little over 
$4 million, which is about 70 percent of all the equipment and supplies. 

Mr. Reppan. Do you know whether or not all that equipment, when 
it came in here, was new equipment ? 

Mr. McF raters. Again I am handicapped. I have been Controller 
here only since March 30. 

Mr. Reppan. Do the records show ? 

Mr. McF raters. I think normally the presumption is that equip- 
ment when it is bbught—— 

Mr. Harpy. Doesn’t the contract specify that new equipment must 
be bought ? 

Mr. McF raters. I am not sure. I have read the contract several 
times. I don’t recall seeing that in there. 

Mr. Harpy. Does anybody here know ? 
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Mr. Loren. I think the contract provides that any equipment 
bought will benew. Asarule that isthe ICA procedure. 

Mr. Harpy. What would happen if anybody in ICA found that 
two old coal-burning pile drivers that were scarcely operative had 
arrived onthe job? Isthere anybody that would know it? 

Mr. McF raters. That would or did arrive? 

Mr. Harpy. The testimony was there were two old coal-burning 
pile drivers that were scarcely operative that arrived on the job. 

Mr. McFeaters. May I ask a question? Did the committee have a 
chance to run these transactions back to the ICA’s records in Wash- 
ington ? 

{r. Reppan. Yes. 

Mr. McF raters. The payments are made in Washington and we 
never see them on this end at all. 

Mr. Reppan. Don’t you get the purchase orders? 

Mr. McFraters. No, not on this Raymond job which is bought by 
Raymond in New York. 

Mr. Reppan. What do you get on equipment that arrives? 

Mr. McF raters. We get a copy of the bill of lading. That is not 
only Raymond. That is the general rule. The supplier airmails to 
the controller of the mission a copy of the bill of leding, and inde- 
pendently Washington also sends us their notification report on ex- 
penditure, and we check one against the other. But as far as the pur- 
chase orders, we never see them on this end. 

Mr. Harpy. You are getting into a situation I would like to under- 
stand, because we would like to pinpoint where the responsibility 
would be on a transaction of that kind. I don’t have a copy of the 
contract. 

Mr. McF raters. I have a copy in my files at USOM, which is not 
in this building. 

Mr. Harpy. All the contracts I have seen specify new equipment. I 
have on one occasion encountered a waiver in which it was permitted 
to buy old equipment. But suppose the contract did specify new 
oo and wornout equipment arrives on the job, who would 
catch it under the procedures you are operating under ? 

Mr. Vawter. I am sure any wornout equipment or equipment in 
bad shape would doubtless be caught by one of our people. 

Mr. Reppan. Was any such equipment caught ? 

Mr. Vawter. Not that I know of. 

Mr. Harpy. This testimony came from a man who was on the job. 
It may be false testimony, I don’t know. But we need to try to estab- 
lish what the situation is. Suppose the contractor’s representative 
wanted to carry on a little shady operation to feather his own nest— 
I am not saying he did—how would you know? 

Mr. McF raters. It has happened, as we know, in other countries, 
and it has been unearthed, as we know, and I have participated in 
some of that. I don’t know how you get wind of that, whether some- 
body informs you or writes in the information. 

Mr. Meapor. I wanted to ask Mr. Vawter, assuming the contract 
called for new equipment, and assuming the contractor sent used 
equipment, do you have any established procedures whereby your 
personnel here would catch that ? 

Mr. Vawter. Now we have an established procedure under which 
Mr. Atkinson would definitely catch it. 
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Mr. Nexson. I think you would have to qualify that. No, we have 
no such procedure. The a way you could catch equipment like 
that, you would have to check equipment as it arrived at the docks, 
and we don’t do it, so it would be theoretically possible for a piece of 
used equipment to be checked in, but I don’t think a large piece of 
equ:pment. 

Mr. Ranpatt. The Thai Government would make a check. 

Mr. Meaper. They should do it, but you don’t know if they do it or 
not ¢ 

Mr. McF raters. We know when the Raymond Co. buys equip- 
ment as agents for the Thai Government the goods are consigned to 
the Thai Government, which gets it duty free. I imagine every ship 
that comes in from the States, one or two a week, has something for 
Thailand, and the Thai Government clears the ship. I understand 
Thailand usually sends a man down to get clearance through customs. 
As far as clearance through customs, that is done by the Thai Govern- 
ment. You may have something in a crate that will not be opened 
until it gets on the job, but your big stuff that is not susceptible to 
being crated, it is the Thai Highway Department that accepts it here. 

Mr. Meaper. But whether they make a check you don’t know ¢ 

Mr. McF raters. No, sir. 

Mr. Meaper. What does the highway department have to do to see 
that equipment ordered has actually arrived? Do they have any re- 
sponsibility in that regard ? 

Mr. Vawrer. I don’t think they have any direct responsibility. I 
think they can answer that best themselves. 

Mr. Netson. That would not be one of our contractual requirements. 

Mr. Reppan. Do you have in USOM any system of supervision 
over the use of the equipment ? 

Mr. Vawter. Only through periodical inspections, which would de- 
pend on the time we have to spend on the Northeast Highway with our 
limited personnel. It isn’t regular because we have been unable to 
meet any regular schedule. 

Mr. Reppan. Have you ever seen the report of the examination of 
the mission made by the Audit Division of ICA, Washington as of 
May 31,1956? Has anybody seen that report ? 

Mr. McFearers. I have read it. 

Mr. Reppan. Is it available to personnel of USOM ? 

Mr. McF raters. Yes. 

Mr. Reppan. Washington sent a team out here to make an audit, 
and they came up with certain recommendations. What have you 
done to implement those recommendations? You have the report, 
you say ? 

Mr. McFraruers. The report was received by USOM about 6 
months before my arrival. My predecessor replied to Washington 
last December as to the action USOM was taking in regard to that 
report. 

Mr. Harpy. Do you have a copy of that reply ? 

Mr. Reppan. Yes. 

Mr. McFraters. I am not certain, but I believe the mission has 
complied with what I recall are 10 recommendations in that particu- 
lar report. I think the mission has taken whatever action it considers 
appropriate to comply with them. 
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Mr. Reppan. Are you familiar with recommendation No. 3 in that 
report, that USOM should maintain closer and more direct supervi- 
sion Over project progress and equipment utilization ? 

Mr. McFraters I think we do, as controller, and that means we 
should accelerate the end use program. 

Mr. Reppan. Has that been done? 

Mr. McF arers. The value of equipment checked today is certainly 
considerably greater than a year ago, by virtue of the fact we are still 
working. 

Mr. Harpy. Does that mean you accelerated this end use check? 

Mr. McF raters. I don’t know. I will certainly answer your ques- 
tion when I can. 

Mr. Harpy. That didn’t answer the question. You said more of 
them were checked now than a year ago. 

Mr. McF raters. I don’t know what you mean by accelerate. I 
wasn’t here a year ago. 

Mr. Harpy. I know you weren't. 

Mr. McFrarers. On our end use checks the guys are working all 
the time. 

Mr. Harpy. Maybe they were just incapable of acceleration. 
Acceleration means speeding up to me. 

Mr. McF rarers. That is what it means to me. 

Mr. Reppan. I understood Mr. Nelson to say you were depending on 
the Thai Highway Department to make the check. 

Mr. Netson. You misunderstood me. I said the Thai Highway De- 
partment had the obligation. 

Mr. Reppan. I would like to read from the audit report: 

The unsatisfactory conditions generally pertain to the non-utilization of equip- 
ment due to unsuitability, excessive quantities ordered for the requirements of 
the projects and deliveries made long before the equipment was utilized. Periods 
of nonutilization have extended in some instances for more than 3% years. The 
reports also reflect a few instances of misuse, and unauthorized diversions. 

Mr. Nerson. That report would apply mostly to the things bought 
for the Thai Government through their respective ministries. 

Mr. Reppan. I don’t quite understand that. 

Mr. Netson. The bad end use reports I have seen have had to do 
with equipment bought for the Thai Government through their vari- 
ous ministries. 

Mr. Reppan. Do you know if any improper end use has been made 
on the Northeast Highway ? 

Mr. Newson. That is hard to say. We look at the equipment, look 
at how it is being used, whether there is equipment sitting idle that 
could be used elsewhere. We check it that way. 

Mr. Reppan. How often do you do that? 

Mr. Netson. I can’t document it, but I would say there is an inspec- 
tion trip made on an average of once every two weeks. 

Mr. Reppan. Through whose office ? 

Mr. Netson. My office. I am pointing out how we attempt to see 
how the equipment is being utilized. We don’t check every piece of 
equipment. 

Mr. Reppan. How do you determine how it is being utilized ? 

Mr. Nexson. By the inspector’s reports. In many cases there are 
no reports made. It is a routine job. 
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Mr. Harpy. Do any inspector’s reports on use of equipment come 
in your office ? 

Mr. Netson. Yes, we have some reports on file. 

Mr. Harpy. It doesn’t do any good if they are just on file. What 
does anybody do about them ? 

Mr. Netson. What do you mean by reports; which reports? 

Mr. Harpy. I assumed from what you said, reports on the end use of 
equipment. 

Mr. Netson. What I pointed out was that it is a routine job. The 
inspector looks at the progress of the job to satisfy himself things are 
going well, but as to writing a detailed report of what he sees, it 1s not 
done. 

Mr. Harpy. But would his report make any reference to the amount 
of equipment deadlined ? 

Mr. Netson. No. We have never, to the best of my knowledge, 
found any case where Raymond has misused equipment, if we are talk- 
ing about Raymond. 

Mr. Harpy. We are talking about this job. 

Mr. Netson. Whether equipment was idle when it should have been 
used # 

Mr. Harpy. The whole thing boils down to whether or not you know. 

Mr. Newtson. Yes, we know. 

Mr. Harpy. Do you state of your own knowledge that Raymond has 
no‘ misused equipment ? 

Mr. Netson. You ask impossible questions. Do you want me to say 
Raymond has never misused equipment ? 

Mr. Harpy. I thought you said that. 

Mr. Netson. I said to the best of my knowledge. Some may be mis- 
used and we wouldn’t know anything about it. 

Mr. Harpy. You cannot be sure ? 

Mr. Netson. No. 

Mr. Reppan. What reports do you have of that nature? 

Mr. Vawter. I woald tis most of the action is taken on the job 
and would not be reported, but we do have some inspection reports that 
are made of inspections of the job. 

Mr. Reppan. How many do you have of those? 

Mr. Vawter. In the neighborhood of twenty, asI recall. 

Mr. Harpy. Let’s go off the record a minute. 

(Discussion off the record.) 

Mr. Reppan. The information which the committee has been given 
shows that the preliminary estimate for a 200-mile highway was $7.5 
million. 

Does anyone know if that is correct information ? 

Mr. Loren. That is incorrect. 

Mr. Reppan. It is incorrect? 

Mr. Loren. Yes. 

Mr. Reppan. This was submitted to us by the State Department just 
prior to our leaving, and was prepared for them by ICA. It says: 

The subcommittee investigators have shown considerable interest in the rising 
cost estimates. The initial preliminary estimate was $7.5 million for 200 miles 
of road, consisting of two principal parts: a first 100-mile stretch, involving new 
construction through difficult terrain, and a second 100-mile section, largely in- 


volving bridge repair and the rehabilitation of an existing road, and therefore 
being much the less expensive part of the project. This $7.5 million figure was 
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the first quick estimate made in Bangkok, based on such information as was 
available in Thai Government surveys and plans. Before any contracting was 
undertuken, however, an engineering reconna‘ssance survey was made by an 
American firm, and out of this grew a new estimate of $22 million for the 200 
miles. On this basis, it was decided to build only the first 100-mile s‘retch. 
Further upward revisions in design criteria, to meet military requirements, and 
general worldwide construction costs increases, now make it appear that $22 
nillion will be required for the first 100 miles. 

My question is directed to the latter part of this statement. Why 
were not the military requirements put into the first estimate? This 
is primarily a militarv highway, as I understand it. Is there anyone 
here who can give the committee the justification for that increase? 

Mr. Loren. It is my understanding that the big increase was due 
to the additional fills required, the larger quantities of earth to be 
moved. I am not an engineer, but that was the explanation given 
to me when the increase came about. 

Mr. Harpy. Do you mean that after the engineering concern sub- 
mitted its estimate somebody else came in with military specifications 
and raised it? 

Mr. Loren. There are two factors, as I understand it. (1) The 
engineers came out for a short period in the autumn of 1954, in 
August and September. They made a short reconnaissance, and on 
the basis of that estimate they went back to the States and made a re- 
port submitted to ICA in November or December 1954. In that re- 
port they had estimated that the cost would be approximately $22 
million. 

After the engineers got on the job—prior to that there was consulta- 
tion between the Corps of Engineers and the Burean of Public Roads 
and the transportation peop'e in Washington. I did not participate 
in the meetings, but it is my understanding they decided to provide 
for a wider roadway than had been anticipated in the original recon- 
naissance report of the engineers. Then after the engineers came to 
Thailand and went into the detailed engineering for the road there 
has also been an increase, I am informed, in the amount of fill in ex- 
cess of that which it had been estimated would have to be moved in 
the reconnaissance report. 

So there are the two factors, widening of the roadway and refining 
the engineering, which account for the substantial increase. 

Mr. Harpy. There certainly is a big variation, and the exchange of 
telegrams back in January 1954 specifically requested—Mr. Dulles 
himself requested—that there be military justification for it. There 
wouldn’t be much military justification unless you would build a road 
according to military specifications, and now we find it was far off 
from the military specifications. 

Mr. Loren. It is my recollection that the origins] estimate of cost 
from Saraburi to Korat in 1954 was about $14 million. That is the 
section that has actually been built. 

Mr. Reppan. In submitting this program to Washington for inclu- 
sion in the budget you would, I assume, have a rather definite figure 
of cost of construction. Is that correct ? 

Mr. Loren. That is correct. Are you talking about our current 
programs or in 1954? 

Mr. Reppan. I am talking about this project at its inception. 

Mr. Loren. I cannot answer the basis of their estimates in 1954 
because I was then in Washington. 
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Mr. Reppan. Here is what ICA says: 


Because of the urgency attached to this project at that time, the ICA Director 
decided that it would be contracted on a cost-plus-fixed-fee basis, and that the 
engineering which was required for more accurate cost estimates would be under- 
taken concurrent with actual construction. 

It went on tosay: 


Further complications in the handling of this project stem from the fact that 
when it was being started, the United States, on an emergency busis, increased the 
Thai program in midfiseal year 1955 from a former $) million per year technical 
cooperation level, to $46.6 million, including new defense support and direct 
forces support programs which involve many elements new to the Thai Gov- 
ernwent and to USOM/Thailand. 


Mr. Meaper. Is there anyone else here having any connection with 
this road whose connection dates back more than two months? 

Mr. Loren. Not directly. I have been here almost two years, but 
in the Director’s office. 

Mr. McF raters. I have been Controller here only eight months. 

Mr. Netson. I have been familiar with the highway fourteen 
months, but I haven’t been assigned to it until the last two months. 

Mr. Harpy. Does anybody here have any idea why Mr. Stassen 
specified that this contract should not be let on a bid basis, but should 
be a negotiated contract ? 

Mr. Loren. I have no knowledge of the basis for Mr. Stassen’s 
decision. The strong point in the meeting was the urgency of getting 
this job done. 

Mr. Harpy. Do you know if there would be any record of that 
meeting that would shed any light on it ? 

Mr. Loren. There were summary minutes of the meeting put out 
by the secretary, I am sure. 

Mr. Harpy. Mr. Reddan, make a memorandum to inquire if there are 
minutes of that meeting. 

(The following minutes dated August 12, 1954, and an accompany- 
ing, clarifying memorandum of the same date, were subsequently ob- 
tained from International Cooperation Administration, Washington :) 


AveustT 12, 1954. 
Memorandum for Mr. Stassen, 


Sub'ect: Thai highway project. 

After you left the meeting on the Thai highway project it developed that there 
were differences of opinion as to your wishes in the matter. These could not be 
clarified from a reading of the notes taken because certain statements were given 
different interpretations. A clear understanding is necessary for the preparation 
of a cable to USOM. 

Is this understanding the correct one: 

(1) After consultation with the Thais and USOM, there shall be an immedi- 
ate contract with Sverdrup & Parcel of St. Louis, for engineering, supervising, 
and training the Thais. 

Yes. 

(2) Raymond Concrete and coventurers shall be alerted to cooperate and he 
prepared for a construction contract predicated on the preliminary engineering 
— and plans developed by Sverdrup. 

es. 

(3) No contract with Raymond Concrete will be entered into until a check of 
specifications and cost is made with the New York Highway Authority (or 
similar agency. 

Yes. 

a You wish this project to move fast, but not on a crash basis. 

es. 


ALFRED E. Moon, 


Acting Executive Secretary. 
24700—58—>pt. 1——-66 
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MEETING ON THE THAI HIGHWAY PROJECT 


Chart room, executive office building, August 12, 1954, 3:30 p. m. 


PRESENT 

H. E. Stassen Edward P. Herman, DD/S 
D. A. FitzGerald Allan Loren, O/FE 

Adolph Bennett, S/IND Clinton Morrison, O/FE 

D. B. Blake, GC Fred L. Preu, M/CONTR 
Glenn Craig, S/IND Alvin Roseman DD/S 

Paul L. Glasener, S/TRANS George W. Rothschild, GC 
Arthur Grant, S/IND Arthur G. Syran, S/TRANS 


PURPOSE OF THE MEETING 


To discuss contract arrangements necessary for implementation of USOM, 
Bangkok’s, firm request for the Northeast Highway construction. 


CONCLUSIONS 


(1) After consultation with USOM, Bangkok, and with the Thais, we shall 
negotiate an immediate contract for engineering and supervising services and 
for training the Thais in maintenance of the h ghway. This contract will be 
with Sverdrup & Parcel, of St. Louis, if they are willing to undertake it. 

(2) Raymond Concrete Pile Co. and conventures shall be alerted to co- 
operate and prepare for a construction contract predicated on the preliminary 
engineering plans and specifications developed by Sverdrup & Parcel. 

(3) No contract with Raymond Concrete will be entered into until the New 
York Highway Authority, or a similar agency, passes on the reasonableness of 
the Sverdrup & Parcel proposal. 

(4) This project should be expedited but should not be handled on a crash 
basis. 

DISCUSSION 


Mr. Stassen asked for an analysis of the necessity of handling this project 
on a crash basis. 

[The balance of this paragraph has been deleted for security reasons.] 

The second point raised by Mr. Stassen concerned the selection of Morrison 
Knudsen as the engineering and construction contractor. He pointed out that 
some months ago he indicated a desire to give some of our business to other 
competent engineering firms because Morrison Knudsen appeared to be getting 
all the contracts. Mr. Syran said we felt that the cable from USOM, Bangkok, 
almost compelled us to approve Morrison Knudsen. 

Mr. Stassen asked about the Raymond Concrete Pile Co., which is doing some 
dredging work in Thailand. Mr. Craig said they are a good firm and have d’ne 
quite well. Mr. Syran pointed out that they were interested in the roadbuilding 
project only as jount venturers and the Thais have stated their preference for 
a single contractor. 

Mr. Stassen asked if we had had any experience or had made any analysis 
of Sverdrup & Parcel. Mr. Bennett said they are a supervising firm, not con- 
struction contractors. 

Mr. Stassen then suggested that we negotiate a supervising engineering con- 
tract with Sverdrup & Parcel, if they are interest and feel they can do a good 
job of this project, and that we plan to have the Raymond Concrete Pile Co. 
and their coventurers undertake the construction work. The contract with a 
supervising engineer would overcome the Thai objection to the joint-venture sys- 
tem in that they would have but one firm with which to do business. 

Sverdrup & Parcel should also be responsible for training the Thais in main- 
tenance of the highway, an important phase and one the Thais have stressed. 

Mr. Stassen said that if anyone gets unreasonble about these contracts and it 
is not possible to negotiate reasonable contracts, ‘“‘we will back away from it.” 
Mr. Herman pointed out that it would not be possible, under these circumstances, 
to issue a letter of intent to the construction contractor. Mr. Stassen agreed. 
He asked that he be informed of any difficulties that develop in these negotiations. 

As a general principle, said Mr. Stassen, we should try to broaden the base 
by bringing new, competent, qualified firms into our overseas programs. 

The meeting adjourned at 3: 55 p. m. 


Mary Joan Fox, Evrecutive Secretariat. 
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There is no one here who can discuss the original justifications for 
this road ¢ 

Mr. Nauenten. I am not familiar with all the records behind this 
road. 

Mr. Loren. There was an airgram sent by the mission to ICA 
Washington in 1954 that presented the mission’s views on the economic 
justification for the highway. 

Mr. Harpy. Are you suggesting that the broad statements sent in 
by the mission represented all the basic data the mission had to jus- 
tify it from an economic standpoint? I should think you would have 
had more basic data than would be contained in an airgram. 

Mr. Loren. I am not familiar with any economic survey that was 
made of the situation. 

Mr. Harpy. So the determination that it was economically justified 
was based on somebody’s judgment in the office ? 

Mr. Loren. Judgment and consideration of the then mission and 
country team in Thailand. 

Mr. Harpy. It was a matter of judgment, then, determined at top 
level without any specific economic justification ? 

Mr. Loren. Without any specific economic survey made. 

Mr. Jacoss. Excuse me. Do you know what an airgram is? 

Mr. Harpy. I believe I do. I believe we have a copy of it. 

Mr. Meaper. Mr. Chairman, I would like to ask, does the staff have 
a list of the key individuals who were here when the decision was 
made? 

Mr. Loren. The answers to the questionnaire list all the personne! 
from the inception of the highway to the present date, showing the 
dates of their employment. 

Mr. Harpy. I think in view of the fact you people who are here 
actually have a very limited knowledge of the facts, we have covered 
as much as we can with you, so we might as well call in the other 
witnesses. 

(Thereupon, John McGavock, A. E. Fisher, and Michael Miller en- 


tered the hearing room and were duly sworn by the chairman. ) 


TESTIMONY OF JOHN McGAVOCK, PROJECT MANAGER, SVERDRUP 
& PARCEL ENGINEERING CO.; ACCOMPANIED BY A. E. FISHER, 
ASSISTANT PROJECT MANAGER; AND MICHAEL MILLER, AC- 
COUNTANT 


Mr. Harpy. Will you gentlemen give your names and positions. 

Mr. McGavock. John McGavock, project manager, Sverdrup & 
Parcel. 

Mr. Fisuer. A. E. Fisher, assistant project manager. 

Mr. Mitter. Michael Miller, accountant. 

Mr. Reppan. Mr. McGavock, are you an American citizen ? 

Mr. McGavock. I am. 

Mr. Reppan. Where is your residence? 

Mr. McGavock. Cloverport, Ky. 

Mr. Reppan. How long have you been with the firm of Sverdrup 
& Parcel ? 

Mr. McGavock. A little over 11 years. 

Mr. Reppan. How long have you been project manager ? 
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Mr. McGavock. Practically the entire 11 years. 

Mr. Reppan. What are the duties of Sverdrup & Parcel on this 
particular road, Northeast Highway ? 

Mr. McGavock. The duties of Sverdrup & Parcel are the location, 
design, and supervision of construction of the Northeast Highway. 

Mr. Reppan. Does that include an examination or investigation of 
the use of the equipment ? 

Mr. McGavock. No, sir. 

Mr. iizppaAn. Do you know whether that is done by anyone on 
this job? 

Mr. McGavock. I am sure it must be done. 

Mr. Reppan. Do you know? 

Mr. McGavock. No, I do not. 

Mr. Reppan. In any event, your company does not do it? 

Mr. McGavock. We are not required to do it, that is right. 

Mr. Reppan. When did you arrive on this job, Mr. McGavock? 

Mr. McGavock. August 1955, I believe the 8th. 

Mr. Reppan. How many employees do you have ? 

Mr. Harpy. One minute. Were you ever removed as project man- 
age, Mr. McGavock ? 

Mr. McGavock. No, sir. 

Mr. Harpy. Have you served as project manager since the 
beginning. 

Mr. McGavock. On this job, yes, sir. 

Mr. Harpy. Thank you. 

Mr. Reppan. Have you returned to the States since you have been 
on this job? 

Mr. McGavock. For a short business trip January last. 

Mr. Reppan. That is January of 1957? 

Mr. McGavock. That is correct. 

Mr. Reppan. How long were you in the States at that time? 

Mr. McGavock. About 3 weeks, I believe. 

Mr. Reppan. How many employees does Sverdrup and Parcel have 
on this job in Thailand? 

Mr. McGavock. Do you mean the Northeast Highway or total? 

Mr. Reppan. I am talking just about the Northeast Highway. 

Mr. McGavock. We have two jobs. On the 2 jobs combined we 
have 42 American employees and a number of Thailand employees. 
On the Northeast Highway at the moment I think the number is ap- 
proximately 20. 

Mr. Reppan. Are they supervisory personnel ? 

Mr. McGavock. That is correct. 
= Reppan. What are the major categories of engineers on this 
job? 

Mr. McGavock. Civil engineers. 

Mr. Reppan. They are all civil engineers? 

Mr. McGavock. That is correct. 

Mr. Reppan. What has been your rate of turnover of employees? 

Mr. McGavock. Our people sign a contract to stay in Thailand for 
20 months. Of the 42 people that are here, approximately a dozen are 
beyond their contracts. 

Mr. Reppan. On the Northeast Highway I understand you have 20? 

Mr. McGavock. That is right. 
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Mr. Reppan. If you will just confine your testimony to that high- 
way, I will appreciate it. 

Mr. McGavock. I imagine there are eight or nine of those 20 that 
are beyond their contracts. There have been a total of 27 people who 
have gone to the States. Of those, 17 completed their contracts and 
went home and 4 of those have returned under new contracts; four 
are in the employ of our company elsewhere ; and there have been nine 
who did not complete their contracts. Of those nine, five were dis- 
charged ; three resigned ; and one was killed in an auto accident. _ 

Mr. Reppan. Will you give me the names of those who were dis- 
charged or resigned ? 

Mr. McGavock. Discharged, Gilmore. 

Mr. Reppan. Do you know his first name? 

Mr. McGavock. Leonard. Floyd Hovis; Stephen Gulledge; and 
Richard Ransom, Is that four? 

Mr. Reppan. That is four. 

Mr. McGavock. The three that resigned were George White; Neal 
FitzSimons; and Charles Hunter. 

Mr. Reppan. Can you tell me why any of those men resigned ? 

Mr. McGavocr. Why they resigned ? 

Mr. Reppan. Yes, sir. 

Mr. McGavock. Mr. White resigned, at least according to the state- 
ment he gave us when he left, because he did not concur in the work 
that was being done. I have his statement here. Actually, there are 
about three of those here of why White resigned, all contradictory. 

Mr. Harpy. Are they signed statements? 

Mr. McGavock. Yes. 

Mr. Harpy. The committee would like to have photostats of them 
or the originals. 

Mr. McGavock. I will be glad for you to have them, sir. 

Here he says, “The following Sunday, September 23, my pain was 
worse.” He was injured onthe job. “I wrote to the project manager, 
McGavock, requesting my return to the United States for medical 
treatment.” 

Mr. Harpy. What are you reading, Mr. McGavock? 

Mr. McGavock. This is a statement made by Mr. White. Mr. 
White was struck by a bulldozer on the job, and since his return 
to the United States he has filed suit under the Workmen’s Compensa- 
tion Act, and this is a statement of his in connection with his claim 
for injuries. 

Mr. Harpy. Who did he send this statement to ? 

Mr. McGavock. To our St. Louis office. 

Mr. Reppan. Are these the letters of resignation ? 

Mr. McGavock. I am trying to find the letters of resignation. 

Mr. Harpy. I think that is what we would be interested in at the 
moment, why he resigned. 

Mr. Reppan. We will goon while you are looking for them. 

The next one who resigned was Neal FitzSimons. Why did he 
resign ? 

Mr. McGavock. I don’t recall the reasons given. We have his letter 
of resignation in the file at the office. We don’t have it here. 

Mr. Reppan. Why did you have Mr. White’s file and not his? 
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Mr. McGavock. Because I had been led to believe Mr. White had 
appeared before your committee and I thought there might be ques- 
tions concerning Mr. White. 

Mr. Harpy. Where did you get that information ? 

Mr. McGavock. From a report received from our St. Louis office 
quoting from the Congressional Record that Mr. White had testified. 

Mr. Harpy. Did you get that in writing? 

Mr. McGavock. I believe so. 

Mr. Harpy. I don’t recall that it ever appeared in the Congressional 
Record. 

Mr. McGavock. I do not have a copy of the Congressional Record, 
only a letter from our St. Louis office. 

Mr. Harpy. Do you have that ? 

Mr. McGavock. Yes. 

Mr. Harpy. I would like to have it. 

Mr. Reppan. Could you send to your office and get that now, 
Mr. McGavock ? 

Mr. McGavock. I don’t believe it gave me information as to his testi- 
mony but just the fact he appeared before your committee. 

Mr. Reppan . What is your salary, Mr. McGavock ? 

Mr. McGavock. My este salary is $1200 per month. To that is 
added 25 percent or $300 for overseas. 

Mr. Reppan. Are you married ? 

Mr. McGavock. Iam. 

Mr. Reppan. Any children? 

Mr. McGavock. Nominor children. 

Mr. Reppan. Any dependents? 

Mr. McGavock. No dependents. 

Mr. Reppan. Do you have any other source of income? 

Mr. McGavock. No other source. 

Mr. Harpy. Off the record. 

( Discussion off the record. ) 

Mr. Reppan. Mr. McGavock, did you, in your official capacity, have 
anything to do with the supplying of food to the road camp? 

Mr. McGavock. To our team, yes. 

Mr. Reppan. What do you do in that connection ? 

Mr. McGavock. Personally ? 

Mr. Reppan. Yes. 

Mr. McGavock. Nothing personally. It is done by people under my 
control. 

Mr. Reppan. Is the food for this job purchased separately for the 
engineers ? 

Mr. McGavock. Yes. 

Mr. Reppan. Does Sverdrup and Parcel do their own purchasing? 

Mr. McGavock. Yes. 

Mr. Reppan. Where is your food storage ? 

Mr. McGavock. Most of it is stored on the job. We have a small 
storage at our office in a small building back of the office, perhaps 
$1,000 worth. 

Mr. Reppan. How large a building? 

Mr. McGavock. A small building about the size of this room. 

Mr. Reppan. About $1,000 of food is stored there ? 
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Mr. McGavock. Staples. 

Mr. Reppan. And you also have some warehoused on the job? 

Mr. McGavock. Not warehoused, just stored in a room in connec- 
tion with the kitchen. 

Mr. Reppan. How many survey people are employed on this job? 

Mr. McGavock. On Northeast Highway ? 

Mr. Reppan. Yes. 

Mr. McGavock. Four. 

Mr. Reppan. Have they ever been sent elsewhere for survey work 
other than on that highway project ? 

Mr. McGavock. They move back and forth between the two projects 
at times, but they have never worked on others. 

Mr. Reppan. What responsibility does Sverdrup and Parcel have 
for supervising a machinery maintenance program on this job? 

Mr. McGavock. You mean machinery of our own ? 

Mr. Reppan. No, of the contractor. 

Mr. McGavock. None. 

Mr. Reppan. None whatever ? 

Mr. McGavock. That is right. 

Mr. Reppan. Do you keep any record of equipment on the job? 

Mr. McGavock. Contractor’s equipment ? 

Mr. Reppan. Yes. 

Mr. McGavock. No. 


Mr. Reppan. Do you keep any record on the use of the equipment? 
Mr. McGavocr. No. 


Mr. Reppan. Do you keep any official records of the work done by 
the contractor ? 

Mr. McGavock. We do. 

Mr. Reppan. What kind of records do you keep ? 

Mr. McGavock. We make a monthly report of the quantity of work 
performed by the contractor. 

Mr. Reppan. What form does that report take? 

Mr. McGavock. It takes the form of a sheet that shows the amount 
of work done this month, the amount of work done the previous month, 
and a copy is furnished to USOM and to the Thai Government. 

Mr. Harpy. Do you keep a record of the equipment on the job? 

Mr. McGavock. Of the contractor’s equipment, no. 

Mr. Reppan. How do you obtain the data for the report ? 

Mr. McGavock. By accepted engineering work, cross sections, linear 
measurements, and various surfacing materials by cubic measurements, 

Mr. Reppan. Does the contractor submit to you any of the informa- 
tion that is contained in that report ? 

Mr. McGavock. He does not. 

Mr. Reppan. Do you rely in any respect on the contractor’s figures? 

Mr. McGavock. No. 

Mr. Reppan. Who does that work for you? 

Mr. McGavock. It is under Mr. Fisher’s supervision, and I think 
two men, Mr. McBride and Mr. Day, do the bulk of the work. Is that 
right ? 

Mr. Fisuer. Various people are doing it now. Then the survey 
men do the measurements. 

Mr. Reppan. How long have you been doing that ? 

Mr. MoGavock. Since the beginning of the work. 
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Mr. Reppan. Do you know who Raymond’s engineer is on this 
project ? 

Mr. McGavocxk. Mr. Hawkins, I believe, has that title. 

Mr. Reppan. Do you know what his duties are? 

Mr. McGavock. Not exactly. 

Mr. Reppan. Does he keep progress records? 

Mr. McGavock. I am not sure what records he keeps. 

Mr. Reppan. Do you know if he has had any training as a civil 
engineer ¢ 

Mr. McGavock. I am not familiar with that. 

Mr. Reppan. Do you know what he did before he came on this 
job? 

Mr. McGavock. No, I don’t. 

Mr. Reppan. Did he ever tell you he was a Suez Canal pilot for 30 
years? 

Mr. McGavock. No. 

Mr. Reppan. He never told you that? 

Mr. McGavock. No, sir. 

Here is Mr. White’s letter of resignation. 

Mr. Harpy. Read it into the record. 

Mr. Reppan. It is dated September 26, 1956, to Mr. McGavock: 

Circumstances in the management of the Thailand project have made it such 
I find it impossible to properly carry out the duties for which I was hired in 
St. Louis. We have discussed this several times. I would therefore like to 
request the termination of the contract as soon as convenient to you and my 
transportation back to New York. 

What were the circumstances discussed with you ? 

Mr. Meaper. First of all, what was Mr. White’s position ? 

Mr. McGavock. He was in a position we called construction engi- 
neer. We have a project engineer, a project manager, and a con- 
struction engineer. 

Mr. Reppan. He was third in line? 

Mr. McGavock. That is right. 

Mr. White complained at one time or another of all work done on 
the job by the engineer and the contractor. At times he was also 
complimentary of some of the same work. So to pinpoint to you what 
he referred to in that letter, I cannot. 

Mr. Reppan. You mean when you got this letter you didn’t know 
what he was referring to when he said “Circumstances in the manage- 
ment of the Thailand project have made it such I find it impossible 
te properly carry out the duties for which I was hired in St. Louis.” 
He says he had discussed it with you. What were those circumstances? 

Mr. McGavock. I don’t know. 

Mr. Meaper. What were his duties? 

Mr. McGavock. He was the construction engineer. You might 
liken it to an inspector on the job. The job is divided into location, 
design, and construction inspector. He was construction inspector 
and had men working under his direction. 

Mr. Meaper. His job was to find things that were wrong ? 

Mr. McGavock. That is right. 


Mr. Meaper. What were some of these specific things he complained 
about ? 
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Mr. McGavock. One was the contractor’s placement of base rock. 
On certain days he was critical of this operation and on other days 
he said he was satisfied. 

Mr. Reppan. Being critical of the contractor’s work was his job? 

Mr. McGavock. That is right. 

Mr. Reppan. What is he talking about when he says it was impos- 
sible for him to carry out his duties? He says he had several discus- 
sions with you about that. What was he talking about? 

Mr. McGavock. I am afraid I can’t help you there. 

Mr. Reppan. Remember you are under oath. What are the cir- 
cumstances which prevented Mr, White from carrying out his duties? 

Mr. McGavock. I know of no circumstances that prevented him 
from carrying out his duties. 

Mr. Reppan. What did he think were the circumstances which 
prevented him from carrying out his duties? 

Mr. Harpy. What did he tell you were the circumstances? You 
didn’t take issue with that statement? 

Mr. McGavock. No, I didn’t take issue with that statement. It 
was handed to me a few hours before his departure. I know of no 
circumstances that existed on that job that would have prevented 
Mr. White from carrying out his assigned duties. 

Mr. Harpy. Did Mr. White ever call to your attention or to the 
contractor’s attention that he, the contractor, was using two pieces of 
smaller size pipe rather than one piece of larger size pipe which was 
more expensive, and you permitted the contractor to go ahead with it ? 

Mr. McGavock. There was a lot of that done. When this job was 
started there was just one size available, 60 centimeter pipe forms. 
So we used two 60 centimeter pipes instead of one of one meter. 
That was done with my consent, yes, sir. 

Mr. Harpy. It is your testimony that the proper size was not 
available and could not be made because you didn’t have the form? 

Mr. McGavock. At a certain period in the job, yes. That situation 
has since been rectified. I thought it was better to have two 60 centi- 
meter pipes, which is equivalent to one meter. 

Mr. Reppan. Let me see if it would help you if I suggest that one 
of the things Mr. White was complaining about was you would not 
let him have anything to do with testing the asphalt mix? 

Mr. McGavock. There is a letter in that file that explains that. It 
is rather lengthy. Would you permit me to read it? 

Mr. Reppan. I would prefer getting your testimony. 

Let me ask, is it the duty of the engineer to test the asphalt mix? 

Mr. McGavock. It is. 

Mr. Reppan. Did you test the asphalt mix ? 

Mr. McGavock. We did. 

Mr. Reppan. Where? 

Mr. McGavock. On the job. 

Mr. Reppan. Who did it ? 

Mr. McGavock. Our soil engineer. 

Mr. Reppan. Who was he? 

Mr. McGavock. Mr. Bridges. 

Mr. Reppan. Wasn’t it Mr. White’s duty to do that ? 

Mr. McGavock. No, sir. 

Mr. Harpy. Was Mr. White Mr. Bridges’ supervisor ? 
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Mr. McGavock. No, sir; he was not. 

Mr. Reppan. Who did you say made the check ? 

Mr. McGavock. Mr. Bridges. 

Mr. Reppan. Was that part of his duties? 

Mr. McGavock. Yes. 

Mr. Reppan. Did Mr. Bridges run the plant ? 

Mr. McGavock. No. That was the contractor’s duty. 

Mr. Reppan. Who ran the plant ? 

Mr. McGavock. Some of Raymond’s people. 

Mr. Reppan. Who particularly ? 

Mr. McGavock. I don’t remember his name. 

Mr. Fisurr. Young and Rowe. 

Mr. Reppan. Was Mr. Young related in any way to Mr. Kopp? 

Mr. Fisuer. I don’t know. 

Mr. Meapver. Was it Mr. White’s duty to check and see if the right 
asphalt mix was being used ? 

Mr. McGavock. Once the material was mixed and delivered to the 
road, it would have been Mr. White’s duty to see that it was properly 
placed, but quality would have been under the materials people. 

Is that right ? 

Mr. Fisuer. Yes. 

Mr. Reppan. What was the objection to letting Mr. White examine 
the asphalt mix ? 

Mr. McGavock. There was none so far as I know. 

Mr. Reppan. You didn’t deny him that right ? 

Mr. McGavock. No. 

May I explain the circumstances ? 

Mr. Reppan. Go ahead. 

Mr. McGavock. The asphalt plant was assembled by the Raymond 
Co. in April and May 1956. The aggregate materials for this 
plant 

Mr. Brownson. What kind of plant were they using ? 

Mr. McGavock. These materials were accumulated about the time 
the plant was assembled, but there was some delay in arrival of the 
asphalt and it did not arrive until in June. At the same time, the 
monsoon season had started. Asphalt is not a critical part of the job, 
and it is not good practice to place asphalt during rainy weather. 
The contractor made the decision he would not place asphalt until 
the beginning of the dry season. Actually, I don’t think asphalt was 
placed until in November, considerably after Mr. White’s time. 

Our people were working toward a mix design in our laboratory. 
The contractor had the plant set up. It had not been completely 
assembled. It had not been test run or anything else. The contractor 
asked that our people not come to the plant until such time as he had 
the plant ready to operate, that he would announce the time the plant 
was ready for operation and at that time the complete technical con- 
trol of the plant would be turned over to our people and various sam- 
ples and tests would be run until our people were thoroughly satisfied 
with the mix. 

That was carried out exactly. The main purpose of the contractor 
in asking that they not sample this material at that time was that the 
material that was being delivered was saturated, and the samples they 
were getting were not representative of the samples when the plant 
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was operating. Actually, there was a certain pressure on the part of 
our people to run the tests. They were three or four months ahead 
of the construction operation. But the asphalt plant was not being 
operated and there was no need to operate it at that time. 

Mr. Reppan. In a letter which Mr. White sent to Mr. Smith he 
states that “the engineers on the job were not permitted, on orders of 
McGavock, to as much as enter the area where the batch plant was 
located.” 

Mr. McGavock. That is entirely incorrect. My reply to that letter 
is in your hands. 

Mr. Reppan. You say that is a false statement ? 

Mr. McGavock. That is right. 

Mr. Reppan. Is it due to any misunderstanding, do you think ? 

Mr. McGavock. Conceivably, because our people did obtain samples 
for testing. They obtained samples over quite a period of time. But 
the contractor instructed his foreman at one time that they should not 
have samples from this bin where he had stored a small quantity of 
material that was not completely and properly processed. I believe 
the foreman misunderstood those orders and for one day barred our 
people from the plant site. 

r. Reppan. It all happened on one day ? 

Mr. McGavock. Yes, and that was corrected, an apology was made, 
and the situation was rectified. 

Mr. Reppan. Did the same situation occur with Mr. Fitzsimons? 

Mr. McGavock. I believe it did occur with Mr. Fitzsimons. 

Mr. Reppan. How many times did it occur? 

Mr. McGavock. As far as I know it happened on one day. 

Mr. Reppan. Did it occur with Mr. Fitzsimons the same day it 
occurred with Mr, White? 

Mr. McGavock. I didn’t know it occurred with Mr. White. Will 
you read that again? 

Mr. Reppan. He said: 

The engineers on the job were not permitted, on orders of McGavock, to as 
much as enter the area where the batch plant was located. 

Mr. McGavock. I think he is referring to Mr. Fitzsimons. 

Mr. Reppan. What makes you think that ? 

Mr. McGavock. That is the impression I have. 

Mr. Reppan. Where did you get that impression ? 

Mr. McGavock. Because I think that occurred with Mr. Fitzsimons. 

Mr. Reppan. Then you mean it isa false statement ? 

Mr. McGavock. May I have the statement to look at? 

Mr. Reppan (reading) : 

An example of this is the fact that the engineers on the job were not per- 
mitted, on orders of McGavock, to as much as enter the area where the batch 
plant was located. 

Mr. McGavock. They were denied entrance one day by Raymond’s 
orders. 

Mr. Harpy. And you did not issue that order ? 

Mr. McGavock. That is correct. 

Mr. Reppan. Why did Mr. Fitzsimons resign ¢ 

Mr. McGavock. I don’t know. 

Mr. Reppan. Do you have a copy of his letter of resignation ? 

Mr. Mitirr. I think it was just a simple resignation. 
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Mr. Reppan. Did Mr. Fitzsimons submit a letter of resignation 
prior to that simple resignation ¢ 

Mr. McGavock. Not to my knowledge. 

Mr. Reppan. Did he submit it to you personally ? 

Mr. McGavock. No, sir. 

Mr. Harpy. I think we will have testimony that is in conflict with 
that, so I wish you would think about it a little. 

Mr. McGavock. May I examine the file, because if there was any 
other letter, I think it would be in this file. 

Mr. Harpy. By all means. Let me ask you a specific question. Did 
Mr. Fitzsimons submit to you in writing his resignation accompanied 
by a list of alleged deviations in connection with this contract ? 

Mr. McGavock. No, sir. I don’t remember any such correspond- 
ence. That conceivably may have come to Mr. Fisher. 

Mr. Harpy. It was allegedly presented to you. 

Mr. McGavock. I know Mr. Fitzsimons discussed it with me, but 
a letter, no. 

Mr. Harpy. Did you refuse to accept Mr. Fitzsimons’ letter of 
resignation ? 

Mr. McGavock. No, sir. 

Mr. Reppan. Who wrote that letter of resignation of Mr. Fitz- 
simons’ that you have in the file? 

Mr. McGavock. I think it was typed in our Bangkok office. 

Mr. Reppan. Who typed it? 

Mr. McGavock. Probably my wife. 

Mr. Reppan. Who dictated it? 

Mr. McGavock. I presume Mr. Fitzsimons. 

Mr. I{arpy. Are you sure you didn’t dictate it? 

Mr. McGavock. Yes, sir. 

Mr. Reppan. Why do you presume Mr. Fitzsimons dictated it ? 

Mr. McGavock. There are no stenographic facilities at the camp. 
I heard over our radio that Mr. Fitzsimons desired to resign. He 
came into the Bangkok office and I asked for a letter of resignation 
in order to make the thing formal. 

Mr. Reppan. Is that the first thing you asked him for, a letter of 
resignation ? 

Mr. McGavock. Sir, you are asking me about something I frankly 
don’t remember all the details. 

Mr. Reppan. I will see if I can refresh your recollection. Did you 
offer him more money to stay ¢ 

Mr. McGavock. No, sir. 

Mr. Reppan. You deny that? 

Mr. McGavock. Yes, sir. I don’t recall offering him more money. 
To be frank, I was happy to see him leave because, while we was 
technically well trained, he had very little practical ability. 

Mr. Reppan. Was Mr. White well trained ? 

Mr. McGavock. Mr. White had a good practical background and 
presumably could have done a good job in his assignment. 

Incidentally, in that file you hold in your hand I believe you will 
find a letter from Mr. White reapplying to come back to Thailand. 

Mr. Harpy. If so, I would like to have a copy for committee use. 

Any further questions, Mr. Reddan ? 

Mr. Reppan. No. 
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Mr. Harpy. Any questions by members of the committee? 

Mr. Brownson. What action did you take on Mr. White’s letter 
asking to return to Bangkok ? 

Mr. McGavock. That letter was to our St. Louis office. I took no 
action. I think they told him the position had been filled, which was 
correct. 


Mr. Harpy. Do you know how long ago it was Mr. White applied 
to return to the job? 


Mr. McGavock. No. I think the letter is in there. I think there 
is a Thermofax copy. 

Mr. Reppan. Do you have the file of Mr. Hunter there? 

Mr. McGavock. Yes. 

Mr. Reppan. Why did Mr. Hunter resign ? 

Mr. McGavock. Here isa copy of his resignation: 

I hereby tender my resignation from your organization effective November 
27, 1955. It is my desire to return to the United States. 

Mr. Reppan. By a strange coincidence, Mr. Hunter and Mr. Fitz- 
Simons dictated almost identical letters. 

Mr. McGavock. Those letters were both dictated in our Bangkok 
office. I don’t think either man intended to submit a formal resigna- 
tion. 

Mr. Reppan. I will read Mr. FitzSimon’s resignation: “I wish to re- 
sign from your organization effective as of this ‘date. It is my desire 
to return to the States.” 

Did Mr. Hunter dictate his letter of resignation ? 

Mr. McGavock. I don’t know if he dictated it or if it was a simple 
letter of resignation written in his behalf. Iam not sure. 

Mr. Reppan. Did you suggest to Ry | in your office that they 
write it? 

Mr. McGavock. I am pretty sure I suggested that he write a letter 
of resignation and offered the services of someone in our office to assist. 

Mr. Meaper. Mr. McGavock, were any deficiencies on the part of the 
contractor called to your attention by your subordinates on which you 
requested the contractor to take corrective action ? 

Mr. McGavock. Yes, sir. 

Mr. Meaper. Will you mention some of them ? 

Mr. McGavock. They are so legion, sir, I will have to think. 

Mr. Meaper. Start out with the most glaring one that you remember. 

Mr. McGavock. Well, we have required the contractor to increase 
his effort on his embankment placement, which resulted in the con- 
tractor bringing in additional rollers. That was one of the things 
that occurred fairly early in the construction of the roe 

We required the contractor to control the mix of his concrete more 
carefully than he was inclined to. 

We required additional base courses at one place or another. 

The number of instances are legion. They are all, however, in 
keeping with normal highway construction. There were many, many 
instances of our requiring the contractor to remove unsuitable fill ma- 
terial so that stability could be obtained. 

Mr. Harpy. Mr. McGavock, do you have responsibility with respect 
to the equipment procurement for this job? 

Mr. eee No, sir. 

Mr. Harpy. No responsibility at all? 
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Mr. McGavock. No, sir. 

Mr. Harpy. Did you have any responsibility for the types of equip- 
ment authorized ? 

Mr. McGavock. The equipment, as I understand it, was bought 
by the Raymond Concrete Pile Co. and was shipped here. 

Mr. Harpy. Any further questions ? 

Mr. Reppan. Was it ever brought to your attention that the grade 
was being put in by eye? Did Mr. White ever tell you that it was 
being done by eye? 

Mr. McGavock. May I ask Mr. Fisher? 

Mr. Reppan. No, did he tell you? 

Mr. McGavock. No. 

Mr. Reppan. I will ask Mr. Fisher. Was it ever brought to your 
attention that the grade was being put in by eye ? 

Mr. Fisuer. I don’t recall such a statement. 

Mr. Reppan. At any time was the grade being put in by eye? 

Mr. Fisuer. No, except between stakes for very limited sections. 

Mr. Harpy. Do you know of any substantial repaving that had 
to be done after it had originally been put in between stakes ¢ 

Mr. Fisuer. No. 

Mr. Brownson. There is a letter in your files from George A. White 
to Col. Glen Webster, retired. In that letter it says: 

I finally had a letter from Wood Smith in St. Louis. From the tone of his 
letter, I guess that I made a mistake in coming home as I did. He said in 
his letter that they (S. & P.) felt that they were well aware of what was 
happening in Thailand and that General Sverdrup was planning a trip to 
Thailand the latter part of this month and would investigate some things that 
I had related to him in the one and only letter that I have writen to him. 
I was really quite surprised at the briefness and curtness of his letter. I had 
written what I thought was a nice letter to him, explaining why it was impos- 
sible for me to do the job for which I was hired and therefore decided that 
it was best for all concerned if I returned to the United States. I did not 
go into any great detail in my letter to him, just more or less touched the 
high spots of the interference from McGavock. I at least expected a decent 
sort of reply from him and not just a “brush off” letter, as I took his reply 
to be. I gathered from the letter that they were all well satisfied with the 
job that McGavock is doing. 

Did you get any communication from Wood Smith after you got 
this letter? That letter was dated October 24, 1956. 

Mr. McGavock. You have my file. That came from Mr. Webster, 
an employee here. 

Mr. Brownson. I wondered if you had any communication from 
your St. Louis office as a result of that? 

Mr. McGavock. There is a long letter in that file about the asphalt 
plant. 

Mr. Brownson. Is that the basic thing that was discussed ? 

Mr. McGavock. I don’t recall. I believe there is a letter in there. 

Mr. Brownson. I don’t find it. 

Mr. Meaper. When complaints of deviations on the part of the con- 
tractor from terms of the contract were presented to you, did you write 
a letter to the contractor ¢ 

Mr. McGavock. Most of the time it was handled verbally on the job. 

Mr. Meaper. So there would be no written record of instances of 
deviation brought to your attention by your employees? 
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Mr. McGavock. We have inspectors, and when they see things that 
are incorrect or that can be improved, they attempt to work it out with 
the foreman. If they are unable to work it out, it is taken up with the 
construction engineer, and finally with the project engimeer, and 
only those things that are not resolved at these lower levels by discus- 
sions are brought to me, and that is usually worked out with Mr. Kopp. 

Mr. Mraper. As far as you know, you have nothing in writing indi- 
cating deficiencies called to your attention and the action you took in 
respect to them ? 

Mr. McGavock. As far as I know there is nothing. 

Mr. Mraper. Yet you told me a few moments ago that there are 
many examples. ; 

Mr. McGavock. There are many examples of corrective action we 
took with the contractor, but our relations with the contractor have 
been such we have been able to resolve these things without the formal- 
ity of letters. 

“Mr. Harpy. What have been your relations with Mr. Kopp? 

Mr. McGavock. Personally ? 

Mr. Harpy. Yes. 

Mr. McGavock. I met him when I first came here in August 1955. 
He has been in charge of the contractor and I have been in charge of 
the engineers. 

Mr. Harpy. Have you had social contacts ? 

Mr. McGavock. We have had virtually no social contacts. 

Mr. Meaper. What records are kept of the supplies you use for 
your own personnel ? 

Mr. McGavock. You mean the food supplies? 

Mr. Meaper. Yes. 

Mr. McGavock. The food is purchased by our steward based on 
requisitions. 

Mr. Meaver. Who is in charge of that? 

Mr. McGavock. At the present time, Mr. Turner. He buys in the 
local market in Bangkok and also from the Navy Exchange. It is 
normal to ship supplies once a week to each camp. 

Mr. Meaper. What things other than food are purchased for your 
personnel ? 

Mr. McGavock. Such supplies as paper, soap, 

Mr. Meaper. Electrical appliances? 

Mr. McGavock. There have been some fans. They are placed in 
the kitchens and dining rooms. Fans are not furnished to the 
individuals. 

Mr. Mraper. You have complete records of those purchases? 

Mr. McGavock. You mean as to equipment items? That is right. 

Mr. Mraper. And also on food purchases. 

Mr. McGavock. Yes, although those records each month are de- 
livered to the Thai Government as a part of our accounting for 
monthly expenditures. : 

Mr. Mraper. Who, if anyone, audits those expenditures? 

Mr. McGavock. They are audited periodically by the USOM Con- 
troller’s office, 

Mr. Harpy. Mr. Controller, how long has it been since you have 
made an audit of those records? 


Mr. McFrarers. There has been none made since T have been here. 
Mr. Mitter. August 1956. 
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Mr. Harpy. Then for more than a year there has been no audit. 
Is it usual to wait that long? 

Mr. McF raters. What ICA says is that contracts like this should 
be audited once a year, and generally what we try to do is to dovetail 
that with the ICA’s purchases. The Controller’s office in ae 
ton makes an audit when they can get around to it. We make it wit 
respect to local currency only. 

oe Harpy. So if there are no dollar expenditures involved in 
this—— 

Mr. McGavock. The method of handling the commissary purchases 
is in dollars but they are made by purchasing bahts with dollars. 

Mr. Harpy. Who audits those accounts? 

Mr. McGavock. The Thai Highway Department. 

Mr. Harpy. So the United States taxpayers are paying the bill, 
but they don’t have any look-see at all, is that correct? 

Mr. McGavock. Are you asking me that? 

Mr. Harpy. Do you know? 

Mr. McGavock. The baht accounts are submitted monthly to the 
Thai highway department, audited by the Thai highway department, 
reimbursement is made, and once since we have been here those ac- 
counts have been audited by USOM. 

Mr. Harpy. That ison your local currency ? 

Mr. McGavock. That is right. The dollar purchases in the com- 
missary, we take dollars and buy bahts and then we account to the 
Thai Government in terms of dollars. 

Mr. Harpy. So that the whole amount that goes to the commissary, 
whether in dollars or local currency, is subject to audit by the mission. 
Is that correct ? 

Mr. McF raters. I presume it would be. It hasn’t been audited since 
I have been here. 

Mr. Harpy. Let me suggest that you not put it off much longer, 
because I would like to know what the score is. 

Mr. McFrarters. I think on that score your suggestion will be 
respected. 

Mr. Harpy. If you like, I will ask Mr. Smith to order an audit. 

Mr. McF raters. At the moment we have just completed an end 
use investigation of Raymond and that would probably be the next 
thing we would swing into. 

Mr. Harpy. I hope it won’t be too long. 

Mr. McF raters. Maybe ina month. 

Mr. Mrapver. Are audits also made by your United States office ? 

Mr. McGavock. On food supplies, no. On equipment they do. 

Mr. Meaper. Who makes those audits? 

Mr. McGavock. The vouchers for those are prepared in St. Louis 
where the purchases are made. The vouchers are delivered to the 
Thai Government, who checks and approves those invoices. The 
are then returned to ICA Washington and payment is made through 
ICA Washington. Iam sure they check them. 

Mr. Meaper. Anyway, any dollar purchases are not audited by any- 
one in Thailand ? 

Mr. McGavock. No. The dollar purchases are presented for pay- 
ment to [CA Washington. 

Mr. Harpy. Thank you very much, gentlemen. That will be all for 
now. We may ask you for some documentary submissions. 

(Thereupon, at 5: 45 p. m., the hearing was adjourned.) 
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(Part [1—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


SUNDAY, NOVEMBER 24, 1957 


Hovusr or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Sikiu, Thailand. 

The subcommittee met at 1:15 p. m. in the office at the Sikiu Con- 
struction Camp of Raymond Construction Co., Hon. Porter Hardy, 
Jr. (subcommittee chairman) presiding. 

Members present: Representatives Porter Hardy, Jr., Charles B. 
Brownson, and Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan chief counsel ; Wal- 
ton Woods, investigator; and Phyllis M. Seymour, clerk. 

American Embassy, Bangkok official present: George R. Jacobs, 
First Secretary. 

Escort officer: C. Hoyt Price, State Department. 


TESTIMONY OF JOHN McGAVOCK, PROJECT MANAGER, SVERDRUP 
& PARCEL ENGINEERING CoO. 


Mr. Harpy. Let the subcommittee come to order, and let the record 
show the presence of Mr. Brownson, Mr. Knox, and myself, constitut- 
ing a quorum under the rules of the committee. 

Mr. McGavock, you have already been sworn. There are a few 
things that I think you probably could help us with by giving addi- 
tional light on some of the matters we had under discussion yesterday. 

On the question of deficiencies that were called to the attention of 
the contractor, it is my recollection that you testified that you did not 
keep any records. Is that correct? 

Mr. MoGavock. The question that was asked me, as I recall it, was 
whether we wrote letters to the contractor pointing out his deficiencies. 
The actual thing that is done is this. The key people in our several 
departments—we have one on earth work, one on paving, and so on, 
keeping a day by day record of the progress of the work, corrective 
action, and soon. From time to time these things are discussed with 
the various people on the contractor’s staff for corrective action. We 
also write letters to the contractor asking that he remove a soft spot 
here, add extra gravel here, and soon. But as far as critical letters to 
the contractor, we try to approach it from a constructive standpoint, 
that is, request work to be done that we would consider an amplification 
of the contract specifications. We have tried to refrain from writ- 
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ing letters to the contractor critical of his work, because those letters 
would go to the Thai highway department, but there are numerous 
letters in our file—and I am sure the originals are in the contractor’s 
file—where we have asked for additional work or corrective action. 

Mr. Harpy. Let us suppose—I am not saying this did happen— 
but let us say there was an area where the fill was not properly com- 
pacted. What did you do about it? 

Mr. McGavock. I can cite a specific example. There was an area 
at about kilometer 29 where there was soft material in the fill. The 
foreman was reluctant to remove it, so it resulted in our writing a 
letter to the Raymond Construction Co. requesting that it be removed 
before the next operation proceeded over the area. That was a letter 
written not by me but by our project engineer to their superintendent 
here. 

Mr. Harpy. Suppose there had been no disagreement on the part of 
the contractor, what record would there be that you had found the 
condition and asked that it be corrected ? 

Mr. McGavock. That appears in the construction inspector’s day 
by day diary. 

Mr. Harpy. What happens to those diaries? 

Mr. McGavock. They are in our office. 

Mr. Harpy. Normally would the inspector who found the deficiency 
take it up with the contractor’s superintendent himself ? 

Mr. McGavock. There is a chief inspector on that operation. The 
inspector would take it up with his chief, who would take it up with 
the contractor’s superintendent or assistant superintendent. 

Mr. Harpy. And if the correction was made, the only record would 
be in the diary ? 

Mr. McGavock. Of the construction inspector, yes. 

Mr. Harpy. I think we should have those diaries covering the peri- 
od from June 1 to December 31, 1956. If you will turn them over to 
us we will return them to you after we have gotten out of them such 
information as we need. I think we should have them of all the inspec- 
tors on the job during that period that had responsibility. 

Mr. McGavock. It is only the chief inspector that keeps those 
diaries. 

Mr. Harpy. Are you sure? 

Mr. McGavock. I will check into that. 

Mr. Harpy. It is my understanding that in this situation inspectors 
usually keep individual diaries. 

Mr. McGavock. I will give you the complete records. Between 
what dates? 

Mr. Harpy. June 1 to December 31, 1956. 

Any questions on this point? 

Mr. Brownson. No questions. 

Mr. Reppan. One question. Are reports of these deficiencies sent 
in to your home office ? 

Mr. McGavock. No, sir. The letters that are written in the field are 
not sent to the home office. 

Mr. Harpy. I think the diaries would cover the subject, wouldn’t 
they ? 

Mr. McGavock. I think so. 
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Mr. Harpy. I would like to keep it as simple as we can. Later on 
if we should feel a need for the correspondence we will ask for it 
later. 

Mr. McGavock. O. K. 4 : 

Mr. Harpy. I would like to ask about the design of this road. 
Actually, the construction was begun at the same time as the engineer- 
ing work ? 

Mr. McGavock. Pretty much, sir. : 

Mr. Harpy. Did you contemplate any design work as well as super- 
vision of construction ¢ 

Mr. McGavock. Yes. 

Mr. Harpy. Is there an unusually rigid specification for this road? 
It is being built to unusually high standards ‘ 

Mr. McGavock. No. It is being built to about the normal standard 
of highways in the States. There were certain discussions in the early 
phases because our contract was not clear as to the wheel loading that 
would be required. Originally the way the specifications were written 
it could be interpreted as 12,000 to 16,000 wheel loading. 

Mr. Reppan. Who wrote the specifications ? 

Mr. McGavock. I presume ICA in Washington. if 

Mr. Reppan. Did your company have anything to do with writing 
those specifications ? 

Mr. McGavocr. No. Actually the design of the road was proposed 
in a reconnaissance report that our firm made here, and that was 
changed by review of the Corps of Engineers and by FOA. The plan 
called for 20 bridges and erroneously called for an H-20 wheel loading. 
That was changed to 8,000. 

Mr. Knox. Do you mean axle loading? 

Mr. McGavock. No, individual wheel. 8,000 wheel loading is the 
decision now. I believe the Ohio Turnpike was 10,000 wheel load- 
ing. The design of this road is very closely fitting the apparent 
traffic that is developing. 

Mr. Harpy. Did anybody representing the contractor, or anybody 
representing your firm, ever tell you that the road was overdesigned 
for the anticipated traffic ? 

Mr. McGavock. That statement was made quite frequently under 
this original arrangement, but under the 8,000 wheel loading I don’t 
think I have heard that statement, no, sir, not made responsibly. 

Mr. Harpy. Was it brought to your attention that it woud be im- 
possible to construct the road at or anywhere near the cost estimate 
if the design criteria which your firm presented were adhered to? 

Mr. McGavock. I don’t believe that is correct, no. Actually, may 
I interject a statement there? Our original contract for the first kilo- 
meters of this road ran something as follows, that we would engineer 
and design that part of the highway that would be built for $7.5 mil- 
lion, estimated to be 63 kilometers of road. The first 63 kilometers are 
now complete and the total cost has been computed at $6.93 million, or 
somewhat below the $7.5 million figure. 

Mr. Harpy. I am not familiar with those figures. I think I had bet- 
ter read a submission from ICA on this cost: 

The initial preliminary estimate was $7.5 million for 200 miles of road, con- 


sisting of two principal parts: a first 100-mile stretch, involving new construction 
through difficult terrain, and a second 100-mile section, largely involving bridge 
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repair and the rehabilitation of an existing road, therefore being much the less 


expensive part of the project. This $7.5 million figure was the first quick esti- 
mate made in Bangkok. 


Did you have anything to do with that $7.5 million estimate ? 

Mr. McGavock. No. I have heard that figure mentioned before, but 
I have never traced the source. 

Mr. Harpy. The $7.5 million estimate, according to this, relates to 
a proposed 200-mile road and not 63 kilometers. 

Mr. McGavock. The language of our contract says we shall build 
such road as can be built for $7.5 million, estimated as 63 kilometers? 

Mr. Harpy. Do you have a copy of that contract? 

Mr. McGavock. Not here; in Bangkok. 

Mr. Harpy. Let me read the rest of this: 


Before any contracting was undertaken, however, an engineering reconnais- 
sance survey was made by an American firm, and out of this grew a new estimate 
of $22 million for the 200 miles. 


Mr. McGavock. Yes. There were two people from our orginiza- 
tion, and I was one; and two of the Raymond organization. 

Mr. Harpy. And you considered that to be a fair estimate ? 

Mr. McGavock. From Saraburi to Ban Phai, yes, sir. 

Mr. Harpy (continuing reading :) 


On this basis, it was decided to build only the first 100-mile stretch. Further 
upward revisions in design criteria, to meet military requirements, and general 
worldwide construction cost increases, now make it appear that $22 million will 
be required for the first 100 miles. 


Is that about accurate, as you understand the picture? 

Mr. McGavock. Yes. This report of reconnaissance contemplated 
a road 11 meters wide with 8 ieclinn of locally available gravel and a 
two-inch asphalt surface. That was submitted to ICA and by them 
to the Corps of Engineers, and a report came back from the Corps 
of Engineers in which they recommended that the road width be in- 
creased to 12 meters and that a CPR wheel loading of at least 8,000 
pounds be introduced. 

As to the cost of that first 100 miles that we are speaking of— 

Mr. Reppan. Excuse me. Did the Corps of Engineers specifically 
refer to the CPR wheel loading ? 

Mr. McGavock. Yes. I havea copy of that letter. 

Mr. Harpy. We would like to have it. 

(The document referred to, memorandum dated December 17, 1954, 
to W. G. Stoneman, Thailand officer, FOA, from Lt. Col. W. Roper, 
Chief, Command Construction group, Military Construction, Corps 
of Engineers, follows:) 

DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., December 17, 1954. 
Memorandum for: Mr. W. G. Stoneman, Thailand Officer, FOA. 
Subject: Report of Reconnaissance, Northeast Highway, Thailand Road Pro- 
gram, Sari Buri-Korat-Ban Phai. 


1. The subject document has been reviewed by this office and appears to be 
a sound proposal. The following comments are considered applicable: 

a. Page 14: It is noted that “the base course is to be approximately 20 cm 
thick and of compacted crushed stone or gravel with a 5 cm thick asphaltic 
wearing course.” Evidently the soil for the base will vary greatly over the 
approximately 192 miles of this road. The thickness of base should be deter- 
mined from CPR values of the subgrade and the thickness derived from curves 
in OCE Engineering Manual, Part X, Chapter 1, Transportation Facilities, Roads, 
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Walks and Open Storage Areas. CPR values of the subgrade soil should be 
determined in accordance with Engineering Manual, Part XII, Chapter 2, Air- 
field Pavement Design for Flexible Pavement. 

b. Page 14: For this roadway, of a primary nature, if the shoulders can be 
widened from the 2.0 meters, approximately 6.5’, to 8’ in width without an 
undue amount of extra grading and increased cost, it is considered advisable. 

e. Page 15, Par. 5: “A location engineer, a construction engineer, a materials 
engineer” are listed. This group should contain an engineer well qualified as a 
highway and pavement engineer, and another well qualified as a drainage 
engineer. 

d. Reference is made to the first paragraph at the top of page 19. Culvert pipe 
should be designed in accordance with Engineering Manual, Part XIII, Chapter 
4, Drainage Facilities for Roadways and Built-Over Areas. 

e. Prices for equipment are not available in this office to verify the estimated 
costs. Only partial verification of the quantities in the earthwork and paving 
operations can be made. The unit prices for the paving operations appear to 
be reasonable. 

2. Copies of the parts of the Corps of Engineers Engineering Manual referred 
to above are attached for your convenience. 

For the Chief of Engineers: 

W. Roper, 
Lt. Col., Corps of Engineers, 
Chief, Command Construction Group, 
Military Construction. 


Mr. McGavock. The cost of the road approximately to Korat will 
be just under $21 million, but in that $21 million is included some- 
thing over $6 million worth of machinery and equipment which could 
not and should not be charged entirely to this section of the road. 
There will be more than half the value of that equipment that will 
be recoverable after the completion of this project. 

Mr. Harpy. Recoverable? Not to the United States? 

Mr. McGavock. No. 

Mr. Harpy. Is that how you arrived at your estimate of $6 million 
and a fraction for the first 100 miles? 

Mr. McGavock. Yes. The equipment is being moved, as it is no 
longer needed here, on another highway. 

Mr. Harpy. That may be a factual situation, but it is not a situation 
required by the contract under which the road was built, as you must 
be aware. 

I think that is all we need to cover on this particular point. 

Yesterday we discussed a warehouse in Bangkok near your office 
building. 

Mr. McGavock. Actually it is right back of our office building. 

Mr. Harpy. And I believe you testified that some commissary 
items were kept there? 

Mr. McGavock. Yes. 

Mr. Harpy. What is your procedure for the issuance of materials 
from that warehouse ? 

Mr. McGavock. The camp manager—this warehouse contains 
substantially nothing but staple foods. The value of the foods nor- 
mally in that warehouse are of the order of $1,000. The purpose of 
that warehouse is this: The commissary doesn’t generally have a full 
stock of merchandise all the time, so this warehouse stores food which 
is more or less a balance wheel. 

Mr. Harpy. Is that the only thing you store in that warehouse? 

Mr. McGavock. In addition to food items there are a few engi- 
neering supplies such as field books and what not. 
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Mr. Harpy. Do you recall the approximate size of that warehouse? 

Mr. McGavock. The building is probably 12 or 14 feet wide by 
20 or 24 feet long. 

Mr. Harpy. Who has access to it ? 

Mr. McGavock. Access is in the hands of our purchasing agent, Mr, 
Turner, who has the key to it. 

Mr. Harpy. Did you ever have any personal property stored in it? 

Mr. McGavock. No, sir. 

Mr. Harpy. Does Sverdrup and Parcel have any installation at 
Korat at all? 

Mr. McGavock. No, sir. 

Mr. Harpy. Any warehouse there? 

Mr. McGavock. No, sir. 

Mr. Harpy. Do you have any personal interest in any warehouse 
or warehouse stock in Korat? 

Mr. McGavock. No, sir. 

Mr. Harpy. That is all I have. 

Any questions? 

Thank you very much, Mr. McGavock. I am especially glad to get 
this matter of the engineering deficiencies cleared up a little better. 

Mr. McGavocr. I am glad the question was reasked, because the 
question before was a little confusing to my mind. 

Mr. Kwox. Has the contractor always complied with your requests 
as the engineering firm on the highway ? 

Mr. McGavock. Yes. I would say their compliance has been excel- 
lent. 

Mr. Knox. And you feel the highway should be accepted as con- 
structed ? 

Mr. McGavock. You mean as satisfactory ? 

Mr. Kwox. Yes. 

Mr. McGavock. Most certainly, yes, sir. 

Mr. Knox. And in cases where people in your firm have made rec- 
ommendations, has there been an office memorandum outside of the 
so-called diary that has been kept? 

Mr. McGavock. You mean 

Mr. Knox. You say you never wrote any letters, so naturally if you 
made a recommendation that went in the diary you should have a 
record showing it was complied with. 

Mr. McGavock. That would show in the diary. If not, the engi- 
neer would write a letter to the contractor requesting that certain 
things be done. 

Mr. Kwox. That is all. 

Mr. Harpy. On this matter of design, coming over this morning I 
did a little eyesight engineering. It isn’t always too accurate, but I am 
more or less accustomed to this type of engineering, and I noticed 
on several occasions on a downgrade where the genera] contour of the 
Jand seemed to be slanting from the road, that there was a buildup of 
the road as much as 4 feet. 

Mr. McGavock. Your question is why? 

Mr. Harpy. Yes. 

Mr. McGavock. In this monsoon area there are times—— 

Mr. Harpy. This was not in the rice area but in the hills. 

Mr. McGavock. In the hills I think the cuts and fills are even. It 
is balanced construction, sir. 
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Mr. Harpy. There were some pretty deep-looking water holes on the 
side where material had been hauled in to make fills and the area 
seemed to be slanting away from the road. I called that to the at- 
tention of the foreman I was riding with and also Mr. Kopp. They 
indicated it was according to the design submitted by the engineer, but 
did not indicate a necessity for it. 

Mr. McGavock. We tried to design the road to have a uniform free- 
board above high water. 

Mr. Harpy. You wouldn’t have very much high water in this area 
where you are making substantial cuts in the hills. 

Mr. McGavock. Where we are making cuts we have a balanced 
construction. The cuts and fills are even. 

Mr. Harpy. I understand that in theory and in practice, but if 
that is the answer to all the situations I sat How to, I would be sur- 
prised. Of course it is just a matter of eyesight engineering with me. 

Mr. McGavock. I believe the design has been carefully considered 
on that score, and if there is excess fill in the area it is not to my 
knowledge and I seriously doubt that we have such a thing. We 
studied it most carefully. 

Mr. Harpy. Do you know what the longest bridge is? 

Mr. McGavock. On this project? 

Mr. Harpy. Yes. 

Mr. McGavock. 50 meters. 

Mr. Harpy. I don’t think we crossed any in coming here, did we? 

Mr. McGavock. Yes, sir, it was about at kilometer 84. 

Mr. Harpy. Do you know how many bridges were designed for 

iling ? 
fe Mr. McGavock. Of the several bridges, about half are on footings 
and half on piling. I can take them bridge by bridge with you, sir. 
The bridge at kilometer 66 is part piling and part footing. 

Mr. Harpy. Did you have occasion to observe whether any of the 
bridges designed according to specifications calling for piling had a 
subsoil so soft that piling could not be driven into it ? 

Mr. McGavock. No, sir. On some of our bridge design there was 
a lack of core borings and the footing design was modified after the 
core borings were taken and before construction was started. How- 
ever, I don’t recall a bridge designed for piling that ended up on 
footings. There was one bridge at kilometer 3 that was originally 
designed for piling and changed to footings on the request of the con- 
tractor because he could get it on footings faster than piling. 

Mr. Harpy. Was the bearing 

Mr. McGavock. The bearing was satisfactory. This bridge was 
urgently required during the monsoon. 

Mr. Harpy. Is it your testimony, then, that in no case was a bridge 
designed for piling unless there were core borings that disclosed a 
need for piling ? 

Mr. McGavock. That is right. 

Mr. Harpy. Any questions? 

Mr. Kwox. One question about the grade. What is the maximum 
grade? 

Mr. McGavock. Six percent. 

Mr. Reppan. Isn’t it the ordinary engineering practice to do your 
core borings before you design your bridge ? 
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Mr. McGavock. That is the normal practice, yes. The bridge de- 
sign we are using on this job, however, is the standard design. The 
superstructure is the same on all bridges and the foundation is made 
after we have our core borings. 

Mr. Reppan. Does the contractor on the job have responsibility 
for the core borings? 

Mr. McGavock. That is right. 

Mr. Harpy. The contractor furnishes the equipment and you have 
an engineer there ? 

Mr. McGavock. The contractor furnishes the equipment and we 
supervise the work and specify the location of the core borings. 

Mr. Harpy. Don’t you have a man stay with them during the core 
borings ? 

Mr. McGavock. Not 100 percent of the time, but most of the time. 

Mr. Harpy. Thank you, Mr. McGavock. 

(Thereupon, Mr. McGavock was excused as a witness and Mr. Jesse 
Kopp and Mr. Herbert Bruck were called as witnesses. ) 

Mr. Harpy. Will you give your name and official position for the 
record ? 

Mr. Korr. My name is Jesse Kopp. I am project manager for 
Raymond. 

Mr. Bruck. I am Herbert Bruck. 

Mr. Korr. He is our administrative engineer and also has nearly 
everything to do as controller. 

Mr. Harpy. Mr. Kopp, I want to outline the committee’s objective 
and method of operation. We are trying to develop as complete a 
set of facts in connection with this road as we can. The questions 
we propound will be substantially questions of a completely factual 
nature, and I hope you will both be as responsive as you can to the 
specific questions so that we can move along. 

I also want to suggest that you not try to read into a question 
a particular point of view of anyone of us who is asking the question, 
because that is the only way we have sometimes of developing com- 
plete and factual information. We may ask some questions that sound 
stupid, and they may be, but we are trying to compile as complete a 
factual picture as is possible. 

Will you stand and be sworn, please. 

(Thereupon, the oath was administered by the Chairman to Mr. 
Jesse Kopp and Mr. Herbert Bruck. ) 


TESTIMONY OF JESSE KOPP, PROJECT MANAGER, RAYMOND CON- 
STRUCTION CORP.; ACCOMPANIED BY HERBERT BRUCK, ADMIN- 
ISTRATIVE ENGINEER, RAYMOND CONSTRUCTION CORP. 


Mr. Reppan. Mr. Kopp, are you an American citizen ? 

Mr. Kore. That is right. 

Mr. Reppan. You were born in the United States ? 

Mr. Korr. Born in the United States. 

Mr. Reppan. Do you maintain a residence there at the present time? 

Mr. Kopp. Yes, in California. 

Mr. Reppan. Where were you employed prior to coming on this 
job? 
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Mr. Korr. I was employed by the Manakuli Limestone and Paving 
Co., a subsidiary of Grace Brothers, Ltd., in Hawaii. Prior to that 
time I had been working on highway and construction work in the 
State of California. 

Mr. Reppan. How long were you employed by your previous em- 
ployer ? 

Mr. Korr. From about 1946, and I left them in 1948. 

Mr. Reppan. And what type of work were you doing at that time? 

Mr. Kore. Highway work. 

Mr. Reppan. What were your duties in connection with that work ? 

Mr. Korr. Everything—construction, making grades, paving, things 
of that kind. 

Mr. Reppan. Do you know who the original co-venturers were on 
this project, Northeast Highway ? 

Mr. Korr. Yes, Raymond; Haddock ; Cox Brothers are in there with 
Haddock ; Smith: : Mendenhall ; and some other outfit. They have not 
appeared, but Ds aniel Mendenhall is in there. 

Mr. Reppan. Were you ever employed by Haddock ? 

Mr. Korr. I was on two projects in California in 1934 or 1935 on 
State highway work, and then went with them in 1938 just before the 
war on a project which I completed for them, and at that time I went 
to Hawaii for 5 or 6 years until I went on active duty with the 
Navy. 

Mr. Reppan. When did you report here for duty on this Northeast 
Highway ? 

Mr. Koprr. In July 1955. 

Mr. Reppan. That was at the beginning of the project ? 

Mr. Korp. Yes. 

Mr. Revpan. Did anyone precede you as project manager? 

Mr. Korr. No. Mr. Ellington had come over here since ¥ ebruary 
as project manager for Ray mond, and several months after I got here 
he was relieved. He was never here as project manager. 

Mr. Rr pDAN. Was the Haddock firm supposed to furnish people for 
this job 

Mr. Korr. That is right. The bridge crews were to be furnished 
by Raymond of New York, but Haddock was supposed to furnish 
the highway crew. They have about the best record on highway 
work in California. For 5 consecutive years they have won the 
award in California for highway construction. They are probably 
one of the foremost contractors in the country. 

Mr. Reppan. When the job was begun, whose men appeared on the 
job? 

Mr. Kopp. The first men to appear were Haddock’s men and about 
five or six Raymond Co, people. 

Mr. Reppan. How many Haddock people came here? 

Mr. Koprr. I think 20 men were here as of about the 1st of Septem- 
ber, if my memory is correct. 

Mr. Reppan. Were they men to act in a supervisory position ? 

Mr. Kore. They were master mechanics and the bridge superinten- 
dent and men to activate ——— and get it off the dock. 

Mr. Reppan. I thought the bridge people same from Raymond? 

Mr. Kore. They did, , from Ray mond of New York. 

Mr. Reppan. Did they send over any engineers ¢ 
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Mr. Korr. No. The only engineers were Mr. Hawkins and Mr. 
Bruck and Mr. Herbert, who came about a year after we did. But 
we were not charged with the engineering or design on this project 
whatsoever. 

Mr. Reppan. Do you know whether Mr. Hawkins had previous 
experience in highway construction ? 

Mr. Kore. Yes. Mr. Hawkins had worked with me in Hawaii and 
T have known him well for 16 years or so. He graduated from Lehigh 
University. 

Mr. Reppan. Is this Haddock firm still acting as co-venturer? 

Mr. Kopp. Yes, as far as I know. 

Mr. Reppan. Haddock is still in here ? 

Mr. Kopp. Yes. 

Mr. Reppan. The Haddock men have not been taken over by Ray- 
mond Construction ; there is still a division between them ? 

Mr. Korr. That is right. They are functioning the same as when 
the job was set up. All of my requests for personnel go directly to 
Pasadena with the exception of people that have to do the clerical 
work, bookkeeping. All administration that has to do with financing 
and control is done at Raymond’s New York office. 

Mr. Reppan. But does Haddock still operate in any capacity on 
this job ? 

Mr. Korr. Yes. They are maintaining the same position. They 
are furnishing all personnel that I require. Earl Davis selects them 
and has them cleared and sends them over here. 

Mr. Reppan. Were you here when the equipment, machinery and 
spare parts arrived ? 

Mr. Kopp. No. The equipment arrived about a month before I 
got here. It was received by the Thai Highway Department and 
stored in their Locksai yard. I would say three-fourths of the equip- 
ment had arrived. The paving plant and a few items came in later 
but the trucks and everything was received and checked by the Thai 
Highway Department. We had nothing to do with that at all. 

Mr. Harpy. Didn’t you have a major portion of the equipment for 
this job come in about a year ago? 

Mr. Korr. Yes, when we got the amendment contract from kilome- 
ter 64 to Korat we needed additional equipment and that was received 
by the Highway Department for us. Everything had to be cleared 
by the Highway Department before we got our hands on it. There 
was a double check on it. 

Mr. Reppan. The equipment that was here when you came on the 
job, did you have an inventory made of it ? 

Mr. Korr. Yes. We signed for every piece we got from the Locksai 
yard and the highway department has our receipt for every bit of 
that equipment. An inventory was run sometime after the job was 
going on the first set of equipment. Recently another inventory has 
been taken that includes all of the equipment. 

Mr. Harpy. Could we have a copy of that most recent inventory, 
please ? 

Mr. Kopp. Yes, sir. 

Mr. Reppan. When you took over the machinery from the Thai 
Highway Department, did you make an inventory of the machinery 
you took over ? 


Mr. Kopp. Yes. 
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Mr. Reppan. Do you have that here? 

Mr. Korr. I don’t think we have that with us. Mr. Cross, our 
warehouseman hasthat. But when we took ten trucks, for instance, we 
signed for that and have a receipt. 

Mr. Reppan. Do the inventories show the serial numbers? 

Mr. Korr. Yes. Every piece of equipment that came to us has a 
number which is tied into that inventory. 

Mr. Reppan. Was any of that equipment used equipment? 

Mr. Korr. There was only one piece of equipment that was used, 
and that is a Raymond Universal pile driver. It is now being used at 
kilometer 141. That is the only used piece of equipment that came in. 

Mr. Harpy. Where did that come from? 

Mr. Korr. That came from New York, I believe, and it is my under- 
standing that special permission had to be granted by ICA before 
that could be purchased. I understand it was purchased for about 
half price. I didn’t use it when I first came here because we used a 
hammer; but about a year after I had been here the Raymond Com- 
pany attempted to purchase that hammer back, thinking we were not 
going to use it. The company wanted to buy it back at the same price 
they sold it for plus transportation. They wanted to use it on a job 
in Ratiati. 

Mr. Harpy. Do you have two pile drivers on this job? 

Mr. Korr. We have a Raymond hammer but only one pile driver. 

Mr. Reppan. When did they want to buy it? 

Mr. Korr. I think in 1956. 

Mr. Harpy. Do you have any correspondence on that? 

Mr. Korr. I don’t know. Mr. Ellington, before he left this project, 
was the man who tried to purchase the hammer back because he was 
going to a job in Sumatra. 

Mr. Reppan. You referred to special permission from ICA to pur- 
chase that pile driver. Do you have that correspondence ? 

Mr. Kore. No, I don’t, but I understood before it could be pur- 
chased they had to get permission. 

Mr. Reppan. What about your spare parts? Did you inventory 
those ? 

Mr. Korr. Those spare parts are received and tabulated on sheets, 
and I think Mr. Bruck could tell you how that is handled. 

Mr. Reppan. Mr. Bruck, I will direct that question to you. What 
sort of an inventory has been kept of spare parts? 

Mr. Bruck. There was an inventory made here by our warehouse- 
man, Mr. Cross, that is available at this time. 

Mr. Reppan. When did he do that ? 

Mr. Bruck. The last was about two weeks ago. 

Mr. Reppan. Do you know when the first one was made? 

Mr. Bruck. We have one made in 1956. 

Mr. Reppan. How long after the spare parts came in was that in- 
ventory made? 

Mr. Bruck. Spare parts are coming in continually. 

Mr. Reppan. How long after the first spare parts came in did you 
make an inventory ? . 

Mr. Bruck. I would say about six months. 

Mr. Harpy. Do you know? 
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Mr. Bruck. A certain part of spare parts came with the equipment 
and some spare parts have been arriving continually. 

Mr. Reppan. Do you know what the value of your spare parts is, 
the entire inventory from the beginning of this job? 

Mr. Harpy. Let us take that in two parts. Do you know what the 
inventory is now? ; 

Mr. Bruck. You mean how many spare parts came originally? 

Mr. Harpy. No. First of all, do you know the value of spare parts 
now on hand? 

Mr. Bruck. Yes, about $750,000. 

Mr. Harpy. Do you know approximately what is the total amount 
of spare parts that have been shipped over ? 

Mr. Bruck. Yes. Spare parts are purchased out of commodity 
funds and the total commodity funds today are $2.2 million. They 
have not been exhausted. I think the total spare parts purchased is 
about $1.5 million. 

Mr. Reppan. You say they are purchased out of commodity funds? 

Mr. Bruck. That is correct. 

Mr. Reppan. What else is purchased out of this commodity fund? 

Mr. Bruck. Spare parts and commodities like asphalt. 

Mr. Reppan. What about food ? 

Mr. Bruck. Food is purchased out of technical services. 

Mr. Harpy. What are commodity funds? 

Mr. Bruck. For reasons not known to me our funds are split into 
technical services and commodities. 

Mr. Reppan. But Raymond Construction does not purchase the 
spare parts? 

Mr. Bruck. Raymond in New York. 

Mr. Reppan. Raymond Concrete Pile Co. purchased them origi- 
nally, didn’t they ¢ 

Mr. Bruck. I don’t know. I think the spare parts were a portion 
of the original request for bids, and I think they came with the 
equipment. 

Mr. Reppan. But now, as I understand your testimony, the Ray- 
mond Construction Co, purchases the spare parts? 

Mr. Bruck. I think so, so far as I know. 

Mr. Reppan. What sort of preventive maintenance program did 
you maintain ? 

Mr. Kore. We set up the same type of maintenance here as we do 
customarily on all jobs. We have our master mechanics and foremen, 
then we have people who check the equipment daily. We have lubri- 
cating and maintenance trucks, and we have people servicing the 
equipment day and night. They in turn make notes of anything that 
they find wrong. If a bearing is worn or there is some other de- 
ficiency, they make a note that goes to the mechanical department and 
it is followed up. There are people on that equipment day and 
night at all times. 

Mr. Reppan. What sort of records do you keep of the use of the 
equipment ? 

Mr. Kopr. The master mechanic has in his files, I am sure, the date 
when a piece of equipment is serviced and the hours of work on it, 


and when it is overhauled. It is noted when it comes into the shop 
and when it leaves the shop, and so on. 
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Mr. Reppan. Are you testifying from your own knowledge? 

Mr. Kopp. Yes, sir. 

Mr. Reppan. You have seen these records? 

Mr. Korr. Yes. 

Mr. Reppan. Where are those records located ? 

Mr. Kopp. I would say Mr. Britton has those. 

Mr. Harpy. You keep individual operating records on every piece 
of equipment ? 

Mr. Korr. Yes. 

Mr. Knox. Do you use the vibrating recorder ? 

Mr. Korr. I don’t know what you mean. 

Mr. Knox. It goes on the equipment to record vibrations and when 
the equipment stops the recorder stops. 

Mr. Korr. Yes, the Caterpillars have those. 

Mr. Reppan. How long have you had the lubricating and mainte- 
nance trucks? 

Mr. Korr. From the beginning of the job. 

Mr. Reppan. Have you had any trouble with the operators of these 
lubricating or maintenance trucks? 

Mr. Koprr. Not particularly. We have Thais who do the servicing 
and we have to watch them carefully. 

Mr. Reppan. Have you ever had a piece of equipment go out of 
operation because of insufficient lubrication of the bearings ? 

Mr. Korr. Yes, that has happened. We have the latest models of 
caterpillars by International, and they have a torque converter on 
them that is a very fine piece of equipment. When the International 

eople sent this operas out they sent a lube chart which said one 

earing must be lubricated every 60 hours. We started having 
trouble with these TD24’s not long after we got them. The bearings 
would go out. About the time they began to go out we got another 
chart from the company telling us to destroy the original lube chart 
and to lubricate every 10 hours. We lubricate every 4 hours. The 
cooling system could not take care of the motor and torque converter. 
It has been impossible for us to thoroughly correct that. 

The company did send out, at their expense, an additional radiator 
tank holding about ten gallons of water as a cooling unit. On top of 
that, the company sent us about $10,000 of spare parts—about $2,000 
of that was in air freight to get the bearings here—free of charge. 

It has caused us lots of trouble and we have complained about being 
guinea pigs. But the company is a responsible company and they are 
making good and they have written me and told me they would stand 
back of their equipment. 

Mr. Reppan. Were those purchased by the Raymond Construction 
Co. 

Mr. Korr. Yes, on a competitive bid. 

Mr. Reppan. Or was it purchased by Raymond Concrete Pile Co. 

Mr. Kopp. I presume Raymond Construction. 

Mr. Bruck. The T-24’s have been on the job over a year. 

Mr. Reppan. When you first came on the job, did you have machin- 
ery deadlined because of lack of lubrication ? 

_ Mr. Kopp. Not the first year. The first year we operated with very 
— difficulty and not more difficulty on lubrication than anything 
else. 
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Mr. Reppan. Do you have records which show how long your equip- 
ment was deadlined ? 

Mr. Kopp. Yes. I think our master mechanic has a record of that. 
We had considerable equipment deadlined due to a lack of spare parts. 
The commodity fund was holding them up. When was that? 

Mr. Bruck. In August 1956 the first time. 

Mr. Kopp. And it was held up four to four and a half months. Our 
spare part orders were being initiated here and sent to New York, but 
they had no funds available. 

Mr. Reppan. When was that? 

Mr. Kore. August 1956. 

Mr. Reppan. During the first year was any equipment deadlined 
because of lack of spare parts? 

Mr. Korr. Maybe in some isolated instances, but it was not a partic- 
ular problem. Our problem developed with the tying up of the 
commodity funds. 

Mr. Harpy. Mr. Kopp, I would like to get your comment on the cost 
of this road. We had some inquiry made in Washington, and I would 
like to read you an excerpt from a submission by ICA on the question 
of cost. This says: 


The initial preliminary estimate was $7.5 million for 200 miles of road, con- 
sisting of two principal parts: a first 100-mile stretch, involving new construction 
through difficult terrain, and a second 100-mile section, largely involving bridge 
repair and the rehabilitation of an existing road, and therefore being much the 
less expensive part of the project. This $7.5 million figure was the first quick 
estimate made in Bangkok, based on such information as was available in Thai 
Government surveys and plans. Before any contracting was undertaken, how- 
ever, an engineering reconnaissance survey was made by an American firm, and 
out of this grew a new estimate of $22 million for the 200 miles. 


Subsequently the contract was reduced to about the first 100-mile 
section, | believe. There isa further comment: 

On this basis, it was decided to build only the first 100-mile stretch. Further 
upward revisions in design criteria, to meet military requirements, and general 
worldwide construction cost increases, now make it appear that $22 million will 

_ be required for the first 100 miles. 

Will you comment on the reasons for that ? 

Mr. Korr. First of all I know nothing about this $7.5 million to go 
to Ban Phai. The only thing we are familiar with is this reconnais- 
sance report. This reconnaissance report was made by four competent 
engineers. One was Mr. McGavock and another one was Mr. Rush of 
Raymond and Mr. Cox of Raymond. From that report they drew 
up the specifications for the construction of this highway. ‘That was 
from Saraburi to Ban Phai. They completed the study and it was 
originally intended to stay in the original Thai road. The appropria- 
tion for this job was about $11.6 million. 

Mr. Harpy. Was it anticipated that would be enough to do the job4 

Mr. Kopp. It was anticipated that would be enough to do the job 
based on the reconnaissance report. The first contract was for the first 
63 kilometers and that was about $6 million. When we drew up the 
plans for the second section I immediately questioned that because 
it, was completely disregarding the established Thai grade. That grade 
had to have a pipe on each end of the existing culverts. When we 
got the plans I saw there was a considerable discrepancy between the 
quantities required under the new design which almost completely 
disregarded the present highway. 
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Mr. Harpy. You were already working on the job then, weren’t 
ou! 

Mr. Korr. We had started getting our equipment there, but we 
didn’t move a pound of dirt prior to November 21. 

At that time, when I studied the plans of the engineers, I saw we 
were going to have difficulty and I wrote a letter to Mr. Tom Hill of 
ICA, with a copy to Sverdrup and Parcel and a copy to every partner 
in the joint venture, saying we could not construct this job with the 
funds available if we were to meet the new plans and specifications. 

Mr. Harpy. Will you give us the date of that letter ? 

Mr. Korr. Yes. November 21, 1955. 

Mr. Harpy. Will you supply us with a copy of that letter? 

Mr. Korr. Yes. 

The following March I requested Mr. Cox and Mr. Haddock to 
come over and get the facts. At a meeting held with Mr. Hill and 
Mr. Larsen of USOM, Mr. McGavock, and the whole group, this was 
again stressed, and we told them at that time that for the money 
involved you could not construct more than 35 kilometers. Then we 
were asked to make an estimate. I think we made an estimate in 
September. Correct me on this. 

Mr. Bruck. In May. 

Mr. Korr. We made an estimate that was concurred in by Sverdrup 
and Parcel. We told them what the cost would be and that it would 
be twice the estimate or at least one-third more than the estimate. 
oo cost of materials had gone up, which we called to their attention 
also. 

In September of that year we turned in another estimate that was 
concurred in by Sverdrup and Parcel. That was the second estimate 
on the first 63 kilometers, and we requested that some action be taken. 

Later on, in March I think it was, we gave a final estimate of what 
it would take to go to Korat. 

Mr. Harpy. And all of that is in this folder ? 

Mr. Kopp. This covers the entire setup so far as documentation is 
concerned. It documents my particular efforts to call this to the 
attention of everybody. 

Mr. Harpy. We appreciate having this, Mr. Kopp. 

I would like to ask you to comment on one or two specifics. 

You have built a lot of roads? 

Mr. Kopp. Yes, sir. 

Mr. Harpy. Based on your experience, do you think this road is 
overbuilt for what it will carry? 

Mr. Korr. When I was hit with this thunderbolt of designing, I was 
very unhappy about it. I believe now firmly, after seeing the traffic 
that will go over it, that had that job been designed to a lesser degree 
than it is today, within 5 years the engineers would have been criticized 
for having it too narrow. 

Mr. Harpy. I am not talking about narrowness, but I thought the 
specifications had been changed as far as load-carrying capacity is 
concerned and as far as fill is concerned. Haven’t you had more fill 
than was originally contemplated ¢ 

Mr. Korr. Yes. It is all covered in here. I think as of this date it 
has at least been doubled. 

Mr. Harpy. What was accomplished by that? 
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Mr. Kore. Cutting down the hills and filling the valleys and such 
as that. 

Mr. Harpy. When we were coming in I called attention to a stretch 
that was slightly downhill and the road appeared to me to have a 
three or four-foot elevation above the land around it. Can you give 
an engineering explanation of that? 

Mr. Kopp. I have no criticism of the engineering firm. 

Mr. Harpy. I am not criticizing anybody, but I am trying to un- 
derstand why that was done. Here you are in a hilly area where you 
have a natural fall-off from the road, and yet you have an elevation 
which appears to me to have required considerable fill above what it 
would have taken for an ordinary cut. Isn’t that true? 

Mr. Korr. We have felt from the beginning we were using too much 
material, but that is a matter of engineering design, and I am not un- 
dertaking to tell them what to do. 

Mr. Harpy. I understand. Actually, even coming through the hills 
you don’t have a situation where it cuts through any of the hills, do 
you? 

Mr. Korr. There have been unbalanced sections in there. In the 
engineers’ final determination of quantities, we get no credit for all the 
rock that we bulldoze to the side. The contractor elects, as a matter 
of economy for the job, whether it is cheaper to crush those big boul- 
ders or to push them to one side and bring in material. If you will 
check the reports that the engineers turned in, you will see they turned 
in low counts. For ex xample, i in the monsoon period certain sections 
become inundated and we elect to take it out and put other material in 
there. We do not get credit for that. 

Mr. Harpy. The engineers’ reports don’t show that? 

Mr. Korv. They do not show it. 

Mr. Harpy. So there have been no reports of that nature made to 
Mr. McGavock ? 

Mr. Kopp. Yes; he is cognizant of that. 

Mr. Harpy. Any questions on this? 

Mr. Kwox. No. 

Mr. Brownson. No questions. 

( Discussion off the record. ) 

Me. Reppan. Mr. Kopp, have the engineers ever brought to your 
attention that you were using too large ‘stones for the base course ? 

Mr. Korr. There have been differences of opinion among engineers. 
However, we are following the specifications of the engineers. We 
don’t write them. The specifications allow us to use rock up to two 
anda half inches. We are crushing one and a half inches minus. We 
think that is the best type from my experience that there is. But we 
do not set the specifications. 

Mr. Reppan. If the engineers’ inspectors bring to your attention 
that the stone is too large for the base course, what do you do? 

Mr. Kopp. We put it in according to the specifications, and if they 

vant to write and tell us not to go beyond a certain size, that is all they 
have to do. 

Mr. Harpy. Did they ever tell you you had stones in there larger 
than the specifications called for ? 

Mr. Kopp. No, sir. 





tO 


nN 


ry 


tq 


FOREIGN-AID CONSTRUCTION PROJECTS 1055 


Mr. Harpy. I am just raising the question as to whether an inspector 
ever criticized a particular operation on the basis that the stone was 
larger than the specifications permitted ? 

Mr. Korr. Not that has come to my attention, and I doubt it ever 
came to the attention of Mr. McGavock. 

Mr. Reppan. Has your crusher been able to produce enough stone 
for this job? 

Mr. Korp. Yes; after we got started. 

Mr. Reppan. Was it necessary to buy any commercially ? 

Mr. Kore. When we first started the job we were getting stocked 
up. We always build a stockpile. About the time we started our 
crushing operation we ran into the monsoon season. We felt rather 
than losing three or four weeks, we purchased some base rock near 
Saraburi. That rock fit the specifications. As a matter of fact, that 
was worked out by Sverdrup and Parcel. We didn’t have truecks—— 

Mr. Reppan. You mean you didn’t have trucks ? 

Mr. Korr. We were using them on another job. 

Mr. Reppan. You had a stockpile of stone at that time? 

Mr. Kopp. At that time we were operating with limestone material. 
Limestone is very susceptible to moisture, and for seven or eight weeks 
we didn’t use that rock. We saved about 35 cents a cubic meter by 
purchasing the rock from Saraburi. 

Mr. Reppan. Do I understand your testimony to be that you did 
not have stone that could be used at that time ? 

Mr. Korr. We had stone that could be used and placed a section of 
about a half a kilometer and I shut it down because it was too wet 
and soggy. 

Mr. Reppan. Did you have stone suitable for use? 

Mr. Kopp. If it had been dry, yes. 

Mr. Reppan. But you say it was not dry? 

Mr. Korr. That is right. 

Mr. Reppan. Did you have a trucking problem also? 

Mr. Korr. We had a trucking problem, but when we could get it 
on the job for 35 cents a cubic meter cheaper than from the quarry 
nearer the project, we thought it was good business to buy it at 
Saraburi. 

Mr. Harpy. That might make good sense, but the question might 
arise whether there is a cost comparison. 

Mr. Bruck. Here is a cost comparison (producing paper). 

Mr. Harpy. I am glad to have that. If I might have copies of 
that. 

Mr. Korr. Before we put a pound of that down it was discussed 
with Sverdrup and Parcel engineers. 

Mr. Harpy. We would like to be able to establish what the actual 
cost was of the stone you bought as compared to what it would have 
cost for stone produced by your crusher. 

Mr. Korr. That is in there. 

Mr. Harpy. All right. Then go on with something else, Mr. 
Reddan. 

Mr. Reppan. Did you have mechanical equipment to tamp backfill ? 

Mr. Korr. At the beginning we didn’t. It was assumed that that 
small equipment would ‘be purchased here. One of the reasons it was 
not, there was no pipe contemplated on this highway. Therefore, 
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there was no backfill tamping equipment bought. That is done by 
bulldozers with the exception of a small amount. Normally that is 
done by heavy equipment. It was not contemplated there would be 
pipe, but when the redesign came we got tamping equipment. 

Mr. Reppan. Does the Raymond Construction Co. maintain a ware- 
house in Korat ? 

Mr. Kore. No. The Thai Highway Department has one where they 
store most of the equipment, but we have no warehouse in Korat. 

Mr. Harpy. Do you have any personal activities in Korat? 

Mr. Korr. None whatsoever. 

Mr. Harpy. Mr. Kopp, what has been your relationship with Mr. 
McGavock other than your official relations on the job? 

Mr. Korp. My relationship with Mr. McGavock has been as it is 
between the contractor and the engineers. It has been a very amicable 
relationship. We have not seen eye to eye on everything, but we 
have discussed them. 

As to social relationship, I don’t think we have dined together but 
twice. 

Mr. Harpy. Do you have any business interests with him ? 

Mr. Kopp. None whatsoever. 

Mr. Reppan. Have you had any trouble with petty thefts of petro- 
leum products? 

Mr. Korr. We have had some petty thefts. We lost about 40,000 
liters, I think. 

Mr. Bruck. Our total loss has been 30,000 liters or about 8,000 
gallons. 

Mr. Harpy. How do you detect that loss? 

Mr. Korr. The boys make delivery records. We take meter read- 
ings. 

Mr. Knox. Do you always take your meter readings at a certain 
period of the day? There is a certain amount of expansion and con- 
traction in gasoline. 

Mr. Kopp. We are not concerned with that. We buy it the same 
as you buy gasoline from a filling station and just pay what comes 
out as indicated by the meter. 

Mr. Knox. Where did you have the loss? 

Mr. Kopp. Perhaps from the trucks in the field. You noticed com- 
ing up we had guards sitting on every piece of equipment. Very 
little diesel oil is being used in this country, so we are not concerned 
with siphoning it, but gasoline everybody wants. 

Mr. Reppan. Was there ever a time when there was considerable 
pilfering of gasoline which resulted in a black market situation ? 

Mr. Kopp. On a job of this kind you hear all kinds of rumors, and 
whenever we hear a rumor of pilfering one of the first things I do is 
notify ICA, but I also notify the Thai Government, and I have asked 
that they send CID here to check those rumors. I have people to 
check our people, the Thai people. We have about 1600 here. We 
have put everybody on notice—copies of these letters went to ICA— 
that we were requesting that police action be taken in these cases. 


There was a matter of five jackhammers being stolen. They cost 
about $125 apiece. We got a letter from the police saying they had 
found four jackhammers, They wanted us to give them 2,000 bahts 


because they said they had to use people to find them. I told them 
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we would not pay that, so I presume we will never get the fifth 
jackhammer. Then I got a letter saying that their first letter was in 
error and we didn’t have to pay the 2,000 bahts. We have never 
aid a single baht to anybody for doing anything because it would 
just start a rat race. 

Mr. Reppan. My question was whether you ever had a situation 
where there was a theft of gasoline which resulted in a black market 
situation that the local police broke up? 

Mr. Korr. No. 

Mr. Reppan. Was there an occasion when they were running the 
gasoline trucks on a side road and pumping it out into barrels? 

Mr. Kopp. I believe we caught one case where gasoline was being 
pumped into barrels. We have our own security officers here. 

Mr. Reppan. How many barrels? Was it as many as 50 barrels off 
on a dirt road ? 

Mr. Kore. No. I am sure if there had been anything like that it 
would have been called to my attention. 

Mr. Harpy. Mr. Kopp, I think we are about through. There is one 
item that has a very personal connotation that I would like to ask you 
about. 

Have you invested any substantial sum of money in diamonds? 

Mr. Korr. No, I have not. 

Mr. Harpy. That is all. 

Mr. Brownson. As I understand the situation relative to diamonds, 
Bangkok is not a good market to buy diamonds anyway. 

Mr. Korr. I don’t know anything about that. 

Mr. Harpy. Do you know a diamond merchant by the name of 
Seng? 

Mr. Korr. There is a T. Seng and other diamond merchants. 

Mr. Harpy. Do you know T. Seng? 

Mr. Kore. I know a Mr. T. Seng. 

Mr. Harpy. Have you done any business with him ? 

Mr. Korr. I purchased one star sapphire from Mr. T. Seng. 

Mr. Harpy. Any questions? 

Mr. Kopp, we appreciate your giving us this information, and if you 
could furnish us the documents we asked for we will appreciate it. 

Mr. Korr. We can hand them to you immediately. 

Mr. Harpy. The subcommittee will stand adjourned. 

(Thereupon, at 3:00 p. m., the hearing was adjourned.) 
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Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Karachi, Pakistan. 

The subcommittee met at 9:30 a. m. at the Chancery, Military As- 
sistance Advisory Group Conference Room, Hon. Porter Hardy, Jr. 
(subcommittee chairman) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Victor 
A. Knox, 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officer present: C. Hoyt Price, State Department. 

American Embassy officials present: Ambassador James M. Lang- 
ley; Ridgway B. Knight, minister; Geoffrey W. Lewis, counselor for 
political affairs. 

United States Operations Mission officials present : James S. Killen, 
director; Roswell H. Whitman, deputy director; and R. L. Clifford, 
economist, 

United States Information Service official present: Allan L. Swim, 
director, 

United States military officials present: Maj. Gen. Louis W. Tru- 
man, chief, Military Assistance Advisory Group; and Col. C. E. Beck, 
Army attaché. 


STATEMENTS OF AMBASSADOR JAMES M. LANGLEY AND GEOFFREY 
W. LEWIS, COUNSELOR FOR POLITICAL AFFAIRS, UNITED STATES 
EMBASSY, KARACHI, PAKISTAN; ACCOMPANIED BY JAMES S. 
KILLEN, DIRECTOR, AND ROSWELL H. WHITMAN, DEPUTY DI- 
RECTOR, UNITED STATES OPERATIONS MISSION, KARACHI, PAK- 
ISTAN; AND MAJ. GEN. LOUIS W. TRUMAN, CHIEF, MILITARY AS- 
SISTANCE ADVISORY GROUP 


(Portions of the briefings that follow were classified by the Depart- 
ments of State and Defense and have been deleted from the record.) 
Ambassador Laneixy. I want to welcome you gentlemen to Karachi. 
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We will go right into the briefings by sections, and we will try to 
keep it concise but reasonably complete, telling you the whole story 
without withholding anything. 

I will ask Mr. Lewis, the political counselor, to start the briefings. 

Mr. Lewis. Gentlemen, I am going to confine my briefing to three 
of the important aspects and not go into too many details unless you 
care for me to do so. 

I will talk a little about Pakistan’s relations with India and with 
Afghanistan. 

Pakistan’s relations with India are the key to the entire foreign 
policy. At the time of the partition there was a great migration both 
ways, accompanied by a great deal of slaughter, and the bitter feelings 
engendered at that time have continued. They are focused now on 
the Kashmir issue. As you know, the Security Council has just had a 
resolution presented to it which is unsatisfactory to India, but which 
Pakistan has said she would agree to. 

There is another dispute between Pakistan and India. It is the 
dispute over the canal waters. India proposes to develop this part 
of the country (indicating on map) in a very extensive scheme. 
She proposes to draw off the water from these three rivers, so that 
this is all irrigated land here. Therefore Pakistan is nervous that 
something will happen and she will find herself cut off from these 
waters. 

The International Bank has tried to act as mediator in settling 
this dispute by finding some way to replace the waters taken by India. 
That is a costly matter. The International Bank is trying to work 
out a compromise. 

Turning to her relations with Afghanistan, two years ago those 
relations were very bad. 

The Afghans turned to Russia for access to the outside world. 
They had always followed the policy of being neutral between the 
West and Russia, but having been frightened by the action of Pakistan, 
they turned. 

A great deal of improvement in the relations between Pakistan 
and Afghanistan has been accomplished. The Afghan King is com- 
ing here for a visit next month, and the prime ministers of the two 
countries have exchanged visits. They provide a joint air service 
through the Afghanistan- Pakistan airlines. 

We have high hopes that little by little there wiil be a closer and 
closer drawing together of those two countries. Recently they have 
also reinstated ambassadors that were recalled as a result of the 
trouble of a couple years ago. 

Turning to the internal situation, we have had many governments 
and in the past weeks the present government. 

After the first blush of independence they found new problems 
appeared. They had two great leaders, both of whom they lost. 

And lastly, there are differences between the two parts of Pakistan. 
Here is one part (indicating), and separated by a thousand miles is 
the other part. This part has too much water and this part too little 
water. 

But witha] there are some elements of stability that make the coun- 
try, relatively speaking, still a fairly stable government. 

First there is the army. 
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Secondly, there is a well-trained civil service which still adminis- 
ters the affairs of the country. 

That is all, gentlemen. 

Mr. Harpy. Thank you very much. 

Ambassador Lanetry. We will move on the USOM. 

Mr. Harpy. May I suggest that since we are going to have more 
with USOM it might be better if we deferred that until we disposed 
of MAAG. 

Ambassador Lanatry. We will have a very brief presentation by 
USOM at this time. 

Mr. Harpy. All right. 

Mr. Kitten. I think it might be interesting to give you some idea 
of the population. 

East Pakistan has the land area of the State of Florida. Florida 
has a population of three or four million, and East Pakistan has 45 
million people in it. 

West Pakistan has the land area of the State of Texas. Texas has 
a population of 8 million, and West Pakistan has 35 million. 

he basic problem of Pakistan is food; 80 percent of the people 
are engaged in agriculture in one form of another, and still cannot 
produce enough food for themselves. That reflects the ineffectiveness 
of land culture. 

East Pakistan is primarily a producer of rice. West Pakistan has 
primarily wheat and cotton as its principal products. 

The fall of the Indus River is about a foot a mile. Lahore is about 
700 feet above sea level and it is 700 miles to the sea. 

There is need for very substantial imports, primarily of food. As 
the population has increased, the food requirements have steadily 
increased. In fact, there has been a lowering of the level of produc- 
tion as land has been removed from cultivation. 

Basically the problem is one of first developing the economic power, 
water, and the overhead investment needed for any kind of economic 
development. It is to that end these programs have been largely 
directed. 

Power development is one that has made some progress, but the 
lack of other economic factors necessary for economic development 
has prevented advance. I want to make this very, very brief, but 
I think this is essential to some of the problems in Pakistan. With 
apologies to Jeff Lewis, I would like to go back to the Islamic back- 
ground of Pakistan. Pakistan is the first state to be developed specif- 
ically as an Islamic state. The constitution says the country will 
be governed by the principles of democracy, freedom, tolerance and 
social justice as developed by Islam. The problem has been to trans- 
late the concept of Islam into the mechanics of the twentieth century. 
This is the issue these people have been struggling with for 10 years. 
Almost every large controversy in the country in the past 10 years 
can be traced in part or in whole to determining what Islam means 
in a twentieth-century state. 

I mention this briefly but it is basic, in my judgment, to many 
of the problems in the country today. 

I would like to read one paragraph out of one of yesterday’s 
papers which touches on this point and illustrates the problem in 
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all its elements. The article is captioned “Make Islamic Teachings 
Basis of Education.” 

The Central Minister for Commerce and Law, Mr. Fazlur Rahman, yesterday 
emphasized the need of making Islamic teachings the basis of education in 
Pakistan as Islam alone could bind all parts of the country together, says APP. 

Mr. Fazlur Rahman said he has always looked upon education as a means 
of insuring the integrity of Pakistan. 

This is a very real thing in today’s Pakistan. 

I ask, How far do we seek to guide the educational system in this 
country under these circumstances. There are no answers to these 
questions, but there are some questions that make the United States 
program in this country very challenging indeed. 

Mr. Harpy. Thank you very much, Mr. Killen. 

Ambassador LANGury. We will now hear from Mr. Swim of USIS. 

Mr. Swim. The literacy is given as between ten and fifteen percent. 
We have no reliable statistics. 

In East Pakistan here they speak Bengali. In West Pakistan they 
speak Urdu, Punjabi, Sindhi, and Pushto. And then you have a 
number of other dialects. 

Again I will give you a figure that is probably incorrect. It is a 
figure on radios. Taking the number that we know are licensed plus 
those that are not licensed we think there are 365 000 in a population 
of over 80million. There is no television. 

The country has a large number of newspapers. We estimate there 
are considerably over 500 newspapers, but only five of those newspapers 
have a circulation of over 25,000. It is a constant job for us to keep 
in touch with the newspapers which start and fold up. Some of these 
have circulations of 200. Some may have a circulation of 350. They 
will fold up and crop up some place else. 

Pakistan is essentially an anti-Communist country. In 1954, for 
example, the Communist Party was outlawed. 

The Communists have concentrated largely on certain groups— 
college students and professors. In a few places like Karachi and 
Lahore they have tried to move in on the labor movements. 

Both the Chinese and the Russians appear to have recently given 
Pakistan a very high priority in their operations. Every field in 
which they operate has been stepped up. Today you have 71 Chinese 
artists in Karachi. Next week a troop of Soviet ballet dancers will be 
here. Recently they opened machinery display houses here, and an 
official delegation went to the Soviet Embassy for celebration of the 
fortieth anniversary. It appears in the last few weeks somebody has 
given the word to concentrate on Pakistan. 

Mr. Harpy. Thank you. 

Ambassador Lane.tey. We will now have the MAAG briefing by 
General Truman. 

General Truman. I think it might be well first for me to point out 
a few geographical facts on the map. 

East and West Pakistan are separated by India by 1400 air miles. 
Pakistan is the sixth largest populated nation in the world, with this 
mass of people being equally divided between the two wings. West 
Pakistan is about 1500 miles long from north to south and 400 miles 
wide at the widest point. East Pakistan is about the size of the State 
of Louisiana. We are here at Karachi, the seat of government. 650 
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miles north is Lahore, the seat of the West Pakistan Government. 
Rawalpindi is 900 miles north where my Army element is located 
along with the Pakistan Army GHQ. 

To the west is Peshawar. Thirty-five miles farther west, on the 
Afghan border, is the Khyber Pass. 

T o the south j is Quetta, where the staff college is located. 

Close by is the Bolan Pass, the second route into Pakistan from 
Afghanistan. In the west and north are the Hindu Kush Moun- 
tains and their foothills. In the Punjab, the center and east portion, 
the ground is level, much being desert. 

The Pakistan Army is definitely professional in character. It has 
long-standing military traditions which were inherited from the Brit- 
ish Indian Army. The soldiers from West Pakistan were the back- 
bone of that army. 

With proper up-to-date equipment, the Pakistan Army has excellent 
military potentialities. All services are composed completely of vol- 
unteers. The Army has 15-year enlistments, with the Navy and Air 
Forces having 12-year enlistments. These long-term enlistments pro- 
vide positive “training stability. 

With regard to the Pakistan Air Force, when we send these people 
to Germany or the United States for training, they rank among the 
three to five percent highest. They are very, very fine pilots. 

Mr. Harpy. One of the things that has bothered some of us in 
Washington is that we have had a lot of people go out of Washington 
from different agencies or from the Department of State, some from 
the Department “of Defense, there have been special emissaries, and 
every one of them seemed to take it on himself to make some agree- 
ments that we knew nothing about. I wondered where this agreement 
actually was made and how firm it was? 

General Truman. Actually, I do not believe it was an agreement by 
any individual. That was a State paper that was gotten together be- 
tween the two governments. 

Mr. Harpy. We are in a strange position if we are going to have 
broad agreements of this kind that are not covered by any specific 
authorization. 

I have no quarrel with that agreement that is confined to the au- 
thorization which was in existence at the time the agreement was made, 
but to extend it beyond that time so that we are committed to a point 
hat has not been authorized disturbs me. 

General Truman. There is no program here, no money or equipment 
or any commitments that we make here. We make it clear it is all con- 
tingent on the funds made available by Congress. But there is no 
doubt in the minds of the Pakistanis, they feel the United States has 
an obligation to fulfill these commitments. 

Mr. Harpy. Don’t we create for ourselves contingencies that are 
embarrassing when we make commitments that are not authorized? 

Ambassador Lanetey. What is the per capita cost of the military ? 

General Truman. About one-third of the United States. It is even 
less than that. One-tenth, I would say. 

Mr. Harpy. I commend you for your support of the program you 
are connected with, but all over the world we get the same reaction, 
that each country we are in is the strongest bulwark in the world 
against communism. 
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Are the people of sufficient political maturity to have a general 
election ? 

Ambassador Lanetey. I think so. 

Mr. Harpy. I have been a strong supporter of military aid ever since 
the program started. I view it from two points of view; from the 
point of view of looking at expenditures, which is part of the respon- 
sibility of our committee, but also from the standpoint of the Armed 
Services Committee. I recognized what we can accomplish by support- 
ing troops in other countries provided we can keep them on our side. 
But if defections take place we have to consider whether we may be 
providing a reserve for our enemies. 

General Truman. From my observation of the military leadership 
here, I do feel that we have a very good partner here in this country. 
I have been not only in Pakistan, “I was in the NATO business in 
Southern Europe before I came here, and I feel the money we are 
putting here on the military side is very worthwhile. They have 15- 
year enlistments. They can handle any kind of equipment we give 
them provided we give them training. It is a completely volunteer 
Army and there are 500 applicants for every vacancy. 

Mr. Revss. I have been supporting this aid program to my con- 
stituents on the basis this was a bulwark against communism. 

General Truman. Here is the place communism comes down 
through, here and here and possibly up through this area (indicating 
on map). 

Mr. Reuss. Where is the Russian or Chinese invasion going to come 
from? It is my idea you have a good buffer area in there, some moun- 
tain ranges. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Looking at the whole picture, and bearing in mind 
the fact that the United States has spread its activities all over the 
world, and that every frontier seems to be a critical one, and that we 
have substantial commitments in other areas, do you find the 1954 
agreement for troop support is entirely necessary for our own 
interests ? 

General Truman. I do. 

Mr. Brownson. As I look at this tabulation, it looks like your 


current program is $——— for military assistance and $——— for 
defense support. 
General Truman. I submitted $———~ for the military side for 


Army, Navy, and Air Force. 

Mr. BrowNson. That does not include defense support? 

General Truman. No. 

Mr. Brownson. Here are two programs which are more or less by 
nature charged against the defense of Pakistan. If a cut is made 
along the line, would you favor keeping the full funds in military 
assistance against the full funds in defense support ? 

General Truman. I want to try to satisfy to the utmost of my 
ability that which I consider has been a commitment for military 
hardware. I consider my 1958 program satisfies this to a major 
degree. After that I think we could consider what to cut down on, 
the defense support or the military support. 
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Mr. Brownson. Is the defense support also charged to the 
military ? 

General Truman. I will ask Mr. Killen to answer that. 

Mr. Harpy. Don’t you coordinate ? 

General Truman. Yes, we do. I would say most of the defense 
support has been put up by USOM and is for roads and things 
that I thoroughly agree with and have concurred in since I have been 
here. 

Mr. Harpy. Are they actual defense items? 

General Truman. I think they have both connotations, sir. There 
is no conflict. 

Mr. Harpy. There is a conflict. Some of us in Congress have the 
idea that the term defense support is a label put on to get the mone 
easier. That is why we want to know the extent to which the mili- 
tary determines what should go in defense support. 

General Truman. As far as defense support projects they have had 
since I have been here, most of them have been on roads, and I have 
concurred in them 100 percent. The roads at the same time help eco- 
nomically and militarily. 

Mr. Harpy. We are not necessarily suggesting that they are not 
desirable or worthwhile projects, but we are raising a question as to 
the propriety of calling some of these items defense support. I think 
you people m the military may as well realize you are carrying the 
load for getting the funds for them under that name. 

General TruMaAN. We realize that. 

Mr. Harpy. We are not sure that is the right label. Actually, in 
one country which we visited on this trip the MAAG people said, 
“Here are roads a heap more important from a military standpoint 
than the ones programmed.” Do you have that situation here? 

General Truman. No, sir. I would say if they wanted one road 
and I wanted another, I would take it to the country team for 
resolution. 

Mr. Brownson. Have you done that? 

General Truman. No. 

Mr. Brownson. Then the roads they have recommended from a 
military standpoint you have accepted? . 

General Truman. The ones they have recommended I have 
accepted. 

Mr. Brownson. Have you initiated any ? 

General Truman. I have not. 

Mr. Brownson. We are not taking a position against economic aid, 
but we are wondering if the stuff has been mislabeled primarily be- 
cause defense support is a little more fashionable in Congress than 
economic support. 

Mr. Harpy. Our military people in the field are the ones we de- 
pend on the most for national defense, and that is why we want to 
find out whether these things are necessary for defense support. 

Mr. Brownson. You see, General, there isn’t anything you cannot 
put under defense support if you want to. 

General Truman. That is right. 

Mr. Harpy. Any questions? 

Mr. Knox. I understand there is a possibility of India cutting down 
the water supply from this rich agricultural district. What is the 
extent of this rich agricultural district ? 
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General Truman. This is the agricultural district (indicating on 
map). This is the breadbasket. 

Mr. Knox. That is where the wheat is grown for home consump- 
tion and for export ? 

Ambassador Lanetey. They don’t export it. There is a shortage. 

Mr. Knox. Pakistan has exported wheat, has it not? 

Mr. Kinien. It has not been a significant exporter of wheat. 

Mr. Brownson. That is when we gave wheat to India. 

Ambassador Lanctey. They have a deficit. 

Mr. Knox. Are there any feeders from the main river coming into 
this breadbasket ? 

General Truman. No. 

Ambassador Lanatry. Two-thirds of Pakistan is completely arid. 

Mr. Knox. Has it been a part of the United States program to 
participate with the Government of Pakistan in putting in an irriga- 
tion system ? 

Ambassador Laneiey. We have helped some. 

Mr. Knox. When were the highways built up to Khyber Pass? 

General Truman. I think that was started in 1820. 

Mr. Knox. Nothing recent ? 

General Truman. No. 

Mr. Knox. How about Bolan Pass? 

General Truman. That isold too. 

Mr. Knox. They have not been built with our money ¢ 

General Truman. No. 

Mr. Kitten. There have only been two demonstration and training 
projects on roads and they have not represented any significant build- 
ing of roads at all. 

Mr. Harpy. Anything further? 

Mr. Meaper. General, I wondered, since we give substantial money 
to Afghanistan and India, are they building the forces here in Pakistan 
and trying to keep some balance ? 

General Truman. The only thing I can say about our aid to Pakis- 
tan, the money we are putting in here is to build up a country in de- 
fense against communism. It is not foreseen that any need will 
arisetouse these forces.  _ 

Mr. Meaper. But as far as the equipment given to Pakistan, they 
could use it as effectively against Afoh anistan and India as against 
the Chinese ? 

Ambassador Lanetey. Only if attacked. 

Mr. Meaper. Have you made any calculations looking ahead to 
the time Pakistan can support the forces they need ? 

General Truman. They have absolutely no facilities now for re- 
build, for anything of that nature, other than those small services 
they have in their own military forces. 

Mr. Brownson. That modernization of equipment can be almost 
anything ? 

General Truman. That is right, in the judgment of MAAG here, 
and they would go to Paris and so on. 

Mr. Brownson. At what price do we charge used equipment against 
the program ? 

General Truman. I think that is determined in the office of the See- 
retary of Defense. I can assure you anything I put in these programs 
is attempting to use the manpower here, which is the best I have seen 
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anywhere. I wish you had an opportunity to go and see these soldiers. 
They will stack up against some of the United States soldiers. 

Mr. Brownson. Off the record. 

(Discussion off the record.) 

Mr. Harpy. I believe in a discussion with Mr. Meader you indicated 
a long-term requirement for United States aid to the military that 
would run between $——— and $———— a year. Is that correct ? 

General Truman. That is my judgment at the present time. 

Mr. Harpy. What would be the nature of the things for which that 
would be used ? 

General Truman. For the maintenance of equipment we have given 
them ; for replacement items, for attrition; and for modernization and 
for certain budgetary support for these forces in order to use the equip- 
ment we have given them. 

Mr. Meaper. Are you making the assumption that the Pakistanis are 
not going to make any progress in their own self-sufficiency economi- 
cally so that they can support military items? 

General Truman. I do not believe they will immediately be able to 
put more than Rs———— a year in their military budget. If they pro- 
gress to the point where they could put more than that in their military 
budget, we could see what their revenues are and how much more they 
should put in. 

Mr. Mraper. If their economy deteriorates our contribution could 
conceivably be more than that, and if their economy improves it could 
be less; is that right ? 

General Truman. Yes, sir. 

Mr. Harpy. In the 1958 budget, in the figures we have, there is an 
item of $———— for Construction and Consumables. 

General Truman. Yes, sir. 

Mr. Harpy. Do you know how much is for construction and how 
much for consumables? 

General Truman. In my 1958 program I programed $———— for 
construction. The rest would be consumer goods. That is what I 
programed for. I do not have your figures. 

Mr. Harpy. They are the figures that were submitted to Congress 
to support the authorization bill and to support the appropriation 
bill. 

General Truman. The program I put in for 1958 had $——— in it 
for construction. That was for construction at Kharin and Quetta 
and for extending a runway. 

Mr. Harpy. I believe the funds to pay the troops used to be under 
direct forces support. 


General Truman. In the 1958 program there is ———— rupees and 
$—___—— for pay and allowances, rations, initial clothing, recur- 


ring costs for clothing, and things of that nature. For the 
rupees, when ICA and I looked over the overall budget there was 
sufficient rupees from Public Law 480 to take care of that ———— 
rupees. 

Mr. Mraper. This budget presented to Congress does not include 
the rupees, does it ? 

Mr. Harpy. They have a footnote, “For defense support.” Public 
Law 480 is not normally considered here. They are generally con- 
cerned with what would normally come from section 402. 
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General Truman. The ———— rupees come from Public Law 480. 

Mr. Harpy. That is unusual. 

Mr. Harpy. You might be interested in seeing the budget that was 
presented to Congress, if you haven’t seen it. 

General TruMAN. They gave me a presentation that was going to 
be presented to Congress w hich I have seen. I commented on it. 

Mr. Harpy. May be in view of what we have been saying about de- 
fense support you might be interested in the reference to Public Law 
480 funds in the presentation. 

The objectives of the defense support program, we were advised, 
were : 

To assist Pakistan in meeting its defense commitments; to maintain essential 
levels of consumption by financing necessary imports; to support the productive 
base on which must ultimately rest Pakistan’s ability to accept an increasing 
share of the defense burden. 

Those were the objectives. On the basis of that, I had a feeling you 
folks in the military would have more to do with it. 

General Truman. I don’t know about that. 

Mr. Harpy. Thank you, General. 

Ambassador Lanctry. That completes the general briefing unless 
you have further questions. 

Mr. Harpy. Thank you, Mr. Ambassador. This has been very help- 
ful and informative. The thing we will need to do next will be to dis- 
cuss with the USOM people certain specifics. 

Ambassador Lane.ey. All right, sir. 

(The subcommittee, prior to y arrival in Karachi, submitted to the 
Mission a questionnaire. The questions and responses thereto will be 
found on p. 1222 as appendix VI.) 

Mr. Harpy. Now, Mr. Killen, when we first started looking into the 
aid program in Pakistan we started with a GAO report ‘issued in 
December 1955. In the beginning of that report attention is called to 
some basic deficiencies that had occurred generally in a good many 
countries, and the report said, in effect, that much of the difficulty in 
Pakistan grew out of two basic factors which I will quote: 

(1) The annual level of aid established for individual countries has been 
beyond the financial and physical capacity of the agency and the foreign country 
to get underway in the year for which the funds were appropriated; and (2) 
the agency, by committing itself to a wide diversity of projects, has so dispersed 
its efforts as to be unable to administer them effectively. 

That is a very general expression, but there are two factors involved 
there. 

First of all, I assume you are familiar with that GAO report, and 
I wonder if you would comment on those criticisms ? 

Mr. Kitten. Fundamentally, I think the first criticism was not a 
valid criticism. Secondly, I think the second criticism has a sub- 
stantial measure of validity. 

The first criticism concerns the difficulty in getting programs 
underway. 

Mr. Harpy. Before you comment on that, may I call your attention 
to this fact: You are familiar with the fact that the GAO submits 
its report to the agency concerned before it is released and the agency 
in Washington has had an opportunity to suggest corrections if any 
part is not “valid. 
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Mr. Kitien. I don’t think the first criticism is fundamentally valid 
because it talks about the difficulty of getting programs underway. 
The fact remains, when you are embarking on capital projects, the 
building of dams, "the building of power stations, and so on, the pro- 
cedures required in accordance with our own administrative regula- 
tions do consume a good deal of time, and there is a long lead time 
both in getting the project underway, and in getting the equipment 
being procured built and delivered. 

It does not seem to us that is a sign of weakness in the program 
itself. The fact the project may have been agreed to in 1954 and 
didn’t get underway for 2 years because of the lead time has not 
seemed to us to be an indictment of the program. To my knowledge, 
every effort is being made to curb the procedural aspects of this par- 
ticular program. 

Mr. Harpy. GAO subsequently made this statement : 

The agency, on the other hand, states that these factors are dictated in large 
measure by international political considerations and that it has no alternative 
but to initiate projects to the level of aid established and to administer them 
as efficiently as its facilities and those of the foreign government will permit. 

So GAO does not put it quite on the basis that you do, 

Mr. Kirxen. As I understand it, this GAO report is talking about 
the ICA program on a global basis. I think this comment is not 
specifically directed to Pakistan. 

Mr. Harpy. It is directed to Pakistan, but also says it has been 
characteristic of programs in other countries. 

Mr. Kitten. I have not been familiar with the Pakistan program 
in past years. Mr. Whitman may be able to contribute something to 
this. We have encountered some difficulty in getting the Pakistanis 
themselves to invoke their side of these programs as rapidly as we 
should like, but this has not operated to the extent of preventing the 
implementation of some of these things. 

Mr. Harpy. It might be that the Ambassador will want to comment 
on this aspect of it. 

Ambassador Laneatey. I think the answer should be by ICA Wash- 
ington and not ICA Pakistan. 

Tam, like Mr. Killen, fairly new myself. 

Mr. Wuirman. I have been here since 1955, but I know of no case 
where we have had a program that was not economically justified. I 
cannot recall any. 

Mr. Meaper. I gather the decision may well have been made in 
Washington rather than by the mission here. The question might be 
one of whether the level of Pakistani aid fixed in the field has been 

raised in Washington. 

Mr. Wuirman. Not since I have been here. 

Mr. Mrapper. Have any advices come to the field in preparing your 
program and its level, indicating that you ought to ask for so much 
money ¢ 

Mr. Wurman. They have given us figures sometimes they thought 
might be reasonable. Sometimes they have been lower than what we 
thought was required. 

Mr. Meaper. So, as far as your experience is concerned, you could 
not support the statement that unusually high aid to Pakistan had 
been determined as a political decision ? 
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Mr. Wurman. Not since I have been here. 

Mr. Harpy. Suppose we take up the second part of this, that— 
the agency by committing itself to a wide diversity of projects has so dispersed 
its efforts as to be unable to administer them effectively. 

Mr. Kitten. This is a very real problem in the agency. In the last 
year and a half, just before coming here, I have been working on the 
program’s own evaluation staff and visiting a number of countries 
looking at the strengths and weaknesses of our programs in various 
countries. 

I think there has been a general consensus developed in the agency 
by all of those who have been concerned with program formulation 
and administration that it would be desirable to attempt—the word 
that has been used is concentrate—to concentrate the efforts on fewer 
projects and perhaps having greater impact in these fewer projects. 

That is an easier concept. to state than to carry out. In the first 
place, it requires the establishment of a sharper schedule of priorities 
within the country program itself. I think we here—I am speaking 
now of the Pakistan progré are determined we should do just that, 
and the mission is making a very thorough examination not only of 
the individual projects now in the program, but the extent to which 
those projects can be either phased out and completed or determined 
of less priority than they have been receiving. 

The ramifications of what we call “scatteration” are very great in- 
deed. We examine the program as thoroughly as we can with a view 
to determining how we can concentrate our efforts and by concentrat- 
ing our efforts make the program more effective. 

The more diverse an operation is, the more administrative work 
there is in connection with it. The host government in this case has a 
limited number of skilled people, and we don’t want to see them diluted 
too much, so we are quite willing to put into effect the GAO recom- 
mendation to the maximum extent possible. 

Mr. Harpy. Ordinarily, in opening up these discussions on specifics, 
I try to call attention to the normal way in which the committee oper- 
ates. I think perhaps I should do that now. 

Sometimes we will have some rather pointed questions. They will 
not necessarily reflect the view of the questioner at all. So I hope none 
of you will try to read our minds from the questions we ask, because 
if you do you are liable to be a long ways off base. We are just trying 
to ‘develop the facts as completely as possible. That is why we sent 
that questionnaire. So when we ask these questions, please do not try 
to impute to any of us that ask them a particular point of view. 

Mr. Reddan, did you have a question to bring up on the question- 
naire? 

Mr. Reppan. Yes. On page 1 the question was asked : 


How much counterpart was on deposit at the end of fiscal year 1955? Fiscal 
year 1956? Fiscal year 1957? What is your estimate of the amount which will 
be on deposit at the end of fiscal year 1958? 


In the answer to that question it is stated: 





The principal problem to date has been to find ways and means to release 
counterpart to specific development projects through GOP budget while providing 


the records necessary for the USOM/P Controller to make the required end-use 
review. 
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I was wondering if you could amplify that a little bit to give a 
better idea of the problem involved. Just what is the problem ? 

Mr. Kien. To make a brief answer, I think basically it is a ques- 
tion of counterpart funds. 

The Government of Pakistan finally credits the funds and the funds 
are themselves allotted, and the approval of these projects and of the 
schedules for allotting and releasing the funds may consume a long 
period of time. Both our own control procedures and the GOP pro- 
cedures consume a great deal of time. The Government of Pakistan 
has itself an extremely involved control procedure. But a great deal 
of the projects are under the jurisdiction of the individual provinces 
and some are on a loan basis, so it becomes very involved. 

Mr. Reppan. Does this complicated system of the Government of 
Pakistan hinder or aid in the checking of funds? 

Mr. Kitien. I think it hinders in the expeditious use of the funds. 

Mr. Reppan. Is the matter referred to in your answer related in 
any way to the temporary stopping of aid to Pakistan? 

Mr. Kitten. There is no temporary stopping. That is a misnomer. 

Mr. Reppan. That is the only thing I have. 

Mr. Meaper. Could I ask a question ? 

Who was the director of the mission in 1954? 

Mr. Wuirman. Ralph Will. 

Mr. Meaper. If there was a commitment for more projects than 
could be carried out, it was done at that time? 

Mr. Wuirman. Between that time and June 6, 1955, when Mr. Will 
left. That is when a number of projects were agreed to, between those 
dates. 

Mr. Meaner. In looking at your replies to the questionnaire, it seems 
a lot of projects were agreed to in February and May of 1954. It 
seems like a long time to start out on something and still not have it 
done. 

Mr. Kitten. It is. This program got under way very largely in 
1954. That was when the United States made the decision to go ahead 
with an extensive program of aid in Pakistan. In view of the des- 
perate economic plight of the country, it was also agreed at that time 
the program would encompass economic projects. 

You will see there is a diversion dam on the Indus River mentioned ; 
there is a fertilizer operation mentioned. There is the Karnafuli 
multipurpose project mentioned. This was the first large multi- 
purpose project. 

The Karachi water supply project is a project for the city itself. 
It has mushroomed. This water has to be brought about 60 miles 
and purified. 

The Ganges-Kobadak irrigation project is also mentioned. The 
Punjab ground water survey is designed to determine the availabilit 
of ground water for irrigation and washing out of salts in the soil. 
That was a 5-year project and it is on schedule. 

Those are the project type of things. 

The fertilizer project, we think, should be in operation in a short 
time. 

The Taunsa barrage project, or diversion dam on the Indus River, 
is completed. 


24700—58—pt. 1——-69 
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The Karnafuli multipurpose project, that work is very impressive. 
The International Engineering Company of San Francisco did the 
design and the Utah Teteirnndtenal Contraction Co. did the build- 
ing. It has taken a long time to get it underway, but they now have 
the equipment on the job and the job will be completed close to the 
pabioated completion date. 

The Karachi water supply project is running under schedule. If 
you were going to be here longer we could take you there and show 
you the work ie done. It will be concluded in the next 12 to 18 
months. 

On the Ganges-Kobadak irrigation project the Canadians have pro- 
vided a thermal powerplant that is 95 percent complete. The canals 
have been built. ICA is financing the pumps. There will be three 
pumps to lift this water out of the Ganges and pump it through the 
canals. 

These are all long-lead-time projects, and while we do not deny 
that there have been delays ma some difficulties, by and large we 
think the performance has been pretty good. The work is going on 
and each will come to fruition not too far off schedule. 

Mr. Harpy. Is your fertilizer plant in operation yet ? 

Mr. Kituten. They are just bringing it, department by department, 
into operation. The ammonium sulfate department will soon be 
brought into operation. A Belgian firm supervised it. 

Mr. Harpy. Thank you very much. We will adjourn until 2:30 
this afternoon. 

(Thereupon, at 11:50 a. m., the hearing was recessed until 2:30 
p. m. the same afternoon in the USOM Building.) 
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(Part [1—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


MONDAY, NOVEMBER 25, 1957 


Hovsr or REPRESENTATIVES, 
SuBcoMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 


Karachi, Pakistan. 


The subcommittee met at 2:30 p. m. in the conference room, 
United States Operations Mission Building, Hon. Porter Hardy, Jr. 
(subcommittee shairiae) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Victor 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officer present: C. Hoyt Price, Department of State. 

American Embassy official present: Jules Bassin, special assistant 
to the Ambassador. 

United States Operations Mission officials present: James S. Killen, 
director ; Roswell H. Whitman, deputy director; Alfred Block, chief, 
Procurement and Supply Division; Richard Plummer, acting chief, 
Industry and Transportation Division; George Gibson, chief, Agri- 
culture Division; Hoyt Turner, chief, Education Division; Frank 
Tessitor, chief of water resources; Robert Clifford, economist; Doug- 
las Harwood, procurement officer; John Benz, economist; C. H. Rees, 
assistant director for management; and Albert P. Battleman, con- 
troller. 

Mr. Harpy. Let the subcommittee come to order. 

Do you think there will be any necessity for repeating the remarks 
I made earlier, or were all of your people at the session this morning? 

Mr. Kien. No. These people were not at the session this 
morning. 

Mr. Harpy. Then I think I should disabuse anybody of the notion 
that the committee might be out looking for someone’s scalp. We are 
not. We are trying to develop as complete a factual picture as we 
can of the aid program in Pakistan at this particular stop. We want 
our approach to be constructive so that when we make a report it can 
be constructive. We would like it to be constructive to ICA Washing- 
ton just as we would to the people in the field, and I hope that our 
visit may have some beneficial results to the individuals who partici- 
pate in the discussion with us. 
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I would like to especially suggest that none of you attempt to read 
into our questions any particular point of view. While as individuals 
we do have varying points of view, our questions may be directed at 
an exactly opposite avenue in order to try to develop as complete a 
factual situation as we can. 

And I hope you will make your responses as direct as you can. 
There is sometimes a general tendency among agency people in this 
kind of an inquiry to suppose that the committee is trying to pin the 
blame for something on somebody and to seek to present a picture of 
mitigating circumstances before they get around to answering the 
question. We know that for delays frequently there are mitigating 
circumstances, but let’s try not to get that in rather than a direct 


response. 

With that brief summation of the committee’s approach, I think 
we might well get under way unless some of your people would like 
to make some inquiry about the general approach of the committee. 

Mr. Kixten. I think not. 

Mr. Harpy. There was mentioned this morning a situation that 
brought forth some press comment about the withholding of expendi- 
ture of $10 million in aid because one faction in the government had 
alleged corruption on the part of somebody else. It might be helpful 
if you told us what that situation was and what its present situation is, 


STATEMENT OF JAMES S. KILLEN, DIRECTOR, UNITED STATES OP- 
ERATIONS MISSION, KARACHI, PAKISTAN; ACCOMPANIED BY 
FRANK TESSITOR, CHIEF OF WATER RESOURCES; ALFRED BLOCK, 
CHIEF, PROCUREMENT AND SUPPLY DIVISION; ROSWELL H. 
WHITMAN, DEPUTY DIRECTOR; ALBERT P. BATTLEMAN, CON- 
TROLLER; RICHARD PLUMMER, ACTING CHIEF, INDUSTRY AND 
TRANSPORTATION DIVISION; C. H. REES, ASSISTANT DIRECTOR 
FOR MANAGEMENT; AND DOUGLAS HARWOOD, PROCUREMENT 
OFFICER 


Mr. Kiiten. About a year ago an agreement was reached between 
the Government of Pakistan and USOM to earmark $10 million in 
fiscal year 1957 funds for a program referred to as SMAP—special 
machinery aid program. The objective of this particular program 
was to provide machinery and equipment to enable Pakistan industry 
to expand its production both for purposes of expanding exports and 
for lessening imports, and so forth. There were a great many Paki- 
stani industry operations which lacked maybe 1 or 2 pieces of equip- 
ment that prevented expansion of industry. This was supposed to go 
to the private sector in the Pakistani economy. 

Over a period of months the Pakistani Government and USOM 
worked up the industrial sectors into which these funds were to flow, 
and gradually a full list was evolved representing $9 million plus of 
the $10 million involved. It was agreed that it would be divided half 
to East Pakistan, $3.5 million to West Pakistan, and the rest to the 
Karachi area itself. 

It was impossible for the USOM personnel and for USOM itself 
to make an exhaustive survey into the economic situation surrounding 
each of the many industries the Pakistan Government submitted to 
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us for these funds. We had, jointly with the Government of Pakistan, 
established certain criteria, and on the assurance of the Government 
of Pakistan that these criteria fundamentally were met, with a nominal 
examination, USOM arranged for the authorization of these funds. 

Sometime after the lists were announced, there was some criticism 
voiced on the part of the various business organizations and some 
charges were levied that the then government, the Suhrawardy gov- 
ernment, had utilized these funds for political purposes without re- 
gard to some of the economic specifications that had been agreed upon. 
When the Suhrawardy government fell the new government immedi- 
ately launched an investigation of the use of these funds, and this 
investigation was undertaken by the Ministry of Commerce. As soon 
as they announced this investigation, it became apparent to us, at 
least, that it would be unwise for USOM and ICA Washington to 
continue their plan of implementing this $10 million project. We 
felt that when official challenges were filed against the proposed use 
of funds, we should seek to take corrective action as quickly as possible. 

I talked to the Finance Minister and told him I thought it would 
be contrary to United States interests to proceed with the pro- 
graming of these funds if there were substantial challenges as to 
the uses proposed. He reported that to the Prime Minister, and we 
met with the Prime Minister and took the same position with the 
Prime Minister, stating we did not seek to reduce the aid to Pakistan 
by $10 million, but would look with favor upon a request from the 
Pakistani Government to use these funds for other purposes. 

The Government of Pakistan then asked if we would use these funds 
for essential commodity imports such as steel, cement, sugar, and 
petroleum products, and that they would make their investigation and 
use their own free foreign exchange for the imports to the value 
authorized. é 

We agreed to substitute steel, sugar, cement, or additional items such 
as coal, and that is the way the matter stands at the present time. 

Mr. Harpy. What are we going to do with that money ? 

Mr. Kiiien. We are going to finance essential commodity imports 
which they would have financed from their free foreign exchange, and 
they will transfer from commodities to the special machinery. 

Mr. Harpy. In other words, the net result will be the same? 

Mr. Kitten. The same amount of aid. 

Mr. Harpy. So we are financing the same program by substituting 
another one in place of it? 

Mr. Kriten. We are financing goods of the same value. 

Mr. Harpy. You are taking over responsibility for something they 
were going to do? 

Mr. Kien. In a sense. We did not propose to use aid funds for 
purposes that might be questionable, and we told them to finance it 
out of their free foreign exchange. 

Mr. Harpy. And we would use this same money for something 
else that they were going to do? 

Mr. Kruien. Ri int. 

Mr. Harpy. It doesn’t have the effect of correcting a bad situation, 
but it relieves us of direct responsibility for being involved in 
chicanery ? 

Mr. Kien. I think our action will have a substantial effect on 
import licenses. 
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Mr. Reppan. I would like to start with this Taunsa diversion dam 
project. That dam is being built by the Government of Pakistan with 
its own personnel ¢ 

Mr. Kitten. I would like Mr. Tessitor to testify on that. 

Mr. Reppan. Is there a contractor on it? 

Mr. Tessrror. There was on a portion of it, Brown & Root of 
Houston, Tex., to set up a steel fabricating shop for fabricating and 
furnishing the steel material for all the gates. There is a total of some 
68 gates involved. The contract amounted to about $3 million. It is 
now completed. 

Mr. Reppan. That had nothing to do with the construction of the 
dam itself? 

Mr. Terssrror. No, only the steel control gates and training the 
Pakistanis in the techniques. 

Mr. Harpy. You say they have finished. What about the facilities 
they set up ? 

Mr. Tesstror. The facilities were to be permanent facilities for 
Pakistan in other projects involving steel fabrication. 

Mr. Harpy. Is any provision made for their use in other projects 
calling for such facilities ? 

Mr. Tessrror. They intend to utilize these fabricating facilities for 
other contemplated diversion gates in canal diversions, and so on. At 
the present time they are applying these facilities for head gates on the 
project. 

Mr. Harpy. I was just thinking, we have a side effect. We are 
— another industrial activity that grew out of a need to build 

iversion gates for an irrigation project. I imagine back home if 
someone had an irrigation project they might work out a scheme of 
getting the gates fabricated but they wouldn’t charge the whole thing 
off to that one project because it would have some residual value. But 
that goes over to the Government. Is there any specific long-time use 
Se of it? 

r. Kitten. There is a reasonable expectation that these facilities 
will be used over a period of years, long enough to effect a sound 
amortization of the investment. 

Mr. Harpy. That is similar to the continuation of a large irrigation 
program over a long period of time. 

Mr. Kirin. That is right. 

Mr. Reppan. Do you know what the cost of that fabrication plant 
was? 

Mr. Tessrror. The total contract was $3 million. The amount allo- 
cated to the machinery and building was in the order of $114 million. 

Mr. Reppan. Who did the procurement for that? 

Mr. Tessrror. Brown & Root of Houston, Tex. 

Mr. Reppan. Did they hold the contract for the construction of the 
dam itself? 

Mr. Tzxsstror. No. That was done with Government forces. 

Mr. Reppan. I notice at the bottom of page 9 of the questionnaire 
it is stated : 

Work was considerably delayed as a result of (a) lengthy lead times in 
procurement of foreign equipment * * *. 
Will you explain that ? 
Mr. eater. We also furnished, in addition to this fabricating 


plant, heavy construction equipment in order that they might proceed 
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quickly and more effectively in the completion of the contract. The 
— of time in preparing the specifications and placing the orders 
and getting shipments out was in the order of 14% or 2 years in some 
cases, and that required an adjustment in the construction schedule. 

Mr. Reppan. How was the contract let for the procurement of that 
machinery ¢ 

Mr. Tessrror. We procured the machinery under established pro- 
cedure. In the early days, in 1954, the procedure was to submit spe- 
cifications to GSA and GSA would do the procuring. After 1954 
the procedure was to prepare the specifications and let the Pakistan 
Department do the procuring through their own procedures. 

Mr. Reppan. Do you know whether or not this was American 
equipment ? 

Mr. Tessrror. In practically all cases the specifications were for 
American equipment, and it was American equipment that came in. 

Mr. Reppan. Do you know why that long lead time was required ? 
What type of equipment necessitated such a long lead time, two 
years in some instances ? 

Mr. Tessrror. In those days items like tractors and dozers and such 
were in short supply and took a considerable time to get. It was just 
the ordinary time of preparing the specifications, calling for bids, ob- 
taining shipping space to this part of the world, and getting them 
transferred from the port up country, with all those delays piling up. 

Mr. Harpy. I think maybe we need a little better understanding of 
what you mean by regular procedures. It is a regular procedure for 
substantial items of equipment to be procured under contract. Who 
made the procurement in this case ? 

Mr. Tessrror. GSA procured them out of 1954 funds. DS&D pro- 
cured contracts by awarding to the low bidder and the equipment was 
shipped out on that basis. 

Mr. Harpy. Whois DS&D? 

Mr. Trsstror. Department of Supply and Development. 

Mr. Harpy. That is here or in Washington ? 

Mr. Tressrror. That is the Government of Pakistan. 

Mr. Harpy. They entered into contracts directly for the equip- 
ment ? 

Mr. Tesstror. With the low bidder, yes. 

Mr. Harpy. Were those contracts supervised by the Mission? 

Mr. Tessrror. That I cannot answer. 

Mr. Kriien. I have asked Mr. Block, our Chief of the Procure- 
ment and Supply Division, to come up. Maybe he can answer that 
question. 

Mr. Harpy. Is it normal procedure to arrange with the host govern- 
ment to procure major items of equipment ¢ 

Mr. Krixen. I think that question should be held for Mr. Block. 
The general ICA policy has been to encourage the host government 
to do its own procurement where it has an efficient mechanism for 
earrying on the work and, secondly, where it is prepared to maintain 
standards in procurement that would compare favorably with our 
own. 

Mr. Harpy. That implies there was a findig that those two condi- 
tions existed here. 

Mr. Kren. They would be the conditions we would take into con- 
sideration if we were doing it now. 











1078 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Reppan. To what extent was the delay in the project caused 
by failure to deliver the materials from the dock to the project ? 

Mr. Tessrror. It was a matter of retiming certain features. The 
overall delay has resulted because of delay in equipment. The delay 
has been due to their staff and organization in planning and in orig- 
inally setting a completion date that was unrealistic, in terms of 
past experience. 

Mr. Reppan. Do you find that this long lead time in procuring 
equipment for projects occurs with any degree of regularity in your 
projects ? 

Mr. Tessrror. It seems that in our planning we usually plan on a 
normal delay or lead time of about a year and a half. 

Mr. Harpy. A year and a half to get equipment ? 

Mr. Tessrror. Yes. 

Mr. Harpy. There is something wrong with our procurement sys- 
tem, then. I don’t believe the equipment supply condition is such 
that it should take that long, is it? 

Mr. Tesstror. I don’t think it is now. In 1956 the delay in pro- 
curing caterpillar tractors was 12 months. 

Mr. Harpy. Are you sure of those figures? 

Mr. Trsstror. That is what the caterpillar representative told us. 

Mr. Harpy. In 1956? 

Mr. Trssrror. In 1956. 

Mr. Harpy. That is a little out of line with some other information 
we have been getting in respect to road building equipment procured 
during that same period. 

Mr. Kitten. Mr. Chairman, Mr. Block is here now and can answer 
your question. 

Mr. Harpy. We were talking about the procurement of equipment 
and it was testified that some of it was procured through the GSA and 
some was authorized to be procured by the Pakistani Government, 
and the question was whether the Mission supervised the procure- 
ment by the Pakistani Government. 

Mr. Brock. Generally we set up the rules the DS&D has to follow, 
and they are the same standard procedures of the United States. The 
specifications are written in terms of United States standards, and 
the bids are received and evaluated by the Department of Supply and 
Development. 

Mr. Harpy. I think we pretty well understand what the procedure 
is, but who made the determination that the procedures were followed ? 

Mr. Biocx. We do that. 

Mr. Harpy. Now, is that a usual practice, to transfer to the host 
government responsibility for major procurement of that kind? 

Mr. Brock. Yes, sir. 

Mr. Meaver. How much did the Government of Pakistan put into 
this project ? 

Mr. Tessrror. Of the order of 32 crores. A crore is 10 million rupees. 

Mr. Kiuien. You multiply the crores by 2 to get millions of dol- 
lars. That would be roughly $64 million. 

Mr. Meaper. So they are committed to put in $64 million? 

Mr. Kitzen. Their share would be about $57 million or $58 million. 

Mr. Trssrror. In the early days the rate was 3.3 and now it is 4.75, 
so when you translate that into dollars you should remember that. 
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Mr. Harpy. Are they actually putting that much money in it? 

Mr. Tessrror. Yes. 

Mr. Meaper. Is any of their contribution derived from funds gen- 
erated by our aid program ¢ 

Mr. Wuirman. Yes, this year. 

Mr. Kitten. Mr. Block, can you tell us about that? 

Mr. Buiock. No. 

Mr. Wuirman. Between 10 million and 20 million rupees. 

Mr. Kitten. It will be a small part of the rupee cost. 

Mr. Meaper. If they are financing the major part of the cost of the 
total project, that might have some bearing on their procuring the 
equipment. 

Mr. Kitten. They are financing the local currency cost. Steel and 
technical services are things they cannot buy with rupees. 

Mr. Brock. I don’t know what is being considered for this year, 
but it was 30 million rupees of the original cost of this project. 

Mr. Kitten. Our rupee contribution from counterpart has been 
roughly 6 million rupees out of a total cost of $64 million. 

Mr. Harpy. In some other areas we have found that the amount of 
participation attributed to the host country was frequently expanded 
considerably by an excessive value being placed on contributions in 
kind. 

Mr. Kitten. When we evaluate those projects, our Controller’s 
office examines the expenditures on the project, and if there seems to 
be anything untoward or improper in those expenditures—— 

Mr. Harpy. I wasn’t suggesting there was anything that was neces- 
sarily improper, but sometimes the contributions in kind of the host 
governments through the use of office space, and such as that, that is 
treated in the contribution has appeared to us to be highly exaggerated, 
and it is interesting sometimes for us to look at the in-kind contribu- 
tions. We ran into that in the Iranian situation and found that in 
many instances where it was alleged the Iranian Government had con- 
tributed something substantial, it was actually practically nothing. 

Mr. Barrteman. We haven’t gotten into the audits yet, but con- 
tributions in kind are evaluated at the going cost and we reflect. those 
in our calculations. 

Mr. Harpy. The only effect of the padding of in-kind contributions 
is to make the host government look better and get more from the 
American taxpayers. 

Mr. Kitien. On projects in this country, USOM is not going to 
be influenced in its judgment of whether or not we should go into a 
project based solely on the amount of money the host government 
is putting in it. 

Mr. Harpy. I would not suggest that, but sometimes folks get so 
wrapped up in what they are doing that it isn’t too unusual for them 
to make out as pretty a picture as they can to make sure this project 
does not fall by the wayside. So it would be interesting, when you 
make an audit, to take a look at the yardstick that is applied. 

Mr. Kitten. I might say the Controller is very hardboiled. 

Mr. Harpy. We have had experience with controllers too, and I 
cast no aspersions on this one. By and large the controller serves 
a useful purpose. More power to him. 
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Mr. Meaper. What are some of the major items of cost in the Paki- 
stan contribution to this Taunsa project ? 

Mr. Tesstror. In cement, in aggregate, in labor involved in moving 
vast quantities of earth, and so on. Primarily I would judge the 
greatest item on this job had been manual labor. 

Mr. Harpy. I would like to return to the question of equipment 
procurement. In the GAO report which I referred to suites, this 
same problem was discussed, the problem of equipment procurement, 
particularly as operated by PIDC. Of course at that time they were 
talking about a different project. I believe this equipment was pro- 
cured in 1956; is that right? 

Mr. Kriixen. Yes. 

Mr. Harpy. In the beginning of 1956 the Comptroller said: 

Aside from the delay in construction activities, there has been some dis- 
satisfaction with the manner in which PIDC earried out its procurement and con- 
tracting functions. American suppliers who have participated in bidding for 
the project maintained that PIDC has not given due recognition to the technical 
superiority of their equipment, that the agency has arbitrarily overruled the 
support for American equipment by the Union Chemique, and that PIDC in 
some cases has ignored the lowest bidder. 

This came out the last of December 1955 and it should have been 
pretty fresh at the time you made your procurement. The report 
goes on to say: 

ICA currently plans to arrange for a comprehensive audit review of project 
expenditures financed by the agency to date, to determine whether PIDC con- 
tracting and procurement procedures have been prudent, have been of maximum 
benefit to the project, and have given due recognition to the interests of the 
United States Government. 

My question is, was that audit made, and if so when was it com- 
pleted ? 

Mr. Kirxien. I cannot answer that. 

Mr. Batrteman. The project you are talking about is still current. 
We have an auditor who has checked to make sure there was competi- 
tive bidding. The job is not completed, but we have a report indi- 
cating as far as we went that everything was all right. 

Mr. Harpy. When was that report issued ? 

Mr. Batrteman. I would say August or September 1956. 

Mr. Harpy. All right. Here was a criticism of PIDC procurement 
by GAO issued on December 27, 1955, a few months before you began 
procurement of this equipment through PIDC. 

Mr. Barrteman. We didn’t buy this equipment through PIDC. 

Mr. Meaper. What is PIDC? 

Mr. Kitten. Pakistan Industrial Development Corporation. 

Mr. Harpy. What is the other outfit ? 

Mr. Kirren. DS&D, Department of Supplies and Development. 

Mr. Harpy. Is one more righteous than the other?. Is PIDC a 
government agency ? 

Mr. Kriuen. Yes. 

Mr. Harpy. They are both government agencies? 

Mr. Kirin. Yes. 

Mr. Harpy. And presumably they must both have been operating 
under the same rules ? ' 

Mr. Kitien. But PIDC does not do the buying. 
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Mr. Harpy. PIDC did the buying for the fertilizer plant according 
to GAO. Here is a report issued by GAO in 1955 which should have 
been fresh at the time you were making these procurements. There 
is a statement in the report that ICA was going to make an audit of 
these procurements which apparently was misunderstood because I 
understood it was construed as meaning a part of the total audit which 
has not been completed yet. 

Mr. Kitten. The project has not been completed. 

Mr. Harpy. I understand that, but I do not get from the GAO re- 

ort that the audit was expected to be delayed until the project was 
finished. Let me read this again: 

ICA currently plans to arrange for a comprehensive audit review of project 
expenditures financed by the agency to date, to determine whether PIDC con- 
tracting and procurement procedures have been prudent, have been of maximum 
benefit to the project, and have given due recognition to the interests of the 
United States Government. 

Mr. Kitten. And Mr. Battleman said as of August 1956 an audit 
had been completed and the procedures were deemed to be in order. 

Mr. Reppan. The principal project responsibility rested with the 
Pakistani Government ? 

Mr. Kitten. Yes. 

Mr. Reppan. And there were certain foreign firms which were re- 
sponsible for the construction of the project. Did that result in 
any peculiar difficulties for ICA insofar as technical guidance or in- 
ventory or end use checks were concerned ? 

Mr. Ptummer. The mission had very little control after the process 
had been selected, which was gone over by the Bureau of Mines. Once 
that process had been selected and agreed upon, from that stage on the 
mission, insofar as I know, had very little control over the audit of 
items of equipment. 

Mr. Reppan. Did they make any check of the equipment on de- 
livery ? 

Mr. Piummer. We have a man on the job and no payment is made 
until he proves the equipment has been received. 

Mr. Reppan. Do you inventory every item of equipment as it is 
received ¢ 

Mr. PiummMer. It is checked. 

Mr. Reppan. A physical check ? 

Mr. Pium™er. Yes. 

Mr. Reppan. Do you know if you have end use checks ? 

Mr. Ptummer. That I cannot tell you. 

Mr. Barrteman. We check the records. 

Mr. Harpy. When did you begin procurement through the Paki- 
stani agency ? 

Mr. Brock. There was an agreement signed in June 1954 that the 

Government of Pakistan would do all the procurement except spe- 
cialized items. It was in March 1955 that we began turning over the 
 aeneeny for the procurement. I do not consider PIDC the 
yovernment of Pakistan in the sense we have the Department of 
Supplies and Development as the essential agency. However, on 
substantial PIDC procurement they would follow the same system as 
DS&D does. 

Mr. Harpy. This decision to procure through the Pakistani Govern- 
ment agency was made in 1954? 
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Mr. Biock. June 30, 1954. 

Mr. Harpy. And when did actual procurement begin ? 

Mr. Buockx. We started doing the bulk of it aude March 1955. 

Mr. Harpy. I think we were talking about 1956 for the irrigation 
project. 

Mr. Buiock. This was another project. But they actually began 
buying project equipment in March 1955. 

Mr. Reppan. Do I understand this basic agreement covers all pro- 
curement of equipment for the Government of Pakistan plus Gov- 
ernment of Pakistan projects, and if so, what percentage are Gov- 
ernment of Pakistan projects? 

Mr. Buiock. They are all Government of Pakistan projects, but we 
have the Ministry of Education; the Department of Supplies and 
Development; and also PIDC. Those are the three Pakistani agen- 
cies for procurement. 

Mr. Harpy. Did the GAO people discuss with you the deficiencies 
they found in PIDC procurement ? 

Mr. Brock. I discussed with them what we were doing and they 
did not criticize it. 

Mr. Harpy. Did you ever see this report (indicating GAO report) ? 

Mr. Buiock. No, sir. 

Mr. Harpy. Didn’t they send it to you? Don’t they send out to the 
field the reports on things that directly affect the operations in the 
field ¢ 

Mr. Kitten. They may have. I saw it in Washington but have 
not seen it here. 

Mr. Harpy. I don’t see how anybody can take corrective action on 
deficiencies unless they are told what the deficiencies are. 

Mr. Meaper. Is it not the practice of GAO to release a draft of 
their report to the agency concerned in Washington before it is pub- 
lished, and would it not be natural for ICA Washington to submit 
it to the field ? 

Mr. Harpy. Certainly ICA had it before GAO sent it to Congress. 

Mr. Kitten. I know that in the last 60 days we have had a GAO 
team here. That team, after leaving here, went to New Delhi. They 
are coming back on the 5th or 6th of December and said they would 
be prepared to discuss with us what they found here before returning 
to Washington. That will be very helpful to us, and I suppose after 
they finalize their report we will see a copy of it. 

Mr. Harpy. I hope you will, because it appears nobody here has 
seen this report before, and it was submitted to ICA Washington 
before it w as ever sent to Congress, and that was December 27, 1955 
and this report relates specifically to matters in your cognizance. 

Mr. Brock. I think you will find the GAO report will indicate 
corrective action has been taken. 

Mr. Harpy. You mean the new report ? 

Mr. Brock. Yes. 

Mr. Harpy. I hope that is the situation, but I am amazed that the 
situation with respect to this one should be so vague. I think we will 

vant to call that to the attention of Mr. Smith when we get back. 

Go ahead, Mr. Reddan. 

Mr. Reppan. I wanted to know what percentage of the procurement 


was done by the Pakistan Government under the basic agreement of 
1954. 
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Mr. Brock. I think about 50 percent by the Government of 
Pakistan. 

Mr. Reppan. And who did the other 50 percent? 

Mr. Buock. The Bureau of Public Roads, General Services Ad- 
ministration, and different agencies designated by Washington. 

Mr. Reppan. Could you tell me briefly why that agreement was 
made? 

Mr. Brock. I was not here at the time, but I gathered by the back- 
ground it was requested by the Government of Pakistan. 

Mr. Reppawn. Is it of any particular advantage to the United States 
to have it handled that way ? 

Mr. Buock. I think so because, for instance, on a Pakistan Govern- 
ment project about 73 percent of the supplies come from the United 
States. On the fertilizer plant the railway equipment was from the 
United States. They have changed their codes to make possible the 
importation of American equipment, and I think it is for the good. 

Mr. Reppan. Did you find that there was competitive bidding? 

Mr. BatrLemMan. Yes. 

Mr. Reppan. On the Daud Khel fertilizer factory I notice from 
answers you have submitted that early in November 1957, Ralph L. 
Baber, start-up engineer on leave as a consultant to ICA from the 
United States firm, Allied Chemical Corp., arrived at Daud Khel to 
make an independent appraisal of this project. Could we have a 
copy of that? 

Mr. Pitummer. No. That is November of this year. I just went 
up there with him. He will be here before Christmas with his complete 
report. 

Mr. teppAN. Who was the engineer on this project ? 

Mr. Prumper. Winchester. 

Mr. Reppan. I notice you say postponements were caused by certain 
incomplete construction details, a small explosion in the powerhouse, 
and the discovery that a number of foundations were sinking, and so 
forth. The incomplete construction details and sinking foundations, 
are they items chargeable to engineering or construction ? 

Mr. Piummer. A combination of both. 

Mr. Reppan. Those were procurement deficiencies? 

Mr. Piumner. Yes, or delivery, but it is a large project and I don’t 
think there has been an over amount of construction and engineering 
delays. 

Mr. Meaper. Is the contractor and engineer one and the same 
person ? 

Mr. PrumMer. That is true at the moment, yes, sir, which is very 
confusing. 

Mr. Mraper. So whether it was an engineering deficiency or a con- 
struction deficiency, the same person is to blame? 

Mr. PrumMer. Yes, sir. 

Mr. Harpy. Who is responsible for the inspection ? 

Mr. Ptummer. UCB. 

Mr. Harpy. That is a rather unusual procedure, it seems to me, 
when you have a person responsible for construction also responsible 
for the engineering and, in addition, responsible to see that the con- 
struction complies with the engineering, all one and the same person. 
You are not trying to justify that? 
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Mr. Kitten. I am not trying to justify anything. The contract 
was let to this firm. The PIDC has had a staff of its own engineers 
who presumably are supposed to check the work of the contractor. 
We have had a man on the job to see to it that the American-provided 
goods arrived, that they were properly cared for and put to the use 
they were authorized for. Whether there should have been an inde- 
pendent engineering firm on the job is a moot point in this case. 

Mr. Harpy. Do you know who made the decision to let both con- 
tracts to one firm ? 

Mr. Kitten. I presume PIDC. 

Mr. Harpy. That would have had to be concurred in by the Mission, 
and would it also require concurrence by ICA Washington? 

Mr. Ptummer. There was no Mission at that time. It goes back 
before that time. 

Mr. Meaper. What proportion of the total cost of this fertilizer 
factory is supplied from dollars or counterpart funds, what propor- 
tion of this total of $12,932,000? 

Mr. Prummer. About $12.5 million, I think. Their contribution 
as listed—and I don’t believe that is right by any means because they 
have been spending heavily in the last few days—but their contribu- 
tion is the equivalent of $8 million as of the end of 1957, but I will 
guess that it 1s higher than that now. 

Mr. Harpy. What is the nature of their contribution ? 

Mr. PitumMer. Quite a bit of work was done under local contrac- 
tors; and the labor, cement, and many of the materials, the gravel 
and so on; and some of the actual erection, too. 

Mr. Harpy. That was not reimbursed by the contractor? 

Mr. Pruummer. Yes, I believe it was in their overall contract. It 
was a contract by UCB. It is listed in this list. 

Mr. Knox. Is any tax or duty imposed by the Government of Paki- 
stan on the equipment coming in for use on these projects ¢ 

Mr. Brock. All project items are subject to import duty, but that 
is paid by the Government of Pakistan. 

Mr. Knox. As a contribution in kind to the project ? 

Mr. Brock. I don’t think that is included. 

Mr. Knox. Are you sure it is not? 

Mr. Brock. I am not sure. 

Mr. Piummer. I can’t answer that. 

Mr. Barriteman. We haven’t checked details as far as rupees, but 
I would guess it is not. On the fertilizer factory they charged duty 
and we asked why and they said eventually they want to dispose of 
it and this was their method of putting it on a commercial scale. 

Mr. Meaper. So in that case the duty was a part of the host coun- 
try’s contribution ? 

Mr. Batrieman. I don’t know, but I know duty was charged. 

Mr. Kwox. I raised the same question in one of the Latin American 
countries and found that was what they were doing there. Then there 
was rent on 40 or more acres of land until the equipment was disposed 
of. If that is the case here, I would like to have you give us that 
information. 

Mr. Harpy. It would seem to me it would be a logical assumption, 
if the Pakistani Government has said, “We will charge duty because 
we want it to reflect the entire cost,” that it will be included. 
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Mr. Kiuxen. I think, Mr. Chairman, that we would pretty much 
assume that any cost that went into the total cost of the equipment, 
be it duty or something else, would be reflected in the Pakistani con- 
tribution if we did not specifically cover it from our resources. 

Mr. Harpy. It becomes a moot question whether the import duties 
that go into such a project should or should not be an item of cost. 

Mr. Kitien. On the other hand you will note, in answer to Question 
1, where you were asking about the rate at which counterpart was ac- 
cumulating, where import duties are charged that are credited to the 
counterpart account and tend to build up the counterpart account. 

Mr. Knox. The only reason why you were acquiring the property 
was because of the fact the Pakistan dollar or exchange was not suffi- 
cient. 

Mr. Kitten. They did not have the resources. 

Mr. Knox. So ICA acquired it and on top of that the Pakistani 
Government imposes a duty on it. 

Mr. Harpy. Which we do not pay but which they set up as a con- 
tribution. 

Mr. Knox. As a contribution in kind. 

Mr. Harpy. I can understand if they are going to sell the plant 
they would want to include the duty in the total cost of the plant. 

Mr. Brownson. When they sell the plant, what effect does it have 
on the counterpart account ? 

Mr. Harpy. That is a good question. 

Mr. Kitten. Will you state that question again / 

Mr. Brownson. When they sell the plant, what becomes of the 
money ¢ 

Mr. Kitten. They haven’t sold it yet. We have been urging them, 
as a matter of United States Government policy, to dispose of that to 
private enterprise. 

Mr. Brownson. Fine, but does that money go entirely to the coun- 
terpart fund? 

Mr. Kitten. A large part of the United States contribution to this 
plant was on a loan basis, so they owe us for that portion. 

Mr. Brownson. If it is on a loan basis, would you assume the loan 
would be paid at the time the property is sold ? 

Mr. Kitten. There is no commitment on that. 

Mr. Brownson. In other words, they can sell the plant without 
paying the loan at that time ? 

Mr. Kriten. Without paying the loan at that time, that is right. 

Mr. Brownson. So there is no mortgage on it. This thing has 
infinite possibilities that intrigue me. 

Mr. Harpy. We haven’t found out what becomes of the proceeds 
after the loan is paid. 

Mr. Kitten. It is amortized over a 30-year period. 

Mr. Harpy. Is it contemplated regular payments will be made? 

Mr. Kitten. Yes, semiannual payments. 

Mr. Harpy. Semiannual? 

Mr. Kitien. Yes, on preg on and interest. 

Mr. Harpy. Do you know how much is loan and how much grant? 

Mr. Kiuien. I think in the case of the Daud Khel fertilizer factory 
it was a loan. 
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Mr. Harpy. While we are talking about the loan business, has there 
been any indication of what our policy is to be about repayment of 
these loans ¢ 

Mr. Kiiien. The agency policy is that loans will not be made until 
there is a reasonable expectation of repayment. 

Mr. Harpy. Is that the policy ? 

Mr. Kinin. It certainly has been. It is in the regulations. 

Mr. Batrieman. You cannot actually tie a loan to a project. The 
loan procedure calls for setting up a credit against which charges are 
made as they come through. It may include any number of items and 
it actually covers repayment during a period. The first loan was $20 
million and the second was $26 million. What you have is an open 
credit for $20 million. 

Mr. Harpy. Are any repayments being made here? 

Mr. Barrieman. I think the old loans have started being repaid. 
I will have to check that. 

Mr. Kiuien. I think principal payments start six months after the 
interest payments start. I remember I looked that up before and I 
found loans were not pinned to particular projects. In other words, 
the loan component was not specifically related to any projects under 
that loan’s program. 

Mr. Harpy. Was a three-year moratorium on interest provided in 
the agreement ? 

Mr. Wuirman. Yes. 

Mr. Harpy. Is there authority for the further postponement of 
interest payments ? 

Mr. Kitten. Probably the executive branch of government, who 
entered into the agreement, has authority to revise the agreement. 

Mr. Harpy. Does that authority lie here? 

Mr. Kiixen. It lies in Washington with the Export-Import Bank. 

Mr. Harpy. They are not Export-Import Bank loans, are they ? 

Mr. Kitien. No, but they are administratively responsible for the 
loans. 

Mr. Harpy. Responsible for the administration of the loans but not 
for policy in regard to them ? 

Mr. Kitten. That is right. 

Mr. Harpy. And they must get their direction from somebody in 
the agency ? 

Mr. Kitten. I am not suggesting that ICA foregoes its obligations 
in connection with the loan. 

Mr. Harpy. I realize that, but I was under the impression that 
there exists—and maybe this is a matter for the legal people to 
answer—that there exists statutory authority for pretty wide latitude 
on the part of ICA in the handling of these funds. Do you know 
about that ? 

Mr. Kitxen. I do not believe ICA would operate on its own in that 
respect. I think it would work with the Treasury, the Bureau of the 
Budget 





Mr. Harpy. What I asked you was whether you knew if there 
exists that statutory authority ? 

Mr. Rees. Under the Development Loan Fund, yes, sir. Legisla- 
tion does permit a large authority on the part of ICA. 

Mr. Harpy. That is what I knew and I didn’t know if you knew it 
here. I was wondering whether all authority is concentrated in 
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Washington or whether any extends to the field. Apparently if it 
extends to the field you have not been so advised. 

Mr. Kitten. It does not extend to the field. 

Mr. Reppan. I note from your answer to the questions in the ques- 
tionnaire on the Karnafuli multipurpose project that your expendi- 
tures to date on that project total $17 million. Is that loan or grant? 

Mr. Wurman. I am quite certain that was all loan. 

Mr. Reppan. All of it? 

Mr. Wurman. In 1955, 1956, and 1957 it was. 

Mr. Reppan. I notice you state in your answer that 

Additional foreign exchange funding of approximately $15.2 million is required 
for this project. 

Is that over and above the $17 million? 

Mr. Wurman. Yes. 

Mr. Reppan. How much over the original estimate will that bring 
the cost of the project ? 

Mr. Trssrror. This is in keeping with the estimate of the Inter- 
national Engineering Company. ‘The projected requirements in the 
future are based on their original estimate. 

Mr. Reppawn. Is this future or to complete construction ? 

Mr. Tessrror. To complete construction. 

Mr. Reppan. What was the original estimate of cost to complete 
this project? 

Mr. Tessrror. The original estimate ? 

Mr. Reppan. Yes, sir. 

Mr. Tessiror. The original estimate as made by the Pakistani 
Government when they first undertook this was of the order of $45 
million, converting it into dollars at the rate of 3.3. 

Mr. Reppan. That was their estimate in dollars? 

Mr. Tessitor. In dollars at the rate of 3.3 it was of the order of 
$45 million. 

Mr. Reppan. When was that? 

Mr. Tesstror. 1952 or 1953. That has risen to $62 million. 

Mr. Reppan. Is there going to be any additional ICA financing re- 
quired on the project ? 

Mr. Trssrror. Only that which is estimated at $15.2 million. 

Mr. Reppan. That is a Development Loan Fund loan ? 

Mr. Trssrror. Yes, sir. 

Mr. Reppan. What if that loan is not made under the Development 
Loan Fund, how will the financing be provided ? 

Mr. Kitten. ICA will have to cross that bridge when it comes to it. 

Mr. Brownson. Mr. Chairman, could I suggest that he give us that 
comparison in the previous estimate in rupees ? 

Mr. Trsstror. The LEC estimate was made in dollars. 

Mr. Reppan. IEC is 

Mr. Tessttor. International Engineering Company. 

Mr. Brownson. You spoke about an estimate in roupees. 

Mr. Trssrror. The estimate was $45 million and you multiply it by 
3.3, Which is 130 million rupees. 

Mr Brownson. 148.5 million rupees, isn’t it ? 

Mr. Kirzen. Yes. 

Mr. Brownson. What is the final cost today in rupees? 
24700—58—pt. 1——70 
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Mr. Tessrror. If you take [EC’s estimate and multiply it by 4.75-——— 

Mr. Kitten. It is almost double. 

Mr. Brownson. That is what I was bringing out. Then there is 
a greater difference between the estimate and the actual cost in rupees. 

Mr. Kitten. The original estimate was predicated on costs of man- 
ufactured goods in 1952. There has been quite a rise in prices and 
that accounts for the difference. 

Mr. Brownson. I am not being critical. I was just trying to get 
the difference between the estimated and actual cost in rupees. 

Mr. Terssrror. The concept of the project by the Government of 
Pakistan did not envisage the requirements that IEC required. 

Mr. Meaper. It looks like $32 million out of the $62 million will be 
put up by the United States in dollars. That leaves $30 million which 
is aparently a contribution by the host country. How much has been 
contributed to date? 

Mr. Wuirman. About $6 million to date, out of counterpart funds. 

Mr. Harpy. In order to get that figure complete we would have to 
inquire as to what the total contribution to date has been by the Paki- 
stani Government. 

Mr. Kitten. The Government of Pakistan has asked us to make a 
second release of counterpart. Mr. Battleman is now waiting for 
word from the Government of Pakistan to examine the accounts of 
the project in toto before we release any more counterpart. 

Mr. Harpy. Actually, the statement made about the $6 million con- 
tribution out of counterpart funds doesn’t tell us very much unless 
we know what the total contribution is. 

Mr. Kitten. What is that figure? 

Mr. Tesstror. I believe it is of the order of 16 million rupees. 

Mr. Meaper. That would be about 3 million dollars and’no one has 
any estimate as to what in addition to this counterpart the Pakistani 
Government has contributed to date. 

Mr. Tessrror. The total contribution converted to dollars—again 
we run into the difficulty of converting 16 million rupees into dollars 
at 3.3 or 4.75, because we started this project in 1952. 

Mr. Kitten. Roughly half of the cost is United States Government 
cost and the other half, some has already been spent. So if there has 
been an expenditure of local currency to the extent of 16 million rupees 
to date, that would be half of the half that they would share. 

Mr. Meraper. That would mean $9 million to $10 million of our 
counterpart funds that we have put in it. 

Mr. Kitten. Roughly, yes. 

Mr. Meaper. Is it your idea to wait for an audit before you release 
further counterpart funds? 

Mr. Kitten. We do not desire to release additional counterpart 
on any of the several projects until we have authority from Washing- 
ton to release it and until they are satisfied that they are carrying 
their end of the cost. 

Mr. Reppan. This Karnafuli Multi-purpose project is contem- 
plated to be completed in 1961? 

Mr. Tesstror. Yes, that is the present schedule. 

Mr. Reppan. And at that time it will have a capacity of 150,000 
to 160,000 kilowatts ? 


: 
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Mr. ‘Tesstror. No. Only one unit will be in operation initially 
with a capacity of 80,000 kilowatts and additional units will be placed 
in operation as the demand for power requires. 

r. Reppan. Is there a present demand for 80,000 kilowatts ? 

Mr. Trsstror. It is hard to judge. The total consumption is 
60,000 to 70,000 kilowatts from all sources. But due to the lack of 
sufficient power there is difficulty operating the rice mills. How soon 
it will come up to 80,000 kilowatts is a matter of conjecture. 

Mr. Kitten. I might say the irrigation program will be a great 
economic factor. 

Mr. Reppan. Who fixes the rates for power? 

Mr. Tessitor. The government. They have a Power and Electric- 
ity Department and they fix the rates. 

“Mr. Racwadt. Do you know what the rates will be? 

Mr. Tessiror. I don’t know what they will be on the Karnafuli 

roject, but the rates in East Pakistan at the present time run about 
five annas per kilowatt hour. 

Mr. Reppan. Since the project is only going to be operating at 50 

ercent production, will the rates charged on 80,000 kilowatts be 
Sigh enough to amortize the loan ? 

Mr. Terssrror. According to the economic survey made by IEC, in 
ten years when the capacity is brought up to 120,000 kilowatts the 
benefit-to-cost ratio will be 1.3 to 5. 

Mr. Harpy. That is if there is an increase in demand ? 

Mr. Tesstror. Yes. 

Mr. Reppan. Is there any reason to believe that increase will be 
forthcoming ¢ 

Mr. Tessrror. There are a lot of potential requests from mill op- 
erators and others who would set up plants if they could get the 
power. 

Mr. Harpy. Of course the point in this discussion right now is 
economic feasibility. You have economic feasibility built on the fact 
you will have a third unit in ten years and at that time there will 
be a benefit-to-cost rato of 1.3 to 5. There is a question in my mind 
how the economic feasibility was established. 

Mr. Kitten. I think ICA leaned heavily on the recommendations of 
the International Engineering Company. They have persistently 
maintained this was economically feasible, and while the margin is 
very close, the decision was made in the Department to go ahead 

with it. 

Mr. Harpy. What is the relationship to economic feasibility as of 
the time it begins producing? 

Mr. Kitten. One thing you want to consider is the flood control 
aspect. 

Mr. Harpy. I presumed that was included in the feasibility. 

Mr. Tesstror. The analysis for the allocation of costs in Pakistan 
is not done like it is in the United States. 

Mr. Harpy. I hope it isn’t? 

Mr. Meaper. It is just power? 

Mr. Tessrror. Yes. 

Mr. Meaper. Nothing for irrigation or flood control ? 

Mr. Trsstror. No. 

Mr. Knox. I would like to inquire as to the location of this multi- 
purpose project. Where is it located? 
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Mr. Trsstror. If you will look in the center part of that map. 

Mr. Knox. Off the record. 

(Discussion off the record.) 

Mr. Reppan. Do you know whether or not the Export-Import Bank 
has made a survey of the feasibility of this project? 

Mr. Tessrror. The Bank made the initial examination but ICA, or 
FOA at that time, were requested for aid. 

Mr. Meaper. It sounds like they turned it down. 

Mr. Tessrror. I was never familiar with their conclusions in that. 
They recommended, I believe, that they look elsewhere, and recom- 
mended that ICA finance this as a direct loan. 

Mr. Reppan. Do you have any reason to believe they will take 
another view of this project ? 

Mr. Kitten. Your question was whether the Export-Import Bank 
had made an investigation ? 

Mr. Reppan. That is right. 

Mr. Kitten. IBRD, the International Bank for Reconconstruction 
and Development, made a check. 

Mr. Reppan. On question 9 that we submitted to you, the question 
was: 

What was the final disposition of the wheat shipped to Pakistan pursuant to 
Public Law 77, 83d Congress? 

And under that you were asked to comment on the adequacy of 
storage facilities and the amount of spoilage. I don’t believe that part 
was answered as to the amount of spoilage. Could you give me an 
answer to that at this time? 

Mr. Kirxen. You will find 6,650 tons are listed as transit losses, 
go-down shortages and handling damages, and then the next para- 
graph develops that a bit. 

Mr. Reppan. That is not spoilage, is it? 

Mr. Barrieman. At the time we issued this report we got the re- 
port from the Government of Pakistan that there was a quantity 
in the warehouse that had gone bad, and they asked for our permission 
to dispose of it. Our agricultural expert checked and approved the 
disposal. I can get those figures for you. 

Mr. Reppan. I was interested in spoilage due to inadequate storage 
facilities or storage for too long a time. 

Mr. Barrieman. That is what happened to this wheat. I will get 
that for you. 

Mr. Harpy. I have a few questions about your 1958 budget. 

Under defense support requests for 1958 there are no items for 
project assistance. Does that mean you did not request capital ex- 
penditures for project assistance in fiscal year 1958? 

Mr. Wuirman. Mr. Chairman, the idea was, in presenting the pro- 
gram to Congress, as I understand it, that the defense support would 
be limited strictly to the imports required to maintain the economy 
at the present level. , 

Mr. Harpy. Did you examine the Development Loan Fund to deter- 
mine how much you were likely to get out of it? 

Mr. Kiten. Washington has made it plain that the amount avail- 
able from the Development Loan Fund would depend on the projects 
submitted. 
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Mr. Harpy. The Development Loan Fund is not very big world- 
wide, and I was wondering whether or not there was really any need 
for funds for further financing of the specific projects? 

Mr. Kitten. There is a great need, but I remember some of the 
discussions held in Washington on this point, and it has been ICA’s 
desire to follow their understanding of Washington’s intent, which 
was that the defense support was the amount of assistance necessary 
to maintain the status quo in the economy and to prevent any deteri- 
oration. 

Mr. Harpy. Did you understand the category of defense support to 
be just budget support ? 

Mr. Kitten. No; the provision of goods and services needed to 
maintain the economy at its present level—food, pharmaceutical 
items, and so forth. 

Mr. Harpy. In some areas we have programs the purpose of which 
is purely to generate counterpart. 

Mr. Kitten. That is not the case here. 

Mr. Harpy. With respect to the projects that are still under way, 
did you not have a definite requirement for funds in the 1958 pro- 
gram ? 

Mr. Kiiuen. Yes. 

Mr. Harpy. Are any of them going to suffer because you didn’t 
have them budgeted? 

Mr. Kitien. It is anticipated funds will come from the Develop- 
ment Loan Fund. 

Mr. Harpy. There is only $300 million of that for the entire world. 

Mr. Kitten. The amount of money necessary to ensure the con- 
tinuity of the work totals up to a figure which we believe can be en- 
compassed in that. 

Mr. Meaper. You have earmarked $ 
purpose project. 

Mr. Kitten. But that doesn’t have to all come out of fiscal year 
1958 funds. 

Mr. Meaprer. What is the total you will request for fiscal 1959? 

Mr. Kiruien. In the neighborhood of $——. 

Mr. Harpy. Then you are figuring on getting something from the 
Development Loan Fund. 

Mr. Kitten. Yes. 

Mr. Harpy. I notice that your budget assumes that food import 
requirements will be met through Public Law 480 programs, so that 
the amount that you budgeted for defense support contemplates im- 
ports of that value in the non-food items, which would mean that 
would be industrial items, consumer goods, and some luxury goods. 

Mr. Kitten. Doug, will you comment on that? 

Mr. Harwoop. We haven’t got a firm figure yet, and there is a 
requirement for the continuation of certain defense support projects 
in 1957 which can wait for the arrival of funds under the Develop- 
ment Loan Fund. 

Mr. Harpy. Then some of those listed as nonproject assistance will 
be used for machinery and equipment ? 

Mr. Harwoop. No, they will be listed as projects. 

Mr. Harpy. This is the list Congress has to make the appropriation 
by. This is what we had before us to justify the authorization and 
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the appropriation. The funds that were authorized and appropriated 
were based on this. I was wondering whether or not, in view of the 
statement of the purposes for which these items are listed—have you 
seen this? 

Mr. Barrieman. That is an illustrative program. 

Mr. Harpy. I hope we can get away from illustrative programs. 
Do you mean some of this money will be used for illustrative pro- 
grams ? 

Mr. Kitten. It depends on what you chaps let us have. 

Mr. Harpy. We want to know where it will go. 

Mr. Ktiuen. We have been advised it will probably be in the order 
of $50 million. 

Mr. Harpy. This has an item for machinery and equipment. I 
wondered if any of that machinery and equipment might go to the 
project ? 

Mr. Kitien. If we find the DLF funds are not going to be avail- 
able in time to permit a continuous flow of the work, we will doubt- 
less ask Washington to let us use sufficient money to keep it flowing. 

Mr. Kiiien. One of the major items that will probably be a con- 
tinuing program is equipment for the rehabilitation of the railways. 
This does not come under the project heading in the sense it is not a 
construction project. It is commodity aid for railway rehabilitation. 

Mr. Harpy. That leads me to the second question I had about this. 
What will you do with these funds when they are generated ? 

Mr. Kitxen. The local currency funds? 

Mr. Harpy. Yes. 

Mr. Kiiten. They will be programed between ourselves and the 
Government of Pakistan to make the most effective use on existing or 
new projects. 

Mr. Harpy. So out of the fiscal year 1958 budget it is anticipated 
you will have $50 million in local currency generation ? 

Mr. Kitten. How much of the fiscal year 1957 is a loan program on 
the nonproject side ? 

Mr. Barrieman. All of the defense items will be grant aid. 

Mr. Benz. Your question was on 1957? 

Mr. Kirien. Yes. I discussed that question with Washington. 

Mr. Harpy. Don’t you see why we have trouble understanding it? 
You folks don’t gnderat ind it yourselves. 

Mr. Kitzen. I do not think we can assume that all this defense 
support aid is going to be on a grant aid basis. I think that would 
be an optimistic assumption. 

Mr. Harpy. Here is the statement : 





Defense support of $50 million is proposed for Pakistan for Fiscal Year 1958 
to finance imports essential for continued support of the economy. This financ- 
ing would mainly cover consumption needs and production supplies, such as raw 
materials, machinery, and spare parts. The amount suggested is the minimum 
that can be proposed in view of the current levels of defense expenditure. 


T don’t see anything in here about any loans. 
[Continuing reading :] 
It assumes that food import requirements can be met through Public Law 480 


programs and that the defense support will be committed to finance current im- 
port orders rather than long lead development project requirements. 


That says to me it will be a program to generate local currency. 
Maybe I am wrong. 
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Mr. Kitten. I am not saying you are wrong, but I am not prepared 
to say there is no loan component in this. 

Mr. Harpy. I had understood that your nonproject assistance pro- 
gram was one to be financed by local currency generation. 

Mr. Kitxen. My only point is, you cannot assume that a $50 million 
defense support program will generate an equal amount of local 
currency unless you assume it is all on a grant aid program. 

Mr. Harpy. I understood your loans had been in your project as- 
sistance and not your nonpr oject assistance. 

In any event, will local currency be generated by these imports ? 

Mr. Kitten. Yes. 

Mr. Harpy. And what will you do with them? 

Mr. Kitten. They will be programed between ourselves and the 
Government of Pakistan for the highest priority uses we can find. 

Mr. Harpy. You have a pretty high priority on the use of them ? 

Mr. Kitten. Yes. 

Mr. Harpy. How much counterpart is there in Pakistan ? 

Mr. Kitien. That is the first question you asked in the question- 
naire. 

Mr. Harpy. Let us look at it again because I want it to tie in to what 
will be done next year. 

Mr. Kitten. “To date USOM/P has been slow in releasing counter- 
part. Of the Rs. 350.2 million desposited through June 30, 1957, 
only Rs. 142.3 million were released.” 

' We have authority to release Rs. —-———— and will do it when 
the Government of Pakistan satisfies us as to certain expenditures. 

Mr. Harpy. What do you do when you release them ? 

Mr. Kitxen. They are released to the Government of Pakistan for 
certain projects. 

Mr. Harpy. Then it is budget support ? 

Mr. Kitxen. In a sense. 

Mr. Harpy. What do you mean by in a sense? 

Mr. Kitten. This is budget support in the sense it is supporting 
specific projects within the development budget of the Government of 
Pakistan. 

Mr. Harpy. It relieves the pressure on a part of its budget, then, 
so that it is a direct grant to relieve the pressure on their budget # 

Mr. Kitten. I will not split hairs with you, but these are Pakistani- 
owned funds, not United States-owned funds. 

Mr. Harpy. We have already made the grant. 

Mr. Kitten. Thatisright. The grant is in the goods and the goods 
are sold and generate the local currency. 

Mr. Harpy. Are you talking about section 402? 

Mr. Kuen. No. That is different. 

Mr. Harpy. Do we have them separated ? 

Mr. Benz. Yes. 

Mr. Harpy. Did you give us any figures on the Public Law 480 
generated funds? 

Mr. Kitten. Not in these answers, I do not believe. We can pro- 
vide that, Mr. Chairman. It wasn’t in your questions. 

Roughly I can tell you that the United States has acquired approxi- 
mately $120 million worth of local currency under Public Law 480. 
Generally 20 percent of that, or $24 million, of local currency has been 
retained for United States Government uses. 
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Mr. Harpy. How are these breakdowns arrived at as to the pur- 
poses for which Public Law 480 funds will be used ? 

Mr. Kitten. Washington sends out instructions to the field and 
they include a complete breakdown of the proposed use of the funds, 
and the host government’s agreement is sought on that. If there are 
modifications suggested, we may submit them to Washington for 
concurrence. 

Mr. Harpy. The uses for which the counterpart is expended are 
determined under your agreement ? 

Mr. Kitxen. Generally counterpart local currency is utilized for 
the same purposes as dollars are authorized, in support of the same 
type of program. 

fr. Harpy. But even under that there are times when there are 
reservations of funds which are generated for other than host govern- 
ment uses ? 

Mr. Kiuzen. I do not understand you. 

Mr. Harpy. We were talking about using some of these funds for 
loans. Of your defense support funds in this year’s program you 
used some for loans? 

Mr. Kirten. Yes. 

Mr. Harpy. So all counterpart generated does not become the prop- 
erty of the host government ? 

Mr. Kitten. | am talking about grant aid. 

Mr. Harpy. Sometimes we don’t know what is grant aid and what 
is loan. Don’t you set forth in your agreement procedures as to 
counterpart that will be used for specific purposes? Don’t you have 
it set forth whether they will be loans or grants? 

Mr. Kriizen. There has traditionally been 5 or 10 percent ear- 
marked for United States uses. That is determined in Washington, 
how much they will withhold for United States uses. That is not 
subject to negotiation with the host government. 

Mr. Harpy. It might be determined in Washington, but it is the sub- 
ject of negotiation, I think. Is there any of that kind of money that 
1s not covered in the statement which you have given us? 

Mr. Rees. As I understand, all that money is in the hands of the 
Treasury. 

Mr. Harpy. The Treasury may have it under control, but I was 
hoping we could find out how much there is, because it is in Pakistan 
currency. 

Mr. Kitten. Can you tell us how many rupees are in the United 
States Treasury for counterpart? If there has been a total of 350 
million deposited, my guess is that 35 million was held in the United 
States Treasury for United States uses. 

Mr. Batrieman. It is 5 percent. There is no loan counterpart as 
such. 

Mr. Kitten. You are familiar with the 4 percent-3 percent ap- 
proach to repayment, aren’t you? 

Mr. Harpy. I don’t know. I am trying to understand this point; 
if you have any repayment you would have a counterpart generation, 
Ibelieve. I wonder what you would do with it? 

Mr. Kren. Washington has not yet reached a conclusion on that. 

Mr. Harpy. And do I understand you have had no loan repayments? 

Mr. Kitien. I know of no loan repayments as yet. 
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Mr. Wuirman. They are just about starting under the 3-year 
moratorium. 

Mr. Reppan. You were to give us the answers to questions 5 and 6. 

Mr. Kitten. I think the data on No. 5 is the information you got 
from MAAG. 

Mr. Reppan. I haven’t received it yet. 

Mr. Basstn. I believe the MAAG people gave someone a copy of 
the data requested. 

(Discussion off the record.) 

Mr. Kitten. The data was a breakdown of actual expenditures and 
United States provision of funds. There is no formula, but we pro- 
pose to give you a statement as to the support that has been given 
from whatever source in rupee funds. That is the data that I under- 
stand was given you this morning. 

Mr. Harpy. I want to express my appreciation for your helpful- 
ness. The information you have furnished has been very helpful to 
us, and we are mighty grateful to you. 

Unless somebody has something further, we will stand adjourned 
subject to the call of the Chair. 

(Thereupon, at 5: 30 p. m. the hearing was adjourned.) 
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(Part Il—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


TUESDAY, NOVEMBER 26, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Tehran, Iran. 

The subcommittee met at 3 p. m. in the conference room at the 
Chancery, Hon. Porter Hardy, Jr. (subcommittee chairman) pre- 
siding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Charles B. Brownson, and Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator ; and Phyllis M. Seymour, clerk. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy; Commander Ralph E. Elliott, Jr., United States Navy; and 
C. Hoyt Price, Department of State. 

American Embassy officials present: Ambassador Selden Chapin; 
Fraser Wilkins, deputy chief of mission; Maurice F. W. Taylor, 
counselor ; John Bowling, political officer; Thomas P. Carroll, admin- 
istrative officer ; R. Bernard Crowl; and Charles C. Stelle. 

United States Operations Mission officials present : Clark S. Gregory, 
director; and Maurice P. Arth, deputy director. 

United States military officials present : Maj. Gen. John F. R. Seitz, 
chief, United States Mission to Iranian Army, and chief, Military 
Assistance Advisory Group; and Colonel George Juskalian, chief of 
Army Section, Military Assistance Advisory Group. 


STATEMENT OF AMBASSADOR SELDEN CHAPIN; ACCOMPANIED BY 
THOMAS P. CARROLL, ADMINISTRATIVE OFFICER; MAURICE F. W. 
TAYLOR, COUNSELOR, AND CHARLES C. STELLE, UNITED STATES 
EMBASSY, TEHRAN, IRAN; CLARK S. GREGORY, DIRECTOR 
UNITED STATES OPERATIONS MISSION; AND MAJ. GEN. JOHN 
F. R. SEITZ, CHIEF, UNITED STATES MISSION TO IRANIAN ARMY, 
AND CHIEF, MILITARY ASSISTANCE ADVISORY GROUP 


(Portions of the following briefing were classified by the Depart- 
ment of State and have been deleted from the record. ) 

Ambassador Cuaprin. Gentlemen, we are not too well prepared now 
to give you a political briefing, because we had not known until you 
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arrived that you wanted it, but we will try to give you a few of the 
highlights and answer questions. 

I would like to point out to start off with that our interest in this 
country is of comparatively recent origin. I might illustrate that 
by saying that last week one of our very trusted Iranian employees, 
a man who has done very well and who, through recent congressional 
action that has made possible that some of our local employees, not 
only here but elsewhere, may be given certain preference within the 


quota, has gone to the United States. He had been here 17 years. 
He said to me: 


It is very interesting, Mr. Ambassador. When I first came here there was 
a minister, a diplomatic secretary, two American clerks, and about five Iranians. 
Today in Iran we have 1,543 Americans on the United States Government payroll. 

That, I think, rather eloquently states what has happened. 

This country has considerable resources. I think Mr. Taylor will 
probably tell you more about the general oil situation, but I would like 
to say that this year the oil rev "enues—perhaps I should go back a 
little. 

At the end of the Mossadegh period the United States Government, 
and specifically my predecessor, Mr. Henderson, and Mr. Hoover and 
Mr. Harriman were here too, took an active role in trying to solve 
this oil situation. In the place of the Anglo-Iranian Oil C ompany, 
which was largely British Government ow ned, we now have a group 
which includes the British Petroleum Company, 40 ercent : the 
United States companies, 40 percent; the Royal Dutch Shell, 14 per- 
cent; and a French company, 6 percent. The 40 percent American 
we have recently split not only between the four major companies, but 
I think they have brought in ten independents. 

This has worked out very well and today their revenues, with the 
rise in price of oil and expanding production, are running over $200 
million to the Iranian Government. 

This is not the whole oil picture. There are undoubtedly other 
pockets which can be explorted. As you know, the Italian oil company 
recently made an agreement, and an American group has a license to 
explore for oil. There are other oil lands that could be developed, 
and they have now defined them and they will be offered for bids. 

I mention the oil because there are great resources in this country in 
minerals which have not been adequately surveyed. You probably 
have seen from the air that this land, despite its seeming aridity, is 
quite fertile, and I am rather fond of pointing out this little lawn out 
here asanexample. Three months ago—was it, Tom? 

Mr. Carroiyt. About 6 months ago. 

Ambassador CHartn. It was completely barren. Now we have a 
nice lawn of grass there. Any place you can bring water, things will 
grow. That ‘has been the case all through the country except in the 
salt lands. 

At the time the oil agreement was made, a law was passed by the 
Parliament which stated that 60 percent of the revenues were to be 
put in escrow for internal economic development; 20 percent was to 
go for future oil development; and 20 percent was to go in the budget. 
Next year 80 percent is supposed to go to internal economic develop- 


ment and 20 percent to Iranian oil development, leaving nothing for 
the budget. 
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This law was patterned after the Iraqgian law now coming into 
fruition because they had no interruption. 

There is still a gap or a prospective gap in their budget, although 
they look forward to vastly increased oil revenues. 

Iran, if you will look at the map, does occupy a very strategic place 
in the so-called Northern Tier. It is between NATO, which ends in 
Turkey, and SEA TO, which ends in Pakistan. 

Mr. Harpy. Another question has been running through my mind 
about the division of oil revenues. We are pretty much concerned 
with that, and we took a look at it sometime ago. p a pretty 
soon there will be no budget assistance, at least no budget benefit, 
out of the oil revenues. Will the country be able to finance itself 
through other means? 

Ambassador Cuapin. I have been told they feel they will have to 
change the law. 

Mr. Knox. What use is made of the 20 percent that goes to oil 
development? Is it in the form of preventing depletion ? 

Ambassador Cuarin. Part of it goes to the subsidization of oil in 
order to provide cheap gasoline and kerosene in the country. In other 
words, they have continued the policy of the Anglo-Iranian Oil Com- 
pany of furnishing cheap gasoline and kerosene to bakeries and taxis, 
and so on. 

Mr. Knox. How do they expect to open new fields? 

Ambassador Cuarrn. They do. I said a part of the 20 percent. 

Mr. Knox. A part of the 20 percent is used to subsidize the taxis, 
and so forth ? 

Ambassador CHaprn. Yes. 

Mr. Tayvor. After March of next year they are supposed to get 
20 percent, and this covers not only the subsidy but their exploration. 

Mr. Knox. Is that sufficient to carry on their operations ? 

Mr. Taytor. Of course, there is a difference of opinion on that. 
They certainly have to spend quite a bit on exploration and develop- 
ment. They are doing a great deal. They are carrying out explora- 
tions as rapidly as can be done. There doesn’t seem to be a lack of 
money for the explorations. This is a substantial amount of money, 
20 percent. 

Mr. Harpy. My concern was in the other direction. They are using 
money from oil revenues for other developments, but it will all be 
diverted from budgetary support. 

Ambassador Cuaptn. I think at the time we certainly looked upon 
this with high favor, because we recognized—this was before any of 
us here present were actually in Tehran—but as far as we can find 
out the United States Government sort of encouraged this idea of 
devoting a certain percentage of the oil revenues to internal develop- 
ment. 

Mr. Harpy. It would seem we are getting into a distinction between 
funds for internal development and funds to operate the government. 
Actually these oil revenues are providing pretty good funds for the 
development program, but the question running through my mind was, 
if they don’t have enough left to carry on governmental functions, 
will they slow down the development program a little or will we have 
to pick up the tab? 
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Ambassador Cuartn. So far they have shown no sign of slowing 
down. 

Mr. Grecory. They are seeking a loan from the Development Loan 
Fund of ICA for development purposes. If Iran wishes to acceler- 
ate its development program on a strictly hard loan basis, it is my 
feeling we should give this due consideration. 

Mr. Harpy. I am interested in that hard loan basis business. I 
would like to have the Ambassador comment on that. 

Ambassador Cuapin. I think there is no doubt that this country 
is presumably, as far as means is concerned, a good credit risk. 

Mr. Harpy. Do you feel that if we get in the position of committing 
ourselves to assist the Shah by making a loan to speed up industria 
development, that we will be able to do it on a hard loan basis? 

Apparently the country is getting on its feet, and I was hoping 
we wouldn’t get in the position of pouring in money without the hope 
of getting it back in dollars. 

Mr. Grecory. The recent loans made to the Government of Iran 
have been negotiated on the basis of 3 percent on hard loans and 4 
percent on local currency, and they have taken the 3 percent hard 
money loans because they have sufficient foreign exchange. 

Mr. Harpy. I don’t want to take up too much time with this at this 
time, but I am gratified to get that picture, because we —. hope, 
with a country whose economy is improving, we will not make further 
loans on a local currency basis. 

Ambassador CuApin. Again I would like to go back and stress that 
the Iranians do feel that there is an obligation on the part of the 
United States particularly on the military. That includes not only 
the hardware and defense support in the sense of the military construc- 
tion program, but 

Mr. Harpy. Don’t you think we have recognized that obligation 
pretty substantially ? 

Mr. Brownson. In the case of a loan for internal development, 
what would be the duration of the loan ? 

How large a development loan do they need ? 

Mr. Grecory. Our present loans to them aggregate over $60 million. 

Mr. Brownson. What is the duration of the loans? 

Mr. Grecory. By and large for 25 years. 

Mr. Brownson. Were they all hard money loans? 

Mr. Tayvor. The loans made in 1955 are repayable in dollars. It 
s 3 percent interest if repaid in dollars. The recent loan of 23 million 
rials, made last spring, is repayable in dollars, 

Mr. Brownson. What is the term on that one? 

Mr. Taytor. 25 years. 

Mr. Brownson. If they will have such an influx of funds in 1960, 
I am wondering why they want such long-term loans? 

Mr. Greeory. Any new loans would be negotiated in the light of 
their oil income, their foreign exchange, and “certainly the loans can 
be for shorter terms and on a hard loan basis. 

Mr. Brownson. Do you think we can get an interest rate that is 
comparable to the rate in the United States today ? 

Mr. Grecory. I would say it would be highly inadvisable in this 
part of the world to insist on too high an interest rate. 
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We can ask 3 to 4 or 5 percent, maybe; I think possible between 
4 and 6 percent. The guideline has not been set by the development 
loan people yet. 

Ambassador CuHaprn. The Iranians are, as the name — 
Aryans. They are not Arabs. The name Iran was chosen by the 
late Shah instead of Persia for the purpose of emphasizing what they 
claim is their Aryan descent. 

Mr. Harpy. Any more questions ? 

Mr. Knox. I have some on the development program. 

Mr. Harpy. I think we had better hold that until tomorrow. 

Ambassador Cuapitn. The development program is essentially a 
part of the political picture. Today you cannot divide political from 
economic programs. 

Mr. Harpy. That is inevitable. 

Mr. Knox. Does the Eisenhower doctrine clearly include Iran? 

Ambassador Cuarrn. Yes. 

Mr. Knox, There is no doubt about that ? 

Ambassador Cuarrn. No doubt about it. 

There is also a tremendous amount of work being done here under 
point 4. The Near East Foundation has been in here. 

Mr. Reuss. What I wonder about—and with no deprecation of the 
splendid work that has been done—we are awfully quiet about these 
things. I suggest that the American people would feel better about 
their aid program if we set up some goals, at least. I think it would 
be a fine idea if we made it clear that this was the big difference be- 
tween our side and the other side, and that we would, instead of be- 
stowing our largess in greater amounts based on the amount of saber 
rattling a country would do, we would bestow it based on the amount 
of democracy of a country. 

Mr. Harpy. We might all agree from an idealistic standpoint, but 
aren’t we in this kind of position: Other than our technical assistance 
program, isn’t our major concern one of mutual defense at the 
moment ? 

Actually I wonder if we would not have a tendency to weaken mu- 
tual defense if we diverted our program to this other field ? 

General Seitz. We will cover that in our briefing, Mr. Chairman. 

Ambassador Cuapin. By the way, that briefing is 12 minutes over- 
due. I will be available any time tomorrow if you have any further 
questions. That is true not only of myself but these other gentlemen. 

Mr. Harpy. Many thanks, Mr. Ambassador. 

(Thereupon, at 4: 30 p. m., the briefing was concluded. ) 
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TUESDAY, NOVEMBER 26, 1957 


House or REeprEsENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Tehran, Iran. 

The subcommittee met at 4:45 p. m. in the conference room of the 
Officers Club, Hon. Porter Hardy, Jr. (subcommittee chairman) 
presiding. 

Members present: Representatives Porter Hardy, Jr., Henry 8. 
Reuss, Charles B. Brownson, and Victor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and ear M. Seymour, clerk. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy, Washington; Comdr. Ralph B ‘Plliott, nited States Navy, 
Washington; and C. Hoyt Price, State Department, Washington. 

United States military officials present : Maj, Gen. John F. R. Seitz, 
chief, United States Mission to Iranian Army, and Military Assist- 
ance Advisory Group; Col. Lawrence Brady, assistant G-3; Col. 
Lester C. Mourer, chief, Air Force Section, ARMISH/MAAG;; Col. 
George Juskalian, chief, Army Section, MAAG; and Comdr. William 
P. Toran, chief, Navy Section, MAAG, 


STATEMENT OF MAJ. GEN. JOHN F. R. SEITZ, CHIEF, UNITED STATES 
MISSION TO IRANIAN ARMY, AND CHIEF, MILITARY ASSISTANCE 
ADVISORY GROUP; ACCOMPANIED BY COL. LAWRENCE BRADY, 
ASSISTANT G-3; COL. GEORGE JUSKALIAN, CHIEF, ARMY SEC- 
TION ; COL. LESTER C. MOURER, CHIEF, AIR FORCE SECTION; AND 
COMDR. WILLIAM P. TORAN, CHIEF, NAVY SECTION OF MILI- 
TARY ASSISTANCE ADVISORY GROUP 


(Portions of this briefing were classified by the Department of 
Defense and have been deleted from the record.) 

General Serrz. Mr. Chairman and Members of Congress: 

It gives me great pleasure to have you aboard, I must say, with 
your Navy sponsors. 

We have actually three jobs here in Iran. I weartwo hats. There 
are three separate and distinct military missions here. 

First I shall discuss the United States Mission to Iranian gen- 
darmerie, which is the rural police force. They give aid and advice 
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to the gendarmerie. I have no command or administrative control 
over them. They are a completely separate outfit in Iran and report 
directly to Washington. Naturally, as senior officer in this area, I 
do have some say and cooperate to the extent that we furnish man- 
power and money, 41 have no policy decisions in connection with that. 

There is then the United States Mission to Iranian Army, or 
ARMISH, which consists of army and air force. As a mission hat, 
we give advice and inspect across the board the administration, train- 
ing, and planning. 

If I put on my next hat, Iam Chief of MAAG/Iran, and the MAAG 
of Iran is the same as any other MAAG. We are responsible for the 
.programing, receipt, turnover, and end item inspection for proper 
usage. 

I will now introduce you to Colonel Brady of G-3 

Colonel Brapy. Before I begin my portion of this briefing, I would 
like to remind you that all I present here is top secret. 

Mr. Harpy. We expected that classification. I am glad you called 
it to our attention. 

(Colonel Brady’s presentation, which included the use of visual 
aids, was made off the record.) 

General Serrz. I will now introduce you to Col. George Juskalian, 
Chief of the Army Section of MAAG, who will present the next por- 
tion of the briefing. 

(Colonel Juskalian’s presentation, which included the use of visual 
aids, was made off the record.) 

General Srrrz. Colonel Mourer, Chief of the Air Force Section, 
ARMISH/MAAG, will present the next portion of the briefing. 

(Colonel Mourer’s presentation, which included the use of visual 
aids, was made off the record.) 

General Serrz. The next portion of the briefing will be presented 
by Comdr. William P. Toran, Chief of the Navy Section of MAAG. 

(Commander Toran’s presentation, which included the use of visual 
aids, was made off the record. ) 

General Serrz. Mr. Chairman, that completes our briefing to you. 
I would like to put a few postscripts on this. 

First of all, ARMISH/MAAG is here for one and only one purpose. 
We are not, as the Ambassador said, missionaries. We are here for 
the sole purpose of putting up a defensive posture in this country. 

As we go along here I must hasten to add we are so close to it we 
don’t tell you of ‘the good things that have taken place, but rather all 
we see is what yet must be accomplished. 

There are many, many problems we suffer from. You have heard 
a lot of them. 

The guts of our operation are not me and the people who have been 

talking. to you, but the guts are six field training teams working with 
this Iranian Army to train them in American methods, and who will 
fight. 

These young men out in the field are the hope of this service. They 
are our hope and the hope of the Americans in the event of an attack 
here, to deter, to delay, and I think to defeat anyone who comes here, 
with the ultimate planning that will evolve. 

We are now open for questions. 





i 


= 
bs oe 


1 


FOREIGN-AID CONSTRUCTION PROJECTS 1105 


Mr. Harpy. General, I want to express appreciation to you and to 
these officers who have so ably and clearly painted the picture of the 
situation in Iran. 

I think I should compliment you also on the development of the 
visual aids. I don’t know whois responsible for that. 

General Serrz. My people, sir. 

Mr. Harpy. It certainly was a big help. I think this has been one 
of the clearest and most easily understood briefings we have had, and 
I want to compliment each of the officers for his particular section. 

I really think that considering the lateness of the hour perhaps 
we had better defer any questions for the time being. I would like 
to express the hope that we might be able to discuss some of the budget 
items specifically if we can find a time that is convenient to you folks. 

General Serrz. I am at your disposal, Mr. Chairman. 

Mr. Harpy. That is fine, and if we might do that, I think actually 
it will not take a great deal of time, but there are some specifics we 
would like to have you go over with us. 

General Serrz. We will be happy to. 

Mr. Harpy. If that is agreeable, I think considering the lateness 
of the hour we might put over further discussions, but we certainly 
appreciate your presentations. 

(Thereupon, at 6:10 p. m., the military briefings were concluded 
and questions were deferred until Wednesday, November 27, 1957, at 
2:30 p. m.) 
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WEDNESDAY, NOVEMBER 27, 1957 


House or REprEsENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Tehran, Tran. 

The subcommittee met at 2:30 p. m. in the conference room of the 
Officers’ Club, Porter Hardy, Jr. (subcommittee es presiding. 

Members present: Representatives Porter Hardy, Jr., Henry 8. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader and V Solon 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel ; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

United States military officials present : Maj. Gen. John. F. R. Seitz, 
chief, United States Mission to lranian Army, and Military Assist- 
ance Advisory Group; Col. Lawrence Brady, assistant G-3; Col. Les- 
ter C. Mourer, chief, Air Force Section; Col. George Juskalian, chief, 
Army Section, MAAG; Comdr. William P. Toran, chief, Navy Sec- 
tion, MAAG; Col. Leigh Fairbank, contracting officer and Command- 
ing Officer of the Gulf District Corps of Engineers; and Lt. Col. Albert 
©. Yoksas, Materiel and Procurement Branch. 

United States Operations Mission official present: Clark S. Greg- 
ory, director. 

“scort officers present: Rear Adm. E. C. Stephan, United States 
Navy, Washington; Comdr. Ralph E. Elliott, United States Navy, 
Washington; Lt. Comdr. William C. E. Pfischner, United States Navy, 
Washington; and C. Hoyt Price, State Department, Washington. 

Mr. Harpy. General, if we could get started, there are two or three 
things I would like to ask you about in your 1958 budget request. 

Spec ifically, in the direct military assistance you have an item of 
Construction and Consumables of $———. " What does that con- 
sist of ? 


STATEMENT OF MAJ. GEN. JOHN F. R. SEITZ, CHIEF, UNITED 
STATES MISSION TO IRANIAN ARMY, AND CHIEF, MILITARY 
ASSISTANCE ADVISORY GROUP; ACCOMPANIED BY COL. GEORGE 
JUSKALIAN, CHIEF, ARMY SECTION; AND COL. LEIGH FAIRBANK, 
CONTRACTING OFFICER, GULF DISTRICT CORPS OF ENGINEERS 


General Serrz. That is construction, Mr. Chairman. 
Mr. Harpy. Only construction ? 
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General Serrz. Yes. 

Mr. Harpy. What kind of construction ? 

General Serrz. Construction of barracks in consonance with the 
plan we explained to you yesterday. 

Mr. Harpy. You have no funds payable directly to the Iranian 
military personnel ? 

General Serrz. No. 

Mr. Harpy. We don’t pay them anything ? 

General Serrz. We do not. 

Mr. Harpy. We did at one time? 

General Srrrz. No. Under Public Law 480 the services get support 
of certain items in the Army budget. The procedure in this case—for 
instance in wheat, they would feed the soldiers, they would buy so 
many horses, and then MAAG would so certify to the Embassy, which 
would release the funds to the Iranians. 

Mr. Harpy. That was Public Law 480 funds? 

General Serrz. Yes. 

Mr. Harpy. It is my recollection in our study two or three years ago 
there was some indication that salaries of the Iranian service person- 
nel had been increased and that we provided budget support to pay it. 

General Serrz. That categorically is not so. There has been no 
salary increase in my two years here, although there will be one, I 
gather, next year. 

Mr. Harpy. The period of time we were concerned with, I think, 

yas more than two years ago. 

General Serrz. I know of no time when there was direct aid for the 
army as such. There was budget support and direct budget support 
until this year. 

Mr. Harpy. In any event, the item for Construction and Consum- 
ables in the 1958 budget consists entirely of new facilities ? 

Colonel JusKkauian. No. It includes some continuing construction. 

Mr. Harpy. Following Construction and Consumables there is an 
jtem Spare Parts, we know what that is; then there is an item of 
$———— for Other. What does that consist of ? 

General Serrz. They list the major items and group the others 
comprehensively. 

Mr. Harpy. Any questions on that? 

Mr. Reuss. The General Accounting Office report of two or three 
years ago which you read about in the } papers mentioned a number of 
instances, not I believe mentioning Iran, in which it said there had 
been overprograming, and end items had been lying around unused, 
and there had been no effort made to reallocate. I take it that does 
not apply to Iran? 

General Serrz. As of now it does not. 

Mr. Harpy. General, how much do you have to do with the deter- 
mination of how much goes into the defense support request 

General Srrrz. Insofar as construction is concerned, everything, 
Mr. Congressman, because Mr. Gregory has to go e in Washington 
to meet my dollar cost for construction “because it is broken down now 
about fifty-fifty local currency and dollars. 

Mr. Harpy. That brings up another question. What is your total 
expected construction cost for 1958? 
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General Srrrz. I haven’t a notion as of thistime. Yesterday we got 
in hardware, materiel, initial grant. That was the first word we had 
for 1958. 

Mr. Harpy. In your direct military aid you had something like 
¢-—— for Construction and Cotihnanabide and that you indicated 
was entirely for construction ? 

General Srrtz. That is right. 

Mr. Haxpy. In defense support there is a rial-generating program 
for another $———_? 

General Serrz. To match it. 

Mr. Harpy. I don’t know if it is to match it or not. 

General Srrrz. I was trying to explain the ratio between dollars 
and rials. If we get $——— we will have to have rials to match it. 

Mr. Harpy. So your program for 1958 is $———? 

General Serrz. That is right. But I don’t know if we will get it. 

Mr. Grecory. I might say we have received approval for $——— 
against the $———— for generation of local currency. There has been 
a ‘reduction, Mr. Chairman, 

Mr. Harpy. Well, I am just trying to understand what we are 
spending in the suitteacy construction program. Obviously we pro- 
posed to spend $———— when this program was sent in, with funds 
possibly being generated from Public Law 480. 

General Serrz. I gather there is no hope of Public Law 480 this 
year. That is what I understand. 

Mr. Grecory. That is correct. There is no present belief that there 
will be any, but if there is a bad wheat crop next year there might be 
opportunity for Public Law 480. 

Mr. Harpy. Well, you have in the past used local currency gen- 
erated by Public Law 480 for the purpose of the military budget, 
have you not? 

General Serrz. Yes, we have. 

Mr. Harpy. I do not find in this year’s budget any project items. 
There were some last year, $———— for project supplies and equip- 
ment—I don’t know what it covered—in the defense support program. 
It is characterized as defense support. Was it aatually defense sup- 

ort or was it economic assistance? If it was defense support I take 
it you would have something to do with it. 

General Serrz. That is a general term. I have nothing to do with 
that. 

Mr. Harpy. You have nothing to do with project assistance under 
defense support ? 

General Serrz. Only so far as construction. 

Mr. Grecory. General, is it not true that at the country team level 
the projects are submitted ? 

General Serrz. Yes, but we have nothing to do with this broad 

category of defense support. 

Mr. Harpy. Do you have a definition of it? 

General Srrrz. Defense support, as I understand it—and Mr. 
Gregory is more expert at that—is anything that develops the economy 
behind the Army in order to support it. 

Mr. Brownson. I think the general completed his answer when he 
said defense support is “anything.” 

Mr. Grecory. I would presume you would want to go into this 
with me. 
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Mr. Harpy. I will go into it with you, but I am trying to get 
the military point of view now. 

Mr. Brownson. The general said he had nothing to do with 

Mr. Harpy. I think that answers the question. 

Do I understand you have not been advised how much you will 
get for military construction ? 

Mr. Meraper. Do you think if they reduce it from $——————— to 
$—_—_—_——, instead of a $——————-. construction program it will 
be a $———————- construction program ¢ 

General Serrz. That is right. 

Mr. Brooxs. On defense support items carried as defense support, 
do you originate those projects ¢ 

General Serrrz. I do not except so far as the development of local 
currency; that is the only thing I have anything to do with. 

Mr. Brooks. Some of the projects carried as defense support are 
not originated by your command; is that correct ‘ 

General Srrrz. That is correct, 

Mr. Brooks. Who originates them ? 

General Serrz. Mr. Gregory. 

Mr. Brooxs. And brings them to you / 

(reneral Serrz. No. 

Mr. Mraper. Except as a member of the country team ¢ 

General Srrrz. Yes. 

Mr. Harpy. As a matter of fact you don’t pay much attention to 
them, because it is not your baby ¢ 

Mr. Grecory. I might say I have the same attitude toward his 
military construction. 

Mr. Harpy. General, almost half the fiscal vear is gone, and you 
have not yet been advised how much money you will have for military 
construction ¢ 

General Serrz. That is right. 

Mr. Harpy. What effect does that have on your operations / 

General Serrz. As of now if we can get it by January we will be 
all right. I have my engineer here who lets all these contracts. It 
could be that if they delay it too much longer we would be forced 
to negotiate an extension of the present contract rather than reopen 
competitive bidding with big engineering concerns. 

Mr. Harpy, Is this money “required to complete existing contracts / 

General Srrrz. None. 

Colonel Farrnank. There is just a small amount that is, because 
last year we were unable to withhold anything for contingencies in 
the contract underw ay, and there is a small amount, less than 5 per- 
cent of our present contract, that is earmarked for the contingencies 
that have developed during the present construction work. 

Mr. Harpy. What is your normal construction season ¢ 

Colonel Fairsanx. We have some areas in the north where the con- 
struction season runs from May through November. In the South 
we can work the year around, although in the summer it is so in- 
fernally hot that most operations have to be carried on at night only. 

Mr. Harpy. So you haven’t been hurt too much by the ‘del lay in 
funds ¢ 

General Serrz. That is right. 

Mr. Knox. When was the existing contract signed ? 

Colonel Farrnank. The 30th of April. 
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Mr. Knox. Last year? 

Colonel FarrBank. Yes. 

Mr. Knox. So that you can let another contract before 1958? 

Colonel Farrpank. Yes. 

Mr. Knox. May we find out how much money is left to be expended / 

Colonel Fairsank, An average of $———— a month since the con- 
tract was let. Most of that has been for mobilization. Only now 
do we have a full-scale operation going on in the South. The life of 
the contract expired on the 31st of December 1958, so the present 
contract of $———— will be expended completely by December 31, 1959. 

Mr. Knox. How much of the funds are left in the pipeline still to 
be spent ¢ 

Colonel Farrnank. Roughly $— ; 

Mr. Kwox. It isn’t anything that is urgent ? 

General Serrz. The contractors had to bring all this heavy equip- 
ment from overseas, and there is a distance factor here so that before 
he can get into big production on the contract there is time expended. 

Mr. Knox. As far as letting a contract for 1958, I don’t see anything 
urgent at this particular time, do you / 

General Srrrz. You mean so far as the contractor not being able 
to handle it ¢ 

Mr. Knox. No, to negotiate it. Youstill have $ -. 

General Seitz. But it is obligated. 

Mr. Knox. Sure, but it hasn’t been spent. 

Colonel Fatrnank. We can’t use it twice. 

Mr. Knox. I don’t expect you can use it twice, but everything seems 
to be rolling along at a normal pace. 

Colonel Farrpank. I would s say so. 

Mr. Knox. So that the amount you will get in the 1958 budget does 
not have a material effect on your operations ? 

General Serrz. Not at this time. 

Mr. Knox. You let the contract in April 1957 and we are still 
calendar year 1957. 

General Serrz. I fail to get what you are getting at. 

Mr. Knox. It is delay action, isn’t it ¢ 

General Serrz. It is. This is the first contract we have let under 
this construction program. It stated in April. We would be in a 
better position to more judiciously and cautiously spend the funds 
allotted to us if we got an allocation of funds earlier. 

Mr. Knox. When were the funds allocated to you for 1957 4 

General Serrz. The 29th of April or something like that. 

Colonel Farrnank. We got an initial allotment of funds about the 
first of March of this year. After we received bids additional funds 
were made available and we made the award on the 30th of April. 

Mr. Kwox. So you are still within the 4-month period as far 
as letting an additional contract for 1958 

Colonel Farrnank. That is correct. 

General Serrz. But I would prefer that you not take that as a prec- 
edent and as an ideal situation, because we would have been much 
better off had we been able to let the contract in January, because we 
lost half a construction season by not being able to let the contract 
until the 30th of April. 

Mr. Meaper. Could I ask a question / 
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You anticipated a $———— construction program, and it looks now 
like you will get only $————? 


General Seitz. Yes. 

Mr. Meaper. What will you cut out ? 

General Srrrz. We have all these projects in the order of priority 
from a defense standpoint under the new concept. Right offhand I 
can’t tell you what we will cut, but we will try to cut out an entire 
project and complete all the forward stuff. 

Mr. Mnaper. In other words, you will go ahead with those with the 
highest priority and cut out the bottom priority ? 

General Srrrz. That is right. 

Mr. Brownson. If these defense support funds were ultimately 
charged to the Defense budget, would you be in favor of supporting 
all the things in the defense support budget if the money came from 
the Defense Department funds? 

General Seitz. It is not defense as I understand it, and I don’t 
think it should be charged to the Defense Department. 

Mr. Brownson. Some of us are nasty enough to believe they are 
labeled defense support because it is easier to get money for defense 
support than for some of these other things. 

That is all I have. 

Mr. Harpy. We certainly thank you for your helpfulness, and we 
express appreciation for your hospitality. 

(Thereupon, at 3:15 p. m., the military briefing was concluded.) 
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(Part I[—Field Survey of Construction Projeets and Other 
Foreign Aid Operations) 


WEDNESDAY, NOVEMBER 27, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Tehran, Iran. 

The subcommittee met at 3:30 p. m. in the conference room at the 
Embassy, Hon. Porter Hardy, Jr. (subcommittee chairman) pre- 
siding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Victor 
A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator ; and Phyllis M. Seymour, clerk. 

Escort officer present : C. Hoyt Price, Department of State. 

American Embassy official present: Maurice F. W. Taylor, coun- 
selor. 

United States Operations Mission officials present: Clark S. Greg- 
ory, director; Maurice P. Arth, deputy director; Fred Gray, con- 
troller; Robert Hamer, assistant director; Walter F. Benning, chief, 
Industry and Engineering Division; G. B. Woods, acting supply and 
contracts officer; and D. L. Delp, executive officer. 

(The subcommittee, prior to arrival in Tehran, submitted a ques- 
tionnaire to the mission. The questions and answers thereto appear 
on p. 1237 as appendix VII-A.) 

Mr. Harpy. Suppose we get under way. Mr. Reddan, you have 
some questions in connection with the replies to the questionnaire 
that were submitted. 

Mr. Reppan. On page 2 of these answers you state: 

After receipt of program approval from ICA/W and announcement of the 
level of aid in various categories to the GOI, consultations are held with Iranian 
officials concerned with the commodity import program. 

My first question is, How was the program developed that you sub- 
mit to ICA Washington ? 
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STATEMENT OF CLARK S. GREGORY, DIRECTOR; ACCOMPANIED BY 
FRED GRAY, CONTROLLER; ROBERT HAMER, ASSISTANT DIREC- 
TOR; WALTER F. BENNING, CHIEF, INDUSTRY AND ENGINEERING 
DIVISION, UNITED STATES OPERATIONS MISSION ; AND MAURICE 
F. W. TAYLOR, COUNSELOR, UNITED STATES EMBASSY, TEHRAN, 
IRAN 


(Portions of these hearings were classified by the Department of 
State and have been deleted from the record.) 

Mr. Gregory. The program is developed by a presentation which 
is made in October of each year to ICA/W. This includes our esti- 
mate of the program for our presentation to Washington. This in- 
cludes the military construction program, whose requirements we 
get from General Seitz; it includes a presentation by each of the 
\arious divisions, agriculture, health, and so forth. 

A presentation is worked out with the Embassy and is then pre- 
sented to the country team and becomes the proposal of the entire 
United States Mission for presentation to ICA/W. 

ICA/W then reviews the program and fits it into a worldwide pat- 
tern and submits it to the Bureau of the Budget. The Bureau of 
the Budget then returns it to the executive branch, and the executive 
branch presents it to Congress for review by Congress. 

Mr. Reppan. How do you determine the level of aid / 

Mr. Greoory. <A level of aid essentially is not determined here. We 
send in the requirements, whatever they may be, that we estimate. 

I might say that seldom is it approved in ICA Washington at the 
level submitted by the Mission. The considerations in Washington 
are on a worldwide level. 

Mr. Reppan. Is there ever a revision upward by ICA/W ?/ 

Mr. Gregory. Not in the program submission. There have been 
occasions when extraordinary requirements appeared during a fiscal] 
vear and other funds have been allotted in addition to the funds that 
were requested at the beginning of our presentation. 

Mr. Reppan. Could you give me an example of what those ex- 
traordinary requirements might be ? 

Mr. Grecory. In January 1956 the Shah made a very strong re- 
quest for additional budgetary assistance. This request was made at 
the highest level and resulted in a decision in Washington that $20 
million out of the President’s Emergency Relief Fund would be al- 
lotted to Iran for budgetary assistance in their year beginning March 
31. 1956, to March 31,1957. This was in addition to funds that had 
been requested from the field. 

Mr. Meaper. Might I ask, Mr. Gregory, what advice or comments 
were asked of you—maybe not you personally but the aid Mission 
here in Iran—in passing on the Shah's request for $20 million addi- 
tional aid assistance / 

Mr. Gregory. The grounds for the granting of the $20 million were 
political grounds. 

It was based on a political analysis made here and in Washington 
and, as I said, at the highest levels. 

Mr. Meaper. In other words, you were not even invited to comment 
on it? 
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Mr. Greeory. I attended conferences at which the request of the 
Shah was considered by the Embassy. But the decision to grant the 
$20 million was not naild on economic grounds. 

Mr. Harpy. Wait a minute. You made a recommendation with 
reference to it, didn’t you ? 

Mr. Mraper. First, were you given an opportunity to make a 
recommendation ¢ 

Mr. Grecory. My recommendation at the time was that there were 
not economic grounds for the granting of the aid, but on the basis 
of political information and analyses made in these conferences I 
agreed that there was a political urgency for the granting of this aid. 

“Mr. Meapver. Was this done in wr iting ? 

Mr. Grecory. Not that I know of. 

Mr. Harpy. We went through some of this before, Mr. Meader, 
you recall. 

Mr. Meaper. Yes. I take it since you were of the opinion there 
was no economic justification for this additional $20 million, that 
your position would be that the political decision was in a realm in 
which you had no responsibility 

Mr. Grecory. That is not quite true. As a member of the country 
team I do participate in these discussions, and since the budgetary in- 
formation is very largely accumulated by my office, and since I am 
also aware of the political situation within this country, I do partici- 
pate in the discussions and I join in a composite judgment; but the 
primary responsibility for political decisions rests with the Ambas- 
sador. We are under strict orders from the President that aid activ- 
ities will be under the leadership of the Ambassador, and he provided 
the leadership, together with his staff, on this matter. 

I might add that except for this one case I am not aware of other 
instances where aid ieiele have been advanced. However, I do not 
know, because these decisions are largely out of our realm and I am 
only speaking of the present. 

Mr. Meaper. This is the only case you can recall where your rec- 
ommendation to ICA Washington has been increased in amount ! 

Mr. Grecory. That is right. 

Mr. Harpy. Aren’t aid levels sometimes increased through the em- 
ployment of Public Law 480 after your levels have been determined / 

Mr. Grecory. If you choose to consider Public Law 480 as a part 
of the aid program, the overall program is increased by Public Law 
480, but there is this distinction: The Public Law 480 program is not 
primarily a function of my mission. The funds are deposited with 
the United States Disbursement Officer and the Agricultural Attaché 
in the Embassy has the primary function as far as Public Law 480 
funds are concerned. 

Mr. Harpy. It may not be primarily your function, but Public Law 
480 funds—to furnish agricultural commodities and make a substan- 
tial portion of the proceeds from their sale available to the host coun- 
try—have the effect of supplying economic aid, do they not? 

Mr. Grecory. I will agree, and I will amend. my statement by say- 
ing that this $20 million and the Public Law 480 funds committed 
also in the spring of 1956—I was not present in the mission at the 
time, I was in Washington at that time, as you gentlemen well recall, 
and I did not participate in those negotiations. 
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Mr. Harpy. Have you ever participated in negotiations of a Public 
Law 480 program ? 

Mr. Greeory. I have not. This is the only Public Law 480 program 
there was any market for. I have met in conferences when we dis- 
cussed whether there was any opportunity for Public Law 480 pro- 
grams, but this is the only Public Law 480 program we have had, and 
that was negotiated while I was in Washington. 

Mr. Harpy. What part of the proceeds of that particular program 
was designated for use of the Iranian Government ? 

Mr. Grecory. I would like Mr. Taylor to answer that question. 

Mr. Tayuor. The figure in round numbers is $6 million. Actually 
it is $5.7 million. That goes to the Iranian Army for equipment. 
There is another figure of $2.5 million, not yet used, for economic 
development. 

Mr. Greeory. For loans for economic development. 

Mr. Taytor. And the rest is for United States use. 

Mr. Harpy. The total was $12.4 million ? 

Mr. Tayxor. Yes. 

Mr. Harpy. So 50 percent was for direct Iranian uses ? 

Mr. Tayxor. I think it was 48 percent. 

Mr. Harpy. I won’t split hairs over 2 percent. 

Was that program initiated to meet the need for military hardware? 

Mr. Taytor. Military equipment is the way it was described. This 
was before my time. 

Mr. Harpy. I was just wondering what was the basis on which 
the program was initiated, whether it was a need for local currency 

to bolster some military objective, or whether it was primarily a need 
for commodities ? 

Mr. Grecory. I don’t know if anyone here present was here at that 
time. I would like leave to file a written statement on that. It would 
require some research into the past. 

(The information referred to was submitted by Clark 8S. Gregory 
and appears on p. 1276 in appendix VII-B.) 

Mr. Tayzror. At least I know there was need for the commodity, 
because they did have a wheat deficit that year. 

Mr. Harpy. If there was a need for the commodity it seems strange 
to me that was not taken into consideration in the development of 
the original level of aid to be provided the ICA program. 

Mr. Grecory. We have the same problem almost daily in this coun- 
try. The only need of surplus agricultural commodities that we 
know of is for wheat. The wheat crop varies from time to time. We 
cannot foresee the amount of wheat that will be needed for the imports 
within the country. Last year they had a large crop and went on an 
export basis, so there was no need for Public ‘Law 480 wheat. 

Mr. Harpy. The t thing I am trying to determine is whether this 
was an afterthought to supplement the general aid program, or whether 
it was to meet the need for military items, or just what was the 
basis for it? 

Mr. Grecory. Could I comment on my understanding, subject to 
filing a written statement in clarification ? 

There were three component parts. There was the need of the 
Iranian Government for its army; there was a need for a program in 
economic development for industrial loans; and there was a need 
for United States uses of funds within this country. 
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Mr. Harpy. Can we try to develop that a little bit in a submission, 
particularly having in mind that all of those needs existed at the time 
the level of aid was determined. Certainly the need for foodstuffs 
must have been apparent, and you had other programs for bringing 
in food commodities; certainly the need for military supplies was 
known; and certainly the need for developmental funds was pretty 
well established at the time the level of aid was determined; so these 
were not new, and yet you come in with an additional $12 million 
program. 

Mr. Greoory. I think we can put that in writing and send it to 
you. 

Mr. Harpy. Fine. 

In discussing the breakdown of uses to which the generated funds 
were put, I believe you said $2 million was set aside for loans for de- 
velopmental purposes ¢ 

Mr. Taytor. $2.5 million, yes. 

Mr. Harpy. Do you know if that has been loaned ? 

Mr. Taytor. It has not. 

Mr. Gregory. It is still on deposit. 

Mr. Harpy. Has there been a request ? 

Mr. Tayvor. There have been very urgent requests. 

Mr. Harpy. Why hasn’t it been loaned ¢ 

Mr. Grecory. The Iranian Government did not receive its wheat 
until many months after the initial Public Law 480 program had 
been de veloped. It needs an authorization from the Majlis to give 
the Iranian Government authority to enter into an agreement for the 

$2.5 million loan for this purpose. That has been pending before 
the Majlis since last August, and the Prime Minister informs me it 
will be passed within the month. 

Mr. Harpy. In other words, we provide funds for a loan without a 
legal vehicle by which the loan can be made. We set up a fund before 
the Iranian Government had provided a legal basis on which the loan 
could be made. Is that correct ? 

Mr. Grecory. While we did set up a program in advance of the Gov- 
ernment of Iran receiving legal authority to enter into a legal agree- 
ment for the fund 

Mr. Harpy. Your answer could be asimple Yes, I believe. 

Mr. Grecory. I just wanted to make sure it was kept on a loan 
basis. 

Mr. Meaper. Might I ask what you are going to do with the #4 
million-plus balance for United States uses? 

Mr. Grecory. That is entirely within the Embassy jurisdiction. 

Mr. Taytor. There is a certain sum for revival of the Fulbright 
program. 

Mr. Meaper. How much for that ? 

Mr. Taytor. I think that is about $250,000. 

Mr. Meaper. That isa small part. 

Mr. Taytor. Yes. My understanding is that the balance is simply 
available to be drawn on for local currency needs of any United States 
agency here against dollar checks. That is to say, the United States 
Government owns so many rials. So long as they are owned they 
would be used rather than presenting a check for cash. 

Mr. Mraprr. Do you have complete discretion in the use of those 
rials? 
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Mr. Tayzor. No. It comes out of their dollar appropriations, but 
instead of presenting the check for payment to the Iranian Central 
Bank, it is paid out of these funds. 

Mr. Meaper. As I understand the Public Law 480 agreements, at the 
time we entered into the transaction we agreed in pe ere what dis- 
position would be made of the proceeds from the sale of the commod- 
ities. 

Mr. Taytor. That is right, so far as you set aside a certain amount 
for the participating government’s uses. 

Mr. Meaver. But there is no limitation on what the : agency can do 
with the $4 million, and the only thing committed so far is $250,000 for 
the Fulbright program ? 

Mr. Grecory. $2.6 million has been used for United States normal 
uppropriated expenses. 

Mr. Harpy. Do we have a figure in your submission of the amount 
on deposit for United States uses # 

Mr. Gray. No. I will have to find that out. 

Mr. Meaper. I would like to know the different kinds of local cur- 
rencies in which the United States Government has an interest, either 
because it owns them or because it has some veto over their use, and 
the different categories they fall into. 

Mr. Gray. Wecan provide that. 

Mr. Meapver. I don’t particularly care about the amounts in each 
category. 

Mr. Harpy. I think we should have the amounts too. 

Mr. Gray. Would it be all right to send that to you? 

Mr. Harpy. Yes. 

(The information requested was submitted and appears on p. 1279 
in appendix VIII-B.) 

Mr. Meaper. I would like to know the different categories. 

Mr. Harpy. I think Mr. Gregory can do that now. 

Mr. Grecory. I would first like to speak about counterpart funds. 
We presently are generating counterpart funds for our military con- 
struction fund, for support of TC programs, and for local currency 
that is a part of a $23 million hard loan to the Government of Iran 
for three banks: an agriculture bank, a construction bank, and 
mortgage bank. 

The amount of rials that have been generated are hardly sufficient 
to meet our current expanding needs within these projects. It is my 
belief that we have less than $1 million on hand at this time, but 
I would like to ask my controller. 

Mr. Gray. It is approximately $1 million. The last check that I 
made it was in the neighborhood of $1 million. 

Mr. Greeory. The : amount changes from day to day. 

Mr. Gray. I might qualify that by saying $1 million that has not 
been committed. There is more than $1 million in the aecount, but 
some had been approved for subsequent withdrawal. 

Mr. Grecory. The military construction program will cost this 
year $15 million in rials, of which approximately $6 million in rials 
has been turned over, I believe. 

Mr. Gray. A total of $7 million has been turned over. 

Mr. Grecory. We have about $30 million which has been turned over 
to the Government of Iran for Iranian imports. That is to supply the 
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rials for all these programs. That is not being used at a very rapid 
pace, and we have not had rials generated fast enough to assure the 
effective forward motion of the project. 

Mr. Harpy. You are talking about military construction ? 

Mr. Gregory. Military construction; the $23 million loan program: 
and the support of TC projects. 

Mr. Harpy. How much has been applied to the $23 million loan 
program ? 

Mr. Grecory. None. The loan agreement has been signed, but thie 
dollars have not been utilized yet by Iranian importers. 

Mr. Harpy. When was that agreement reached ¢ 

Mr. Grecory. I believe in June of this year. 

Mr. Harpy. That has not been so very long. 

Mr. Grecory. No. 

Mr. Harpy. You mentioned a third category, a TC program. Is 
that technical cooperation ? 

Mr. Gregory. That is right. 

Mr. Harpy. In other words, you are generating rials to meet the 
normal host country contribution / 

Mr. Greeory. It depends on 

Mr. Harpy. The point of view ? 

Mr. Grecory. Could I explain what we have been doing in this 
field’ We have been exacting constantly greater contributions from 
the Government of Iran. In 1957 there was $5 million for the gen- 
eration of counterpart funds. This was made available to joint 
projects provided it was matched by the Government of Iran. And 
this is not counterpart funds. These funds have been matched or 
substantially matched. 

Mr. Harpy. That does not come from funds generated by com- 
modity programs ? 

Mr. Grecory. No. 

This year we paid $5 million out of counterpart, or agreed to re- 
lease $5 million out of counterpart, and the Government of Iran 
matched it. Next year the Government of [ran will have to put up 
$8 million against our $2 million. This is $2 million in counterpart 
funds from fiscal year 1957. So that there are no funds in our 1958 
program for anything except the straight TC program of $5 million. 

Mr. Harpy. The $2 million of counterpart funds from fiscal year 
1957, where did that come from ? 

Mr. Grecory. That is a part of the defense support program for 
fiscal year 1957. 

Mr. Harpy. That you did not need for military construction ? 

Mr. Grecory. That was not used for military construction. The 
$23 million for our loan program also came out of defense support 
for fiscal year 1957. 

Mr. Harpy. You haven’t used any of that either ? 

Mr. Grecory. The use of dollars has been authorized to the im- 
porters. 

Mr. Harpy. You just haven’t generated the rials yet ? 

Mr. Grecory. That is right. 

Mr. Meaper. You have talked about counterpart funds up to now? 

Mr. Greoory. Yes. 

24700—58—pt. 1——.72 














1120 FOREIGN-AID CONSTRUCTION PROJECTS 


Mr. Meaper. And those counterpart funds are generated in what 
fashion? 

Mr. Grecory. Upon the announcement of the level of aid author- 
ized by ICA—and I might say I have just received within the last 
2 or 3 days the author ity to announce the level of aid for my mission 
for fiscal year 1958—I can announce $5 million for technical assist- 
ance and $15 million for military construction, to generate the rials 
for military construction. 

Mr. Mraper. Is that defense support? 

Mr. Grecory. That is defense support. Upon the announcement 
being communicated, the Iranian Government will authorize us to 
generate the importation of certain commodities. When we receive 
the request for the $15 million in importation of goods, we screen that 
request to ascertain, first, whether the imports strengthen the economy 
of the country; secondly, if the goods are considered eligible under 
ICA regulations, and whether there is a prospect of its use within 
a reasonable period of time. 

We make this evaluation and forward it to ICA where another 
screening is given by ICA, and then they in Washington obligate the 
funds by the issuance of purchase authorities. These purchase au- 
thorities are in turn subauthorized to importers, and the importers 
deposit their rial funds into a counterpart fund for the dollars. 

When we have sufficient rials to insure continuity of operations, 
we proceed with the project. 

I might say all our counterpart funds are pooled in one account, 
and that allocations from the account are made for the program needs. 

I would like to ask my Controller if there are modifications that 
should be made to my statement. 

Mr. Gray. No. 

Mr. Meraper. Who has title to the rials you have just described ? 

Mr. Grecory. The title to the rials is vested in the Government of 
Tran subject to an agreement that says the funds will not be used 
except by agreement of both governments, so they cannot be with- 
drawn without our consent. 

Mr. Meaper. And no part of the funds you have described is set 
aside for the exclusive use of the United States, 5 or 10 percent? 

Mr. Grecory. No. 

Mr. Harpy. This is a direct aid proposition ? 

Mr. Grecory. That is right. 

Mr. Knox. Mr. Gregory, you stated that within the last 2 or 3 
days you had received notice of authorization of the amount of money 
that was coming for your Mission. 

Mr. Grecory. That is right. 

Mr. Knox. Did you receive notice of authorization for direct mili- 
tary aid? 

Mr. Grecory. No, sir. 

Mr. Mraper. We have only one category of rials described so far. 
I wish you would give us an across- the-board of the different. cate- 
gories. 

Mr. Harpy. Could you give us the categories without getting into 
so much detail about how they are generated ? 


Mr. Gray. The only other c categories we have had are Public Laws 
480 and 402. 
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Mr. Brownson. Would he rather do that here or submit a memo- 
randum ¢ 

Mr. Meaver. He will submit a memorandum later on, but I think 
we should have the various categories of foreign currency and who 
owns lt. 

Mr. Brownson. Yes; but it should be technically correct and in 
detail, and that is why I thought it could be done in writing. 

Mr. Harpy. I am inclined to believe that would be the best thing 
to do, to give us a memorandum setting forth the kinds and amounts 
of local currency generated under the various programs, the purposes 
for which they are to be used, who owns them, and how they were 
generated. 

(The information requested was submitted and appears on p. 1279 
in appendix VII-B.) 

Mr. Grecory. I might say it is my belief we have substantially 
described to you all the foreign currencies we have available at this 
time. I do not know myself at this time of other foreign currencies. 

Mr. Harpy. That may be, but in any event we would like to know 
the various amounts that apply to each category as well. 

Go ahead, Mr. Reddan. 

Mr. Reppan. Bank Melli is the one that deals with the imports of 
this country ? 

Mr. Gregory. Yes. 

Mr. Reppan. What part do they play in establishing the level of 
imports that should come in under the programs ? 

Mr. Gray. What part do they play in establishing the level of aid? 

Mr. Reppan. Yes. 

Mr. Gray. Nothing. They have nothing to do with the utilization 
of funds or the establishment of the amounts of funds until they are 
notified after the level of aid has been announced as to how much will 
be available for the general import program. 

Mr. Reppan. As I understand, you first determine the level of aid 
and then you talk to the Iranian Government and Bank Melli to deter- 
mine how much they can use ? 

Mr. Gray. We talk to them only after we have been authorized to 
announce the level of aid. 

Mr. Reppan. Do you know what Bank Melli suggested as the level 
of aid the Iranian Government could use in 1956 ? 

Mr. Gray. They suggest only categories, but not amounts. 

Mr. Reppan. Didn’t they suggest $700,000 a month that could be 
absorbed by the economy of Iran ? 

Mr. Gray. I have no knoweldge of that. 

Mr. Reppan. Do you know what experience has shown can be ab- 
sorbed by the economy of Iran monthly? The import program is what 
Tam talking about. 

Mr. Grecory. I can’t answer directly. I can answer indirectly by 
saying last year the reserves increased by about $14 million. 

Mr. Reppan. Do you know the value of PA’s that were used last 
year ? 

Mr. Gray. This is for 1957. 

Mr. Reppan. 1956 and 1957 if you have it. 

Mr. Gray. I have only 1957 here. The total amount that has been 
authorized as of November 25 was $36,034,000 out of a total of 
$36,050,000. 
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Mr. Reppan. How much was expended ? 

Mr. Gray. We have no expenditure figure here. 

Mr. Reppan. Has the Mission made any survey within the last 2 
years to determine the amount of unused PA’s? 

Mr. Gray. Yes. We do that constantly. You see, there is a date 
specified in the PA beyond which no order will be accepted, so that 
the United States coe who are designated under these PA’s will 
not accept any document from any supplier if the order is placed after 
the expiration date of the PA. 

Mr. Reppan. Within that period of time, did you make a survey of 
the imports in warehouses at the Port of Khorramshahr, the value of 
imports in warehouses ? 

Mr. Gray. Yes; we have periodically made surveys. 

Mr. Reppan. Do you know what is warehoused there now in terms 
of dollars? 

Mr. Gray. No. 

Mr. Reppan. Would it run 40 to 50 million dollars ? 

Mr. Gray. I would seriously doubt that. 

Mr. Harpy. What isthe date of your last survey ? 

Mr. Gray. We made one 2 or 3 weeks ago. 

Mr. Harpy. Can we get the amount at that time ? 

Mr. Gray. I can call my office and get that. 

Mr. Harpy. I would like to have that. 

Mr. Grecory. When you speak of imports, do you mean all imported 
goods to the port or just United States aid imports? 

Mr. Reppan. United States aid imports. 

Mr. Harpy. You would not be making a survey of all of them, would 
you? 

Mr. Gray. No. 

Mr. Harpy. We are interested in the imports under these purchase 
authorizations, and you should have in your files the quantity that 
remains unused. 

Mr. Gray. I am sure we have that. 

Mr. Harpy. We can’t make a very good appraisal of what this pro- 
gram is doing unless you can tie it to the use being made, whether some 
are permitted to expire, and how many, and how much is kept in the 
warehouses at the port, because until you get it out of the warehouses 
it does not start to generate. 

Mr. Gray. That is right. 

Mr. Grecory. I would doubt there is very much there at this time. 

Mr. Reppan. If we could have copies of the reports made during the 
last 18 months on the surveys of imports in the warehouses at the port. 

Mr. Harpy. There would not be many such surveys made in the last 
18 months, would there ? 

Mr. Grecory. We have an auditor who calls constantly at the port. 

Mr. Harpy. Let’s see. We understand there are surveys made pe- 
riodically ; I don’t know how often. 

Mr. Grecory. Every 2 or 3 weeks. 

Mr. Harpy. Does that mean a physical survey or just a casual in- 
spection ? 

Mr. Gray. No. 
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Mr. Harpy. Which is it? 

Mr. Mraprer. Why not describe how the surveys are made. 

Mr. Gray. There is a requirement under the PA that copies of all 
documentation must come to my office. For example, we get a copy of 
the bill of lading, a copy of the vendor’s invoice, and other documents. 
These are tabulated by our auditing branch. Then, knowing when the 
shipment was made, we can anticipate the approximate date of arrival. 

tT hey then go to the port and they look into the documentation in 
the hands of the customs people to see if they have the same documenta- 
tion indicating arrival and when it arrived. If it is 6 months old, or 
older, they would notify Bank Melli that the goods must immediately 
be brought out and put in the economy of the country or that they may 
be subject to a request for refund from ICA. 

Mr. Harpy. Did you ever make such a request ? 

Mr. Gray. Yes, sir. We have made several. 

Mr. Harpy. I think that is the kind of thing we want, and cer- 
tainly we should not speculate on it, because you have that as a matter 
of record. 

Mr. Gray. We have that in the questionnaire. 

Mr. Meaper. Will you give us the reference ? 

Mr. Gray. Pages 6 and 7. 

Mr. Reppan. It says you have made refund requests totaling $2.- 
887,543, but then you say that of this amount $2,444,000 has been 
cleared by acceptable corrective action, and I assume that is in lieu of 
refund ¢ 

Mr. Gray. Yes. 

Mr.-Reppax. What do you mean by “acceptable corrective action” ? 

Mr. Gray. In some cases the basis for the request for refund ey 
be the inadequacy of documentation. In that case we go to Ban 
Melli and say, “We want a copy of your bill of lading.” You see, 
Washington does not get copies of ties bills of lading, they come 
here, but they ask us to get copies of shipments about which they have 
question. In that case we obtain them from Bank Melli and submit 
them to Washington and Washington advises us if they should be 
cleared. 

Mr. Reppan. How about late utilization? What is the dollar 
amount of those cleared by corrective action ? 

Mr. Gray. Of delayed utilization ? 

Mr. Reppan. Yes. 

Mr. Gray. There laven’t been too many of those. Washington 
takes the position that normally a commodity should not remain un- 
utilized for longer than 6 months. They do, however, prefer, and 
have so expressed themselves, to have the commodity utilized rather 
than request a refund. So in many cases where we make a recommen- 
dation to Washington they say they would rather we have it utilized 
in the economy of the country rather than request a refund. But that 
isa very small percentage of the $2.4 million. 

Mr. Greeory. I would like to ask the controller whether there are 
cases pending at this time of unutilized goods which are not moving 
into the economy of the country. 

Mr. Gray. Offhand I could not answer that. I would have to refer 
to my files. I don’t think there are many such cases at this time. Our 
first big drive was last fall, and that is when we found a lot of un- 
utilized items and we started a drive to get them out. 
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Mr. Reppan. What was the amount of unutilized items you found 
at that time? 

Mr. Gray. I would have to refer to the record, but I do know that 
at that time or shortly thereafter—we made 2 or 3 surveys in pretty 
quick order—we found that while there was some movement, it wasn't 
moving as rapidly as expected, and we gave them another o portu- 
nity and finally billed them for $155,000, “of which we eollactenl $115,- 
000. The other $40,000 was cleared "due to the fact that prior to our 
billing they had moved that $40,000 into the economy. 

Mr. Reppan. Mr. Gregory, in further answer to that question, on 
page 3 you refer to a decree of the Council of Ministers which re- 
quires all importers to use ICA financing. 

Mr. Gray. In these categories. 

Mr. Reppan. Yes. What was the necessity for that decree? 

Mr. Grecory. I did not participate in that action. It was Iranian 
Government action. It was my understanding that importers who 
have free right to import would prefer to go ‘to the bank and buy 
their foreign exchange without using ICA procedures. The Govern- 
ment of Iran was very interested in the utilization of our aid, and 
the Government of Iran required all importers to use United States 
aid procedures. 

Mr. Reppan. Did the Mission or anyone connected with the Mis- 
sion in any way suggest to the Iranian Government that this order 
should be passed or initiated ? 

Mr. Grecory. I can only repeat what happened. We had many 
conferences in which I participated. And I might say this question 
goes back maybe 2, 3, or 4 years. It was obvious that the letters of 
credit were only moving at about $1 million a month. A proposal 
was made by the Government of Iran that they restrict the imports 
to four categories, it being their belief that any persuasive attempt 
would fail. 

Mr. Paige in my office was of the belief that the importers should 
be called together ‘and should be asked to use our aid even though the 
Bank Melli said they would not use our procedures unless forced to 
do so by the Government of Iran. 

This type of conversation continued for 2 or 3 months, and even- 
tually I was persuaded by Bank Melli that it would not work unless 
the Government of Iran exhibited pressure and force on the im- 
porters. 

Following this, many conferences were held on a staff level at 
which I was not present. I cannot report on this because I was not 
present, but it was the initial decision of Bank Melli that they did 
not think our aid would be used unless the importers were restricted 
to United States aid in certain categories. 

Mr. Harpy. We are in the strange situation of having to devise 
various and sundry pressures on Iranian importers to use our aid. 

Mr. Mraper. More redtape. He would rather go to the bank and 
buy his dollars. 

Mr. Taywor. That is right. They would naturally prefer to use 
the simpler commercial procedure, and would run through all of 
Bank Melli’s reserves before going to this procedure. 

Mr. Meaper. What are those four categories ? 

Mr. Grecory. Tires and tubes; motor vehicles; cotton textiles; and 
iron and steel. 
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Mr. Meaper. Why were those categories selected ? 

Mr. Gray. Many of these Iranian importers have agency agree- 
ments with United States firms—for instance, automobile dealers, tire 
dealers, and so forth—and it was thought by selecting these categories 
you would get the largest importers in Iran and get faster generation. 

Mr. Meaver. What do those four categories represent in imports? 

Mr. Grecory. It is my belief that those imports run about $50 
million a year, which is about 20 percent of the total imports. 

Mr. Harpy. So we had to devise special means to get them to utilize 
ouraid. That is what it amounts to. 

Mr. Grecory. Our aid could not be utilized without the special 
means. I would like to speak on this from my own standpoint only. 

Each of the programs that we have is considered vital to the 
security of the United States of America. These programs are con- 
sidered necessary, in military construction, especially, to protect the 
left flank of NATO, and we have a primary United States interest 
in this aid program. This program could not be carried forward 
because of the mechanical difficu ty that comes because Iran imports 
goods on a different basis than any other country I know of. 

Mr. Harpy. I see what you are leading to, but I wonder who we 
are fooling. If we have to resort to subterfuge to get the importers 
to use our aid dollars, wouldn’t it be better just to say, “We will give 
you the dollars”? Aren’t you beating around the bush to accomplish 
the same thing ? 

Mr. Taytor. This policy can help a country enforce its import con- 
trol. Where you have no import controls to enforce, giving them the 
dollar check would serve just as well. 

Mr. Harpy. If we let them alone they would go ahead and buy these 
items they have to have and deplete all the bank’s reserves, because 
they have no control. We could save a lot of administrative expense 
if we just gave them the dollars. 

Mr. Grecory. There are a number of restrictions. Some shippers 
may not be completely protected by cash transfers. 

Mr. Harpy. It certainly seems strange to me that we get ourselves 
in this kind of shape. In my judgment it is a plain subterfuge. 

Mr. Grecory. There is very little economic justification for aid, in 
my estimation. The justification for aid lies wholly in the realm 
of mutual security. These decisions are made at a high level. These 
decisions are made at a different level than mine, Mr. Chairman. 

Mr. Harpy. I am not arguing that point. 

Mr. Grecory. But once there is a clear policy that we should do 
something because it is in the United States interest, then I have to 
carry it out. 

Mr. Harpy. I will tell you what; I had not realized until now that 
we are having to employ a subterfuge to get them to take our aid. 

Mr. Grecory. This is not a subterfuge. This is done in other parts 
of the world. 

Mr. Harpy. That does not make it any more palatable. 

Mr. Grecory. It is not subterfuge. The banks are notified and 
everybody is notified. 

Mr. Harpy. I don’t doubt the banks are notified, but I will bet you 
there are not four people in the Congress that know it. 

Let’s get on to something else Mr. Reddan. 
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Mr. Reppan. Does ICA financing cost more than other means of 
credit ? 

Mr. Gray. That is a question that is very hard to answer. Certainly 
they would have to put up for the dollars they buy from Bank Melli 
the equivalent in rials. Certainly the smaller importers do business 
on a credit basis, so to say whether this costs them more than their 
regular form of importing is hard to answer, because undoubtedly, 
doing business on a credit basis with the bank, they must be paying 
interest, and if they are paying interest under the ICA sethod of 
financing they must also be paying interest under normal procedures. 

Mr. Mraver. It would cost them more to go through the redtape 
to comply with your procedures than just to go to the bank and get 
the cash. 

Mr. Gray. If you mean going through the procedures, it probably 
would cost more. 

Mr. Meaper. But otherwise it would not cost more ? 

Mr. Gray. No, sir. 

Mr. Reppan. Don’t the importers have agreements with the manu- 
facturers in many cases that permit them to warehouse without pay- 
ment of interest ? 

Mr. Gray. Yes. Many of them use the time draft procedure and 
they pay at specified intervals after the goods have been shipped. 

Mr. Reppan. It would be cheaper than paying Bank Melli? 

Mr. Gray. Under this procedure they can use the sight or time draft. 

Mr. Reppan. But they must put up 50 percent with Bank Melli? 

Mr. Gray. No, not under sight or time draft. 

Mr. Reppan. You mean under our Public Law 480 program they 
don’t have to? 

Mr. Gray. No. That is in here [indicating answers to question- 
naire }. 

Mr. Reppan. With reference to the beet sugar refineries, on page 
20 of your response to our questionnaire, you list the tonnages per 
plant, and I would like to ask you if you know what the break-even 
point is on production in each of those three plants? 

Mr. Grecory. I don’t have that information available at this time. 
I would have to get it from my engineering staff. 

Mr. Reppan. If you could send us that information. 

Mr. Grecory. We will do that. 

Mr. Reppan. You say: 

Above tabulation indicates that present beet crop at Fassa and Cheneran is 
sufficient for a 100- to 120-days operation at capacity of 350 tons. 

Does that indicate you have more produetion capacity than you 
can utilize? 

Mr. Hamer. That is the normal processing season. 

Mr. Reppan. You state: 

The anticipated supply of sugar beets for the Bardsir plant has been only ap- 
proximately one-half of that considered satisfactory in relation to plant capac- 
ity. Three major factors limit production to support the plants (1) poor roads 
in the area, (2) inadequate insect control, and (3) poor cultural practices. 

Could you tell me how they relate in importance to the poor pro- 
duction? Which one of those three factors is of the most im- 
portance ? 
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Mr. Hamer. Actually I think the three have about equal weight. 
The problem of moving the beets from the farm will continue to be 
difficult, and for effic ient operation the plant must have a certain 
amount of beets daily. 

Mr. Harpy. So by working up a project for this refinery we will 
have to supplement that with a project for a road. 

Mr. Gregory. The Government of Iran is capable of building a 
road. 

Mr. Hamer. The growers in that area are bringing pressure to 
bear in their own v iNages for adequate roads for the movement of 
the crops. 

The insect control and cultural practices can be improved. 

Mr. Harpy. Aren’t you working on those in our agricultural pro- 

gram ? 

~ Mr. Hamer. Yes. 

Mr. Knox. Isn’t it possible to stockpile beets at the plant ? 

Mr. Hamer. They stockpile them at the height of the growing sea- 
son, but the problem i is getting them in when “the sugar content is at 
the maximum point. They can get pithy and pulpy. 

Mr. Knox. Don’t they put them in piles in the field to be picked up 
by conveyors ¢ 

Mr. Hamer. Not in this particular area. 

Mr. Knox. What is the difference between this particular area and 
the States ¢ 

Mr. Hamer. This area runs weeks behind Utah in getting them in 
from the growing area to the nearest road. 

Mr. Knox. What i is the harvest season here? What time of the vear 
is the harvest season / 

Mr. Hamer. In this area I think it is in the early fall. 

Mr. Knox. What is early fall here? 

Mr. Hamer. I would say the Jast week in August to the middle of 
October. 

Mr. Knox. What is the temperature at that time of the year? 

Mr. Hamer. That I couldn't answer. 

Mr. Greoory. At this place ¢ 

Mr. Knox. Where the sugar beets are harvested. 

Mr. Hamer. The temperatures are, | would say, from the middle 
80s to low 70s during that time. I would have to check to be sure 
of the particular range of temperature at the time of harvest. 

Mr. Knox. Would you say temperature is the main reason you can- 
not stockpile sugar beets ¢ 

Mr. Hamer. Yes, I would. 

Mr. Grecory. I have an engineer in charge of this specific projec t, 
and I will be glad to bring him in. He could give you a full ex 
planation on this point. 

Mr. Knox. I think we should have it. 

Mr. Greeory. He is available and I can have him brought in. 

Mr. Knox. It is now 5 o'clock. I don’t want any engineers brought 
in now. 

Mr. Grecory. I can get that information. 

Mr. Reppan. Does that area produce sufficient beets to run that 
plant at Bardsir at maximum capacity ¢ 

Mr. Hamer. I am not sure. 
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Mr. Reppan. I notice you say it is only operating at partial capac- 
ity now, and I want to know if that is because of the lack of raw 
materials ? 

Mr. Hamer. I think it is a combination of the three factors 
mentioned—poor roads, inadequate insect control, and poor cultural 
practices. 

Mr. Harpy. You may have another factor. You may not have 
enough land in that area suitable for beet production. 

Mr. Grecory. Could we file a full statement on that? 

Mr. Harpy. I would like to have it. 

Mr. Reppan. I would like to move to the cotton mill project on 
page 22. 

Is there adequate power at Tchitsazi to run that mill ? 

Mr. Grecory. If we are going into the technical aspects of this, 
could I have the engineer brought in? He will be here in 30 seconds. 

Mr. Reppan. You state that the project includes finishing equip- 
ment which at this time is neither installed nor fully procured, and 
you list the reasons. 

From whom is that finishing equipment being obtained, and why 
is it being delayed ? 

Mr. Grecory. We forwarded a long time ago the request for the 
procurement of these items. 

Mr. Reppan. To whom ? 

Mr. Grecory. To ICA/W. I understand it was then passed to 
GSA for procurement. There then arose an investigation of an 
agent, a man named Boguwalsky. On the basis of this preliminary 
investigation ICA/W suspended the procurement. This delay lasted 
for a long period of time, 1 to 2 years. 

At this time I understand there is another controversy on the 
specifications of this material, and I would like to have Mr. Benning, 
my chief engineer, tell you about that. 

Perhaps you can go back to your first question and he can back 
up on the question of procurement. 

Mr. Reppan. My first question was whether there was adequate 
power. 

Mr. Bennine. Yes, there will be sufficient power, because 224 kilo- 
watt steam turbine units are being brought in. 

Mr. Reppan. Is the mill being operated at the present time ? 

Mr. Bennine. You may say it is partly in operation because the 
10,000 spindles bought with ICA financing and approximately 300 
looms could be operated. However, they are able only to produce 
so-called gray goods, for which there is not a good market, so the 
mill is not being operated at capacity. 

Mr. Reppan. How long has the mill been capable of being operated ? 

Mr. Benntne. In that limited way, at least all during 1957. 

Mr. Harpy. Actually the mill is not able to operate effectively now 
because it cannot produce a product which is readily salable? 

Mr. Benninec. That is right. 

Mr. Harpy. And that has been the case since early 1957 ? 

Mr. Bennine. Yes. 

Mr. Reppan. Do you know what the value of the physical plant 
there is at the present time ? 
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Mr. Bennine. I should look that up in our records. It is several 
million dollars. That estimate was sent to Washington at the time 
of Mr. Hollister’s visit in detail. 

Mr. Harpy. Going back to the question of power, I understand 
there is not sufficient power at the present time ? 

Mr. Bennina. That is correct. 

Mr. Harpy. DoI further understand until the remaining equipment 
is delivered there will not be adequate power ? 

Mr. Bennina. Equipment will be delivered, and to my knowledge 
that equipment is now in Iran if not at the mill. 

Mr. Harpy. So all the rest of the equipment is now in Iran? 

Mr. Bennina. Tomy knowledge, yes. 

Mr. Harpy. Including the generating equipment ? 

Mr. Bennina. Yes. 

Mr. Meaper. You are speaking only of the power equipment? 

Mr. Bennine. No. I speak of almost all of the equipment. 

Mr. Meraper. Are you talking of the finishing equipment, too? 

Mr. Bennina. Except the finishing equipment we outlined in our 
questionnaire. ‘There is still some to come. 

Mr. Harpy. What equipment do you have? 

Mr. Bennineo. Spinning and weaving equipment. 

Mr. Harpy. Is it possible to get equipment that will produce better 
than gray goods? 

Mr. Bennina. No. 

Mr. Harpy. So you can’t produce a product that will readily sell? 

Mr. Benntinea. Let us take that step by step. USOM has bought 
a certain amount of spinning equipment, weaving equipment, and 
finishing equipment. The mill could have been operated by outside 
power if there had not existed a controversy between GSA and ICA 
Washington procurement by which the purchase of the finishing 
equipment has been held up since 1954. 

In the meantime the prime organization has procured Italian finish- 
ing equipment. Most, if not all, of that Italian finishing equipment 
is now here. That equipment also includes sufficient power not only 
to operate the additional Italian equipment but the original USOM 
equipment. 

Mr. Harpy. So do I understand, then, that when the equipment 
which has already arrived in Iran is installed, the plant can be oper- 

ated economically ? 

Mr. Benninc. If you had left out “economically” I would have said 
CV as.” 

Mr. Harpy. We will not suggest operating a plant that cannot be 
operated economically ? 

Mr. Benntnea. In Iran the economy cannot be measured as we 
measure it at home. 

Mr. Harpy. I don’t think we need to get into that. You said the 
plant could produce only gray goods that were not readily salable. 

Mr. Benninc. There will be a salable product produced. United 
States importers, I understand, would not have taken over something 
which they considered unmanageable. 

Mr. Harpy. You said a salable product will be produced. Will it 
be produced at a price that will make it economic 

Mr. Benning. Competitive with Iran. 
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Mr. Harpy. What percentage of the capacity of the plant can be 
utilized after this equipment is installed ? 

Mr. Benninea. Unless there are circumstances arising which I can- 
not foresee, I would say at least 75 percent. 

Mr. Harpy. Then you still need the finishing equipment which 
ICA and GSA are wrangling over ? 

Mr. Bennine. Yes. 

Mr. Harpy. Has the equipment actually been procured 4 

Mr. Bennina. Yes. 

Mr. Knox. May I ask the gentleman, this finishing equipment and 
generating plant that is coming in from the Italian Government, is 
that purchased with United States funds from ICA? 

Mr. Benntine. It is an oil deal between the Iranian Government 
and the Government of Italy. 

Mr. Meaper. You say “it is an oil deal.” Do you mean Iran gave oil 
to Italy and Italy gave Iran the finishing equipment ? 

Mr. Bennina. Yes. We have bought finishing equipment that will 
balance the production with 10,000 spindles. The Italian equipment 
is 30,000 spindles. So there is a great increase over the ICA-financed 
finishing equipment. We had a fairly balanced setup based on 10,000 
spindles. Now the plant has gone to 40,000 spindles, and that requires 
much more power and finishing equipment and looms and everything 
else. 

Mr. Harpy. Has there been procurement of power-generating equip- 
ment to take care of that total power requirement ? 

Mr. Bennrnoa. That is right. 

Mr. Reppan. Has the size of the plant been increased by ICA? 

Mr. Benninea. No. Itisa large plant. 

Mr. Reppan. How about the spindles? 

Mr. Benninc. Yes. That was several years ago. 

Mr. Meaper. As the Iranians expanded the production of this plant. 
did we put more money in it, or did it remain at the original level? 

Mr. Bennrine. It remained at the original level. 

Mr. Harpy. In other words, we built buildings that were bigger 
than we planned for ? 

Mr. Bennine. We did not build buildings. Those buildings were 
there 10 years and those buildings were expanded when the decision 
was made to put the additional 30,000 spindles in. 

Mr. Grecory. There have been no new funds put in this since 1954. 

Mr. Reppan. I have one question on the Karadj Dam. 

On page 23 you say that— 

All property purchased for the Karadj Dam on a loan basis has been sold 
to Plan Organization for use on construction of the dam, with the single execption 
of a drill bit grinder of $1,179 value. This grinder was lost but has recently 
been found, and is now being processed to Plan Organization. Sale of the loan 
property was made for $481,233.50. 

Do you know what the original cost of that equipment was ? 

Mr. Greeory. I don’t have those figures with me. I believe, how- 
ever, they amounted to in the neighborhood of $700,000. I can get 
the exact figures for you. 

Mr. Reppan. All right, if you would. And I would also appreciate 
it if you would let us have a copy of the report made by the Harza 
Engineering Co. as to the value of that equipment. 
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Mr. Grecory. Yes. I might say that the report was made by a com- 
mittee of three—Harza, USOM, and the Plan Organization. Mr. 
Benning was in charge of the process of arriving at the values, and 
I think he should explain what was done. I think this is an important 

yoint. 

Mr. Bennina. Starting with a complete inventory of the equipment 
from different projects, we proceeded to appraise each piece of equip- 
ment individually. 

In that appraisal we considered the amount of spare parts on hand 
or that had been used. If the equipment was in use for approximately 
2 years, and if we had bought spare parts for 1 year in accordance 
with the manufacturer’s specifications and there were some of the 
spare parts left, we considered the an ees higher depreciated, since 
the spare parts were not installed, and consequently we did not make 
an additional charge for the spare parts. 

After the parts were appraised individually we came roughly to a 
35 percent reduction, I believe. That was the appraised figure. But 
to that we added 15 percent on account of the increase in sales price 
since the date of the purchase of that equipment and also an estimated 
3 percent for freight. 

So after reducing our appraisal by approximately 35 percent, we 
then added 18 percent for increase in cost and freight. at gave us 
the $481,000. 

Mr. Grecory. I might explain that the spread sheets show each in- 
dividual item and the ownership. I do not believe this is a narrative 
report, and if our answers give that inference I would like to correct 
it. 

Mr. Gray. The narrative is a very small part of the report. Most 
of it consists of spread sheets which show the description of the item, 
the source of the item, the ownership, and its appraised value. 

Mr. Reppan. If we could have copies of those spread sheets, we 
would appreciate it. 

Mr. Gansta. In further explanation I might add that at the 
Karadj Dam site were various items of property, some on loan and 
some on grant. We identified them as loan or grant. 

Mr. Harpy. Was this the same equipment used by Morrison- 
Knudsen ? 

Mr. Bennina. Yes. 

Mr. Grecory. Some of it was. I don’t know if it all was or not. 
wy Harpy. What happened to the money, the proceeds from this 
sale ? 

Mr. Greeory. It is on deposit at Bank Melli. 

Mr. Harpy. For what use? 

Mr. Greeory. For program use as determined by the Directors. 
Our present discussion on the use of these funds is toward the creation 
of an industrial bank. When the Joint Fund for Industrial Develop- 
ment was set up it was the intention to use the funds for the creation 
of an industrial bank at a later date. Discussions are under way for 
the creation of an industrial bank, a private investment, and I have 
been asked by Ebtehaj, the Managing Director of the Plan Organiza- 
tion, if these funds can be made available to this industrial bank. I 
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have stated I would not wish to make any commitment before the 
creation of the bank, that after the bank was created and we knew 
how it was organizad and what kind of management it would have, 
then we would decide oe it was an appropriate institution to 
distribute these funds. I do believe, on the basis of preliminary 
investigations, it would be such an institution. 

Mr. Harpy. You say it would be financed in part by private capital 

Mr. Greeory. Yes. 

Mr. Harpy. The question in my mind was this: These funds orig- 
inally came from the United States taxpayers, and I wondered if the 
proposal in respect to this bank would have the effect of transferring 
ownership of these funds to private Iranian investors? 

Mr. Tay.or. This would be a loan. 

Mr. Harpy. Who would the funds be repayable to? 

Mr. Grecory. To this fund again, unless we can reach an agreement 
that they be returned to the United States Treasury. At this time the 
title to the funds rests in the Government of Iran subject to our joint 
control. 

Mr. Harpy. To all intents and purposes it is a direct contribution to 
the Iranian Government, then, this fund ? 

Mr. Greeory. To the Iranian economy. I doubt that title will be 
vested in the Government of Iran. I have no such intention. 

Mr. Harpy. I am thinking of the eventual disposition. 

Mr. Greoory. On the eventual discontinuance of our program the 
title will go to the Iranians, you are correct. 

Mr. Harpy. How much did we contribute to the Plan Organization ? 

Mr. Grecory. At this time we have two projects with the Plan 
Organization in the field of technical assistance. One is the George 
Fry Associates contract, which gives managerial advice to the Plan 
Organization; and the second is a Government Affairs Institute in 
the field of SERRE and management within the Plan itself. 

Mr. Harpy. I didn’t ask the question properly. What is the value 
of the Plan Organization assets which can be attributed directly or 
indirectly to our contribution ¢ 

Mr. Grecory. The amount given for the earlier industrial projects 
amounts to approximately $8 million. 

Mr. Harpy. That would be the present value of the assets owned 
by the Plan Organization which can be attributed directly or indi- 
rectly to our contribution from its inception 

Mr. Gregory. I believe that is correct. There might have been a 
few earlier projects. 1 would have to check that. 

Mr. Harpy. Over a period of time there have been various and 
sundry matters to which we have been a party and have made con- 
tributions to the Plan Organization. 

Mr. Greeory. That is correct. 

Mr. Harpy. How much has the Russian Government contributed, 
either directly or indirectly, to the Plan Organization ? 

Mr. Greaory. There is a present contract of some kind under dis- 
cussion on the silos in south Iran. 

Mr. Tayxtor. To answer your question directly, none. 

Mr. Harpy. The thing that prtenpees my question, it was my under- 
standing there was a contract by which the Plan Organization is pro- 
curing certain items from the Russians. 
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Mr. Taytor. There is no contract yet, but there will be one, because 
the decision has been made to give them the contract for silos. 

Mr. Harpy. Will funds we have contributed to the Plan Organiza- 
tion, directly or indirectly, go to pay the Russians for what they 
supply ? 

Mr. Grecory. I don’t think so. 

Mr. Harpy. Will the Russians make contributions to the Plan Or- 
ganization through this device ¢ 

Mr. Greoory. I don’t think so, 

Mr. Harpy. I wonder if we will find ourselves in a shotgun part- 
nership with the Russian Communists ¢ 

Mr. Grecory. We have not thus far, and if we do it will produce 
a serious problem. 

Mr. Harpy. If the Plan Organization is contracting with the Rus- 
sians to buy silos from them, and the silos are being paid for out of 
Plan Organization funds to which the Russians are making no con- 
tribution, it will be pretty hard to determine that we have had no 
part in the payment of those items, because we have contributed to 
the Plan Organization. 

Mr. Greeory. Those funds are still under our control. The ques- 
tion of economic assistance by the Russians is something that will 
probably become aggravated in the future, and if and when it arises 
the United States Government will have to make a basic decision on 
all such matters. 

Mr. Harpy. If we find ourselves in the position of being in a pro- 
gram in which we are associated with the Russian Communists, I 
will be worried about it. 

Mr. Grecory. So will I. 

Mr. Knox. On that point, yesterday I questioned the Ambassador 
about the stepped-up activities of the Russians so far as Iran is con- 
cerned. You have just spoken of one of those activities. 

The Ambassador or someone in your mission yesterday stated 
something about border river activities. What border river activi- 
ties are the Russians participating in? 

Mr. Grecory. When the Shah went to Moscow a year ago last 
June he was pressed by the Russians to accept economic aid from 
Russia. There are two rivers on the Azerbaijan border, the Atrak 
and the Aras Rivers. The development of those rivers can take 
place only with the joint cooperation of both countries. The Shah 
agreed at that time that a joint project would be created with the 
joint concurrence of both countries. 

Mr. Knox. A power project, or what? 

Mr. Taytor. An irrigation project. 

Mr. Knox. There are no power projects being developed on those 
rivers ? 

Mr. Greoory. I do not think so. Chief of Health, Dr. McDonald, 
complains that the Soviets have lately organized a Soviet-Iran Medi- 
cal Association. The Soviet-Iran society is certainly very much 
more active than it used to be in the past. 

I would say the Russians are aggressively active at this time and 
it is having some effect. 

Mr. Knox. Yesterday there was also mentioned increased con- 
ducted tours. What are those? 
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Mr. Grecory. Probably conducted tours in Russia. They take 
agronomists, health people, and others to Moscow. 

Mr. Knox. The tours are not being conducted in Iran? 

Mr. Greeory. No. 

Mr. Knox. And it was stated yesterday they had a better contact 
now with the press. 

Mr. Meaper. In your opinion should our aid program continue to 
taper off because of the increase in the Government’s own income 
from oil? 

Mr. Grecory. I would like to preface my remarks by saying those 
are my own personal views. 

First, I believe our technical assistance at the present level should 
continue for sometime to come. ‘That is to help Lran to wisely handle 
its own resources. 

Secondly, I believe that since Iran is a credit-worthy nation, we 
should permit Iran to apply to the Development Loan Fund on a 
hard-loan basis to develop its resources. Iran is a credit-worthy 
nation at this time. 

These two matters come within my province. 

Mr. Reppan. I would like to jump over to page 33 on this Fars 
Cement Plant. You state: 

It currently is operating at full capacity. Daily production has averaged 200 
tons since August 1957. 

How many days a week does the plant operate ? 

Mr. Bennine. Except for close-downs for major repairs it runs 
continuously. 

Mr. Reppan. So it has been producing 200 tons a day since August? 

Mr. Bennie. Yes. 

Mr. Reppan. How much does your local market take of the pro- 
duction ? 

Mr. Bennine. Right now a cement block company has started in 
Teheran and has contracted for the complete output of the Teheran 
Cement Co., which produces approximate aly 200 tonsa day. That has 
led to a black market condition in raising prices. Newspaper articles 
have stated that the Plan Organization has made an arrangement to 
transport by a private company 7,000 tons of cement to Teheran. 

Under ordinary conditions at present the cement producing ca- 
pacity here should be just about balancing the requirements. How- 
ever, the latest statistics show there is still some importation of cement 
into Teheran. 

Mr. Reppan. Is the Fars Cement Plant selling all the cement they 
are producing ? 

Mr. Benntna. As far as we know. You know cement is a bulky 
item, and after 1 or 2 weeks’ production the silos would be full so 
that production would have to cease. 

Mr. Reppan. You say to the best of your information ? 

Mr. Bennrnc. Yes. Otherwise they would have to stop produc- 
tion because the silos would fill u 

Mr. Gregory. If you would like a complete assessment of the mar- 
ket situation by George Fry Associates, we can get that for you. 

Mr. Reppan. Have they already made that survey ? 

Mr. Grecory. Yes. I could get Mr. Conger to come tell you about 
that, but it would take 20 minutes to get him here. Or I can file his 
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report. A market survey has been made. This would not be a new 


ort. 

Could I add one thing? I have heard many conflicting stories on 
their production. I have asked George Fry to file a full report. 

Mr. Reppan. Do you know if the plant is showing a profit on the 
basis of present production ¢ 

Mr. Benninea. Yes; it is showing a profit. 

Mr. Reppan. The reason I raise that question is because on page 36 
you say: 

Lack of transportation for distribution of the plant’s production is corsideted 
the mujor obstacle to the plant’s econumic operation until the local market has 
been developed. 

Mr. Benntnea. That is correct. That is why I have said that the 

lan organization had to get Army convoys to bring the cement here. 
The loan has been paid. 

Mr. Harpy. You say the loan has been paid. What loan? 

Mr. Grecory. This was the $8 million loan that we handled through 
this Joint Fund for Industrial Development. The agreement was 
they could repay at the official rate of exchange at any time. They 
came in and repaid the joint fund 41 million rials, I believe, and 
that is on deposit to go to this industrial bank if we create it. 

Mr. Harpy. Where did they get the 41 million rials, not out of their 
operations ¢ 

Mr. Grecory. Out of their capital. This is one of the few organi- 
zations that is privately owned. 

Mr. Bennina. It is a 50-50 split. The profit on cement is high in 
Iran. -The black-market plice is 4,000 rials. The production cost is 
about 1,600 rials, and the sale price is 1,800 rials. So they have 200 
rials profit. The Iranians all feel that cement today is a worthwhile 
commodity. 

Mr. Mrapver. You say it is a 50-50 split. Is it owned 50 percent 
by the plan organization and 50 percent by private investors? 

Mr. Greoory. Initially the plan organization loaned large sums of 
money. The plan organization then advanced more money, but as a 
condition took one-half ownership in the plant. At that time, as I 
remember, the investment was approximately $1 million by the private 
investors and $1 million by the plan organization, but I nell in off 
on my figures. This was 5 years ago. Then they still had to have 
financing with which to complete the plan, and the point 4 project 
was started to complete the plant. That, however, was conditioned on 
the private investors putting up the rest of the eapital. That took 
several months, but it was finally accomplished. Then the plant got 
into operation. I don’t know where they got the capital to repay 
the loan, but they did repay the loan, so that we are substantially out 
of the project except for the financial management, and that the 
George Fry Co. does. 

Mr. Meaper. What is the total amount of loan outstanding that, 
when repaid, will go in the fund? 

Mr. Grecory. There has been slightly in excess of $1 million in 
dollars and rials repaid to the joint fund out of a total loan fund of 
$7.5 million. 
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Mr. Meaper. So that you have about $6.5 million outstanding? 

Mr. Grecory. Yes. 

Mr. Harpy. Mr. Gregory, I think there are a few questions we 
have not yet touched on that we can put in writing and send to you for 
written responses, and if we might do that I think we might adjourn. 

Before we do that I want to express appreciation to you and your 
associates for your helpfulness. I haven’t had an opportunity to read 
= the material you have submitted, but I will try to absorb it before 

ong. 

Mr. Mraper. May I ask just one question ? 

You are familiar with the committee’s inquiry on the Iran aid pro- 
gram and the report filed by the Committee on January 28 of this 
year, in which certain deficiencies in the administration of the program 
in Tehran are noted. 

1 would like to ask you the general question whether in your opinion 
such deficiencies as did exist have been corrected; and then if you 
could briefly state just what corrective action you have taken. 

Mr. Gregory. I might say that substantially all of the deficiencies 
have been corrected, with a very few exceptions. We must still con- 
tinue the end use check of agricultural machinery in order to ascertain 
the amount of agricultural machinery that must be disposed of either 
as surplus commodities or for a refund. 

We think we have adequate, complete administraive procedures 
within this Mission. I can say that my staff has spent untold hours 
of work in the ascertainment of the location of property and the recon- 
ciling of accounts. Last March I asked my supply office how many 
hours they had spent on it, and their records showed 3,500 hours. 

The question is, to what extent shall we stop our current going pro- 
grams in order to tidy up old programs. We have adopted the attitude 
that all current programs should go on at normal speed, and we would 
keep dislocations of current programs to a minimum, but would make 
improvements to the largest extent possible. 

Mr. Meaper. I think one area that was of great concern to the com- 
mittee was controls. I don’t think the committee expected too much 
to be done about the mistakes of the past, but we did expect that con- 
trols on present and future activities would be improved. Can you 
assure the committee that they have been improved ? 

Mr. Grocory. I can assure you that all the control procedures have 
been established. There have been so many innovations that I cannot 
speak of them all, but our Controller can list the major control pro- 
cedures that have been put into effect. 

Mr. Gray. I amspeaking of the field of financial management, which 
is my area. 

One of the things we have done here is that we have got the arrival 
of commodities in Iran under complete control. We report every 
arrival, whether it is project commodities or nonproject commodities. 
In the field of nonproject, which is the private import program 
largely, there had been relatively little work done in that area prior 
to my arrival here. We have now concentrated very largely in that 
area. Of 7,500 shipments since July 1, 1954, we have end use checked 
shipments to the value of over $40 million. In checking those com- 
modities we have discovered 81 unsatisfactory conditions on com- 
modities valued slightly over $70,000. In those cases we have taken 
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steps to either have corrective action taken by the importer or to get 
refunds from the government. I think of the $70,000 we have had 
refunded over $15,000 to date. 

Mr. Grecory. I would like to state also that the special activities 
procedures that I testified to in June 1956 are working well. There 
are no abuses that we know of. If any exceptions are found they are 
corrected at once. 

And on the use of counterpart in support of TC programs, both the 
Iranian contribution and counterpart contribution are strictly con- 
trolled and audited. 

The funds for the military construction program are of course 
controlled by the Gulf Engineers. 

I do not want to bore the committee, but I will be glad to file a 
report on this if you want me to. 

r. Harpy. I think we will have to adjourn. 

Mr. Meaper. I would like to have him file such a report. 

Mr. Harpy. I think it would be helpful if you would cover these 
points in some detail in a written paper of some kind, and one of the 
things that I think we ought to cover particularly is this matter of 
host country contributions. Is that pretty fully covered ? 

Mr. Gray. For the 3 years it is pretty fully covered in this report. 

(The information requested was submitted and appears on p. 1276 
in appendix VII-B.) 

Mr. Harpy. Again let me express appreciation for your coopera- 
tion and hospitality. 

(Thereupon, at 6:10 p. m., the hearing was adjourned.) 
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(Part II—Field Survey of Construction Projects and Other 
Foreign Aid Operations) 


FRIDAY, NOVEMBER 29, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Athens, Greece. 

The subcommittee met at 11:30 a. m. in the Joint United States 
Military Aid Group, Greece Conference Room at the Embassy, Hon. 
Porter Hardy, Jr. (subcommittee chairman) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, and Charles B. Brownson. 

Subcommittee Staff present: John T. M. Reddan, Chief Counsel; 
and Walton Woods, investigator. 

Escort officers present: Rear Adm. E. C. Stephan, United States 
Navy; Comdr. Ralph E. Elliott, Jr., United States Navy; and C. 
Hoyt Price, Department of State. 

American Embassy officials present: Clarence Birgfeld, counselor 
for economic affairs; and Joseph J. Wagner, counselor for political 
affairs. 

United States Operations Missions officials present: Frank C. Gris- 
mer, director; Clinton Doggett, second deputy; and Joseph Liccardo, 
assistant controller. 

United States military officials present : Maj. Gen. William N. Gill- 
more, chief, Joint United States Military Aid Group, Greece; Col. 
P. D. Clainos, chief of staff, Joint United States Military Aid Group, 
Greece; Brig. Gen. Richard H. Harrison, United States Army Group, 
Joint United States Military Aid Group, Greece; Col. Martin F 
Peterson, United States Air Force Group, Joint United States Mili- 
tary Aid Group, Greece; and Col. Gordon Cook, United States Army 
Group, Joint United States Military Aid Group, Greece. 

(Prior to arrival in Athens, the subcommittee submitted a question- 
naire to the Mission. The questions and responses appear on p. 1283 
as appendix VIII.) 

(A political briefing was presented, off the record, by Joseph J. 
Wagner, Counselor of Embassy for Political Affairs.) 

Mr. Harpy. On the record. Thank you, Mr. Wagner. 

Mr. Brroretp. Suppose we have Mr. Grismer, Director of USOM, 
give a few minutes’ briefing at this time, 

Mr. Harpy. That will be fine. 
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STATEMENT OF CLARENCE BIRGFELD, COUNSELOR FOR ECONOMIC 
AFFAIRS, AMERICAN EMBASSY, ATHENS, GREECE; ACCOMPANIED 
BY FRANK C. GRISMER, DIRECTOR; AND JOSEPH LICCARDO, 
ASSISTANT CONTROLLER, UNITED STATES OPERATIONS MISSION; 
MAJ. GEN. WILLIAM N. GILLMORE, CHIEF; COL. GORDON COOK, 
UNITED STATES ARMY; AND COL. MARTIN F. PETERSON, UNITED 
STATES AIR FORCE, JOINT UNITED STATES MILITARY AID 
GROUP, GREECE 

ECONOMIC BRIEFING 


(Portions of the economic briefing were classified by the Depart- 
ment of State and have been deleted from the record.) 

Mr. Grismer. This chart describes the program of United States 
economic assistance to Greece in fiscal year 1957. The two columns 
on the left-hand side relate to the dollar aspect of the program with 
figures in millions of dollars, and the two columns at the right relate 
to the corresponding local currency program in millions of drachmas. 
The exchange rate is 30 to 1. 

The fundamental concept of this aid is that dollar commodities are 
provided by the United States for sale to individuals and institutions 
in Greece for drachmas which in turn are utilized for loans to the 
Greek Government, grants to the Greek Government, and for United 
States administrative expenses in Greece. 

The dollar program was implemented during the United States fis- 
cal year 1957, that is, July 1, 1956—J une 30, 1957, and the corresponding 
local currency program is being carried out with a time lag of 6 months 
during the Greek fiscal year, which corresponds with the calendar year. 
This lag gives time for decisions as to aid levels, procurement and ship- 
ment of commodities, sales of commodities in Greece, deposits of sales 
proceeds in the Bank of Greece, programing of sales proceeds, and 
eventual release for Greek or United States use in Greece. 

One of the most important features of United States economic assis- 
tance to Greece in fiscal year 1957 is that it has been provided entirely 
in the form of surplus agricultural commodities. The first column 
shows total Greek procurement of United States surplus agricultural 
commodities in fiscal year 1957 in the amount of $68.8 million. The 
second column shows that $62.8 miilion of this total was covered by 
various programs of United States aid. The difference of $6 million 
between these two figures represents Greek expenditures of its own 
free dollars, mainly for ocean freight on Public Law 480 commodities. 

As shown in column 2, there are 3 programs under which surplus ag- 
ricultural commodities have been provided to Greece during fiscal year 
1957: Defense Support of $25 million; Public Law 480, title I, $25.8 
million ; and Public Law 480, title ITI, $12 million. 

The first two of these programs involve the sale of commodities in 
Greece, and consequently they generate drachmas. The Public Law 
480, title III, however, does not generate drachmas, as it represents 
the direct distribution by the voluntary agencies of agricultural com- 
modities for various charitable purposes, such as the school lunch 
program. 
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The third column, which is stated in millions of drachmas, shows 
the form that these programs take when translated into drachmas b 
commodity sales. ‘The defense support program amounts to 750 mil- 
lion drachmas, of which 300 million is a loan and 450 million is a grant. 

Public Law 480, title I, sales program proceeds are divided between 
United States use and a loan to the Greek Government at a 30-70 ratio 
with 244 million drachmas, equivalent to $7.8 million, reserved for 
United States use and 540 million drachmas, equivalent to $18 million, 
loaned to the Greek Government. 

Other availabilities for release to the Government of Greece during 
1957 are obtained from the carryover from last year’s programs. The 
total release program for 1957 amounts to 1,600 million drachmas. 

The fourth column shows the programed utilization of 1,600 mil- 
lion drachmas to the availabilities. There is a main division between 
budget support of 1,200 million drachmas and extrabudgetary projects 
of 400 million drachmas. 

The program of drachma releases for defense budget support has 
been set at 550 million drachmas for fiscal year 1957. 

The item of 39 million drachmas for Volos in the regular budget 
represents the conclusion of a total program of 225 million drachmas 
in Public Law 480 grants for reconstruction of Volos for earthquake 
damage. 

The other budget support is for investment projects totaling 611 
million drachmas. Examples are roads and bridges, small community 
works, housing and electric power production and distribution. 

Examples of extrabudgetary projects, which are agreed upon by 
the USOM and the Government of Greece, are the Athens Wholesale 
Fruit and Vegetable Market; the Katerini cutoff road, which will 
save much time and distance between Athens and Salonika, and funds 
made available to the economic development financing organization for 
loans in accordance with the private investment clause of the Public 
Law 480 loan agreement. 

Actually, that is a graphic condensation of the picture of our last 
year’s program. This year’s program has not been finalized. What 
the program will be for this year we have no idea. We believe it will 
be $15 million. The Greeks would like to have all this aid in global 
PA’s. The Greeks have had a huge crop of wheat, which will cut 
their purchases under Public Law 480, drastically. 

Mr. Harpy. Have you made a recommendation as to the specific 
paxpenee for which that $15 million would be available, what cate- 
gories ? 

Mr. Grismer. Actually it is put in the Greek military budget. Cate- 
gorically they come up with a list they can purchase with these funds— 
cloth, foodstuffs, and so forth. Their list far exceeds our aid, so that 
they can say, “We bought so many uniforms and this and that.” They 
don’t say, “We want 1 million for this, 2 million for that,” but they say, 
“We need 40 million for this,” and it goes to consumables and so on. 

Mr. Harpy. So that we can understand what we are talking about, 
the $15 million is in a local currency generating proposition; isn’t it? 

Mr. Grismer. It would be under Public Law 665. 
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Mr. Harpy. So it is not a matter of direct support of the military 
through offshore procurement ? 

Mr. Grismer. No, sir; no offshore procurement. 

Mr. Harpy. This is an import procurement to generate drachmas for 
ase as defense support ? 

Mr. Grismer. That is right. 

Mr. Harpy. What purposes are to be filled by those $15 million 
worth of drachmas? 

Mr. Grismer. ‘Their total defense support budget is $136 million. 
They can’t afford to carry the military organization they have. 

Mr. Harpy. Who determined the amount ¢ 

Mr. Grismer. Washington, after receiving the country team’s rec- 
ommendations which are not necessarily binding. 

Mr. Harpy. You are just anticipating me. I was going to ask the 
general. We found in some areas defense support included construc- 
tion of roads. It was a misnomer. 

Mr. Grismer. We have nothing like that. 

Mr. Harpy. This $15 million is in addition to whatever will be 
generated under Public Law 480? 

Mr. Grismer. Yes, sir. 

Mr. Harpy. Do you have any program developed on that for fiscal 
year 1958? 

Mr. Grismer. As I say, we recommend global PA’s for $15 million. 

Mr. Harpy. What do you mean by global PA’s? 

Mr. Grismer. For instance if Greece needs lumber, which they do, 
and they purchase it from Finland or Norway and we have local 
currency in Finland or Norway, we purchase it for the Greek Govern- 
ment with that local currency and they in turn pay us in drachmas. 
It saves their foreign exchange. 

Mr. Harpy. So actually they don’t buy anything from the American 
economy ? 

Mr. Grismer. Yes. That is why we call it global. They can buy 
it in the U. S. A. or Timbuktu. 

Mr. Brooks. Mr. Grismer, do I understand the military originate 
the request for defense support items? 

Mr. Grismer. This is an overall program from the standpoint of 
the general economy of the country. If they are carrying a military 
budget that is out of balance with the economy of the country, we are 
interested. 

Mr. Brooxs. My question isa simple one. Are all the defense sup- 
port items requested by the country team originated by the military? 
1 think that can have a yes or no answer. 

Mr. Grismer. No. 

Mr. Brooks. I am talking about items listed under defense support. 

Mr. Harpy. I don’t think that would apply in this situation here, 
because actually what you have is a budget loan. This is different 
from the project stuff we had in other places. The only point in- 
volved here would be the extent to which the military participated in 
determining what the level of the request would be. 

Mr. Brooks. Do they originate the request, the military ? 

Mr. Grismer. No, not for the military support. 

Mr. Brrerevp. I just wanted to add a word on our procedures here. 

We have had in Greece for about three years a group which we 
have called a country team working group, of which I have been 
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chairman. This group meets periodically. Members of it are below 
the top level of the country team. For example, there is Commander 
Clark, Mr. Doggett, and others. We discuss every aspect of the 
economic and military situation in Greece. We discuss their rela- 
tionships with defense support. We discuss the need for consuma- 
bles and their relationship to defense support. This group meets at 
least two or three times a month, and comes up with draft dispatches. 
draft telegrams, and I feel they have represented every interest and 
every desire of each member, at least a position which was tenable 
and reasonable when all the objectives are considered. 

That is the actual operating procedure that is used. 

Mr. Harpy. I can appreciate your teamwork, and of course you 
have to have teamwork and I am sure you do have it, but from what 
we have been able to determine, generally the question of determining 
the level of defense support is left by the military to the people in 
the mission and in the Embassy. 

Mr. Bircrexp. That is not the case here. 

Mr. Harpy. General, do you want to comment on that? 

General Grttmore. We have created an Army, Navy and Air Force 
which came about when we had seven-eights of Greece under the 
Communist threat. These three forces are more than the Greeks 
can support. 

Mr. Harpy. But what do you have to do with determining the 
level of support to assist Greece? 

General Saad We have a base from the Department of De- 
fense, how many in the Army, Navy and Air Force to man the num- 
ber of divisions, airplanes and ships, and how much of a training 
establishment. 

Mr. Harpy. What do you know about the ability of the Greek 
Government to pay their people? Isn’t that actually an economic 
and political situation, and as a military man I will bet you don’t 
have much to do with it. 

General GrttMore. We have to go by their evaluation. 

Mr. Harpy. As a matter of fact, when you get down to this matter 
of budget aid it is pretty much a political question, isn’t it? 

General Grtumore. Yes, sir. 

Mr. Harpy. It would surprise me very much if you or anyone on 
your staff had anything to do with it. You pass on it as a routine 
perfunctory matter. 

General Gitimore. It is not a routine perfunctory matter. We 
determine whether they have these people and whether they are 
being trained 

Mr. Harpy. But do you make an analysis of their budget and bud- 
get capabilities?’ That is what we are talking about. 

General Gittmorr. We make no determination of that. We do de- 
termine what are their needs. 

Mr. Harpy. This whole question was a determination of the amount 
that is going to be needed from the American taxpayers to help sup- 
port the Greek Government to pay their military. As a matter of 
fact, there is no way of knowing if they use it to pay their military. 

General Gittmore. We know it takes so much to support the muili- 
tary, and we know whether or not they can afford it and how much 
assistance they need to keep up to NATO requirements. And we 
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have fallen short of military assistance for them to keep up their 
military establishments. 

Mr. Harpy. Percentagewise have we fallen short ? 

General Gittmore. Percentagewise and moneywise. But they have 
done a very good job in the military. Their soldiers get about $1.50 
2 month, something like that. If they were paid anything like our 
soldiers they could not afford it. 

Mr. Harpy. Could we return to the question of Public Law 480. 
We have $15 million set up for ICA funds for budget support. Pub- 
lic aE 480 is pretty largely used to accomplish the same purpose, 
isn't it ¢ 

Mr. Grismer. Well, Public Law 480 is not budgetary support, if 
that is what you mean. 

Mr. Harpy. What is it ? 

Mr. Brirerevp. The difference between defense support and Public 
Law 480 is that the defense support is actually earmarked and goes 
in the Greek budget to offset requirements for the military, whereas 
the sales proceeds under Public Law 480 go to the investment budget. 

Mr. Harpy. Entirely ? 

Mr. Brrerevp. Yes. 

Mr. Harpy. Is that predetermined ? 

Mr. Birerexp. It is predetermined in that the instructions which we 
have always received and agreed to have only specified those subpara- 
graphs for Greek use which are called investment budget items. 

Mr. Harpy. Are they items that the Greek Government would other- 
wise have to pay for out of their national budget ? 

Mr. Birerexp. Yes, sir. 

Mr. Harpy. So it is budget support of one kind or another, isn’t it? 

Mr. Brreretp. You are very right, and in the final analysis we are 
only giving them a small percentage of their total budget. 

Mr. Harpy. I hopeso. 

Mr. Birerexp. If it is offsetting items you can say it is for the same 
purpose. 

Mr. Harpy. Your Public Law 480 funds are going in as a grant or a 
loan ? 

Mr. Brrerexp. A Joan. 

Mr. Harpy. All of them ? 

Mr. Birerexp. Yes. 

Mr. Harpy. You have no grants under Public Law 480? 

Mr. Brrerevp. Under title ITT. 

Mr. Harpy. What is that? 

Mr. Bireretp. CARE packages and so forth. 

Mr. Harpy. Public Law 480 permits grant programs, does it not? 

Mr. Brircreip. The only Public Law 480 grant in Greece was $7.5 
million on account of the earthquake. 

Mr. Harpy. So your Public Law 480 funds are used for loans to 
the Greek Government ? 

Mr. Brreretp. Seventy percent. Thirty percent is for our use. 

Mr. Harpy. You are reserving 30 percent for United States Gov- 
ernment use and the other 70 percent is loaned at what rate? 

Mr. Brrererp. Four percent if repaid in drachmas and 3 percent if 
repaid in dollars. 

r. Harpy. And they are long-term loans ? 
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Mr. Brrereip. Forty years. 

Mr. Harpy. Do you have any shorter term ones than that ? 

Mr. Brrerexp. In our first agreements we negotiated on the basis 
of 30 years. 

Mr. Harpy. You are getting some ICA funds for defense support 
that are also loans ¢ 

Mr. Bireretp. We have some coming up. Wedon’t really know. 

Mr. Harpy. Let us take a look at the part you have been using for 
loans. Their essential characterizations are the same as Public Law 
480 loans ¢ 

Mr. Brirerew. Essentially, yes. 

Mr. Harpy. And they are 40-year loans too? 

Mr. Brirerexp. I think so, yes. 

Mr. Harpy. And the interest rates are the same? 

Mr. Brrerexp. I think they are the same, yes. 

Mr. Harpy. Is there any indication or any likelihood that they will 
not be repaid, and if repaid whether it will be in dollars or drachmas? 

Mr. Brireretp. There is no reason to question at the moment the 
fact they will be repaid. It is possible that they will be repaid in 
drachmas and not dolce. 

Mr. Harpy. Has any determination been made as to what will be 
done with the repayments when made? 

Mr. Brrereip. No. The first repayments are in 1959 and they will 
be very small. 

Mr. Harpy. Do you have any loans under the ICA program that 
will mature very soon ? 

Mr. Bircretp. January 1959 is the earliest payment date. 

Mr. Harpy. And what kind of a loan was that ? 

Mr. Brreretp. I believe that is either the first Public Law 480 or 
the first ICA loan. 

Mr. Doecetr. I think it is ICA. 

Mr. Harpy. No determination has been made as to what will be done 
with those funds when repaid ? 

Mr. Birerevp. I think thought is being given to that in Washing- 
ton. 

Mr. Harpy. Are there any loan funds, Mr. Grismer, under your 
ICA projects that are about to be repaid? 

Mr. Grismer. No. 

Mr. Harpy. Do you have some project loans that fall in that cat- 
egory too? 

Mr. Grismer. No. We have given to the Greeks in the past in coun- 
terpart about $80 million to set up a loan organization for the eco- 
nomic development loan. It is a revolving fund. Those are loans 
to industry, not to the Government, and they are governed by a board 
of governors on which we have a representative and 1 vote ont of 7. 
Those are screeened very carefully and are the only things we have in 
the industrial loan. 

Mr. Harpy. In the farfetched eventuality that that loan might be 
liquidated, to whom would it be repaid ? 

Mr. Grismer. I believe to the Greek Government. 

Mr. Harpy. Any questions? 

Mr. Reppan. On page 4 of the answers you have given us you list 
some items where there is delayed utilization and on which no re- 
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funds have been requested. How long was the utilization delayed 
and why were no refunds requested? They total $586,000. 

Mr. Grismer. A great deal of these things came under the crash 
program. 

r. Reppan. Suppose you explain the equipment for hotel item of 
$370,000. 
_Mr. Grismer. What actually happened, this was delayed utiliza- 
tion that eventually was utilized and no refunds were requested. 

To give you an example, some 5 years ago we built a TB sana- 
torium in Crete and it was 3 years before they put it to use. The 
walls were cracking and it was going to pieces. We discovered this 
and asked for a refund. Instead of giving us a refund they put it to 
use. Eventual utilization was confirmed in that case. 

Mr. Harpy. Maybe I don’t understand that table at all. 

Mr. Grismer. My Controller can explain that. 

Mr. Liccarpo. If we go on an end use check and find an item not 
being utilized, we ask why. In some cases it may be because they 
Con’t have the working capital, like in the hotel. 

Mr. Harpy. What did you find about the $370,000 hotel equip- 
ment item? 

Mr. Laccarvo. That was because there was no complete building. 

Mr. Harpy. Is it all being utilized now? 

Mr. Liccarpo. Yes. 

8 Harpy. And then you have an item for lift trucks. Where are 
the 

Mr. Liccarpo. They are in the warehouses. That is another case 
of delayed utilization. 

Mr. Harpy. How much of this that you have requested refunds 
on do you have any idea you will get? 

Mr. Liccarpo. We have gotten refunds back where there was no 
utilization. 

Mr. Harpy. How much have you actually collected ? 

Mr. Liccarpo. $397,000. 

Mr. Brownson. What happens to the money refunded ? 

Mr. Liccarpo. That goes Sak in the counterpart funds and belongs 
to the host country. 

Mr. Brooks. They do something else with it? 

Mr. Liccarpo. With the concurrence of the mission. 

Mr. Reppan. Have you been able economically to utilize all the coun- 
terpart generated under the commodity program ? 

Mr. Grismer. Yes. As a matter of fact, with our 30-percent end 
we are running out of money. We have now requested $1 million 
from the old surplus property program to pay our people here. 

Mr. Harpy. Thank you, Mr. Grismer. 

I wonder if we might get a boiled-down picture of the military 
situation now. 

(Portions of the military briefing were classified by the Department 
of Defense and have been deleted from the record.) 

General Gititmore. I have my three service Chiefs here. 

Mr. Harpy. If you could get one of them to consolidate the situa- 
tion it would be very helpful. 

General Gitimore. You made one statement about the ability of 
the Greek soldier to fight which I think is pretty well explained by 
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the way they performed in Korea and in the guerrilla warfare. I 
think they Saiued up as very excellent ground soldiers. They have 
done a very fine job. 

I would like to have the Air Force and Navy men make a quick 
comment. 

Mr. Harpy. I had reference to observations made sometime back 
about the general character of Greek soldiers. I am glad to get your 
observation. 

General Grtmore. Our people are of the opinion they are very 
dedicated and very capable of carrying out their mission. 

Mr. Harpy. Weare about to run out of time. 

General Guumore. The Army is the biggest mission over here. 
The Navy mission is to support the Army and the Air Force. That 
is their main mission. 

Mr. Harpy. That must be hard on them. 

General Grttmore. The Air Force is very effective and within their 
limitations—which are the number of squadrons allowed by JCS— 
they have done better than any other air forces in this area. 

Mr. Harpy. I think the committee would be particularly interested 
in a quick summarization of what we can expect of the Greek military 
in this Middle East situation. 

General Gittmore. I think the United States has a good firm ally 
here in the Greek armed forces. They will go along with us on any 
NATO commitments 100 percent. 

Mr. Harpy. Do you think they have an establishment here that we 
can depend on in the event of hostilities ¢ 

General Gittmore. Yes, sir. They would fight to the last man. 

Mr. Harpy. Any questions? 

I have one question on your budget. The last item on the budget 
sheet submitted to Congress calls for $——— and it has a heading 
of “Other.” 1 wonder if somebody can tell us what that is? 

Commander CrarKx. That determination was made by the Depart- 
ment of Defense in Washington. 

Mr. Harpy. Can you tell us what that is? 

Colonel Coox. They take our overall presentation of what is re- 
quired for the Greek armed forces, and after it goes through the De- 
partment of Defense, the Bureau of the Budget, and so forth, only 
major items are listed individually and the remaining items are 
epee as “Other” because there are so many items involved it would 

difficult to defend them separately. 

Mr. Harpy. This is the first time I have found this item of “Other” 
in this size. In every other country we have been in there was an item 
of construction and consumables and then an item of “Other.” I 
can understand what the consumables are. ‘They are what we used 
to call call direct-forces support. But when we get here we find 
$—— out of a total of $——— for “Other.” Take a look at it, 
Colonel. 

General Grtumore. It leaves us listed item by item. 

Colonel Coox. There are hundreds and hundreds of items in our 
programing, and I notice on this page there are only 30 major items 
listed. That leaves hundreds that are grouped in this category. 

Mr. Harpy. Look at the next sheet. 











1148 FOREIGN-AID CONSTRUCTION PROJECTS 


Colonel Coox. There are some 800 or 900 items involved in our 
presentation to the Department of Defense. Only five of those are 
listed in this presentation to Congress, so there are hundreds of others 
we have defended item by item that have been grouped in this category. 

General Gitumore. We can show you what we have submitted our- 
selves. 

Mr. Harpy. How much construction do you have in your 1958 
request ? 

General Grttmore. I don’t know of any. 

Mr. Harpy. Aren’t you building any barracks or anything of that 
kind ? 

General Gittmore. No, sir. 

Mr. Harpy. No construction at all? 

General Gittmore. No, sir. 

Mr. Harpy. Aren’t you doing anything to augment the NATO 
construction ? 

General Gittmore. That comes under the infrastructure method, 
and we have nothing to do with that. 

Mr. Harpy. The infrastructure does not put you on an operational 
base. Let me ask the Air Force people. Gan you take a base built 
to NATO infrastructure specifications and operate from it? 

Colonel Pererson. You ask can I operate from it? 

Mr. Harpy. When you take over a base built to NATO infrastruc- 
ture specifications, is it operational ? 

Colonel Prererson. I think I will have to answer “No.” 

Mr. Harpy. What do you do to build it up to operational require- 
ments ? 

Colonel Pererson. The United States doesn’t do that. 

Mr. Harpy. Haven’t we contributed to any of those under con- 
struction and consumables category or the direct forces support ? 

General Gittmore. No. 

Mr. Harpy. You are not operating like the others, then. 

Mr. Brownson. Certainly there is some way of breaking that down 
rather than lumping everything from paper clips to chewing gum. 
You can see what a blind flying thing that is. 

General Gitutmore. They are trying to help you out. 

Mr. Brownson. They are trying to help us by not telling us what it 
is for. 

Mr. Harpy. That covers what I had in mind. 

I do want to express appreciation to all of you for being here and 
discussing some of these things with us. It has been very helpful. 
I wish we had more time, but because of the time situation we will 
have to give up and try to get the Pentagon to answer these questions. 

Mr. Brirerep. I think it is only fair to say that this stack of papers 
which you see there was a project in which all of the agencies of the 
American Mission were engaged, but there are tables here which cross- 
check into the economic table. I can’t go along with the statement 
that the decision on defense support was made entirely on economic 
grounds. 

Mr. Harpy. All that stack of papers represents to me is a lot of 
pencil pushing, and I wonder if that is further evidence of red tape 
and making it impossible for us to find out what the categories ‘are 
because, as Mr. Brownson says, certainly there are bound to be pro- 
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gramed items in there that could be characterized so that we would 
know what they are instead of having a lump sum of $—— million 
without any indication of what they were. 

Frankly, if I had picked that one up at the time the Mutual Security 
Act was under consideration, or the appropriation was under con- 
sideration, I would have made a speech on it. 

Mr. Brownson. Your chances of picking it up are not very good 
because the whole thing is secret. 

Mr. Harpy. That is right. You can’t talk about it on the floor. 

General, did you ever see this thing we have to go by? 

General Gittmore. No, sir. 

Mr. Harpy. I think you should look at it. It might be enlightening. 

Thank you very much, gentlemen. 

(Thereupon, at 1:05 p. m., the briefings were concluded.) 
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Foreign Aid Operations) 


SATURDAY, NOVEMBER 30, 1957 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Madrid, Spain. 

The subcommittee met at 4: 15 p. m. at the Castellana Hilton Hotel, 
for a military briefing, Hon. Porter Hardy, Jr. (subcommittee chair- 
man) presiding. 

Members present: Representatives Porter Hardy, Jr., Henry S. 
Reuss, Jack Brooks, Charles B. Brownson, George Meader, and Vic- 
tor A. Knox. 

Subcommittee staff present: John T. M. Reddan, chief counsel; 
Walton Woods, investigator; and Phyllis M. Seymour, clerk. 

Escort officers present: Comdr. Ralph E. Elliott, Jr., USN; Lt. 
Comdr. William C. E. Pfischner, USN; and C. Hoyt Price, Depart- 
ment of State. 

United States military officials present : Maj. Gen. August W. Kiss- 
ner, USAF, Chief of Joint United States Military Group and Chief 
of Military Assistance Advisory Group; Maj. Gen. Stanley J. Dono- 
van, USAF, Deputy Chief of JUSMG; Brig. Gen. Chester A. Dahlen, 
USA, Deputy Chief of MAAG; Capt. H. H. Hale, USN, Assistant 
for Naval Affairs, USMNG, and Commander of Naval Activities; 
Capt. Kenneth A. Godwin, USN, Deputy Chief of JUSMG for Con- 
struction and Director of Construction; Col. John H. Chiles, USA, 
MAAG; Lt. Col. R. L. Ramsey, assistant chief, Programs Branch, 
Joint Plans and Projects Section, MAAG; Lt. Col. Harry Wilds, 

lanning and programing officer, JUSMG; Comdr. J. O. Brady, USN, 

rograms Officer, JUSMG; Lt. Col. O. W. Harris, education and 
training staff officer, Constantina, Spain; Maj. Normand H. Traverso, 
USAF, chief, Information Services Division, Office of Information 
Services and Protocol, JUSMG; and Maj. J. S. Nash, USAF, Infor- 
mation Services Staff Officer, JUSMG. 

United States Operations Mission official present: Herbert C. Har- 
ris, controller. 

(Prior to arrival in Madrid, the subcommittee submitted a ques- 
tionnaire to the United States Operations Mission. The questicns 
and responses appear on p. 1289 as appendix IX.) 
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STATEMENT OF MAJ. GEN. STANLEY J. DONOVAN, UNITED STATES 
AIR FORCE, DEPUTY CHIEF OF JOINT UNITED STATES MILITARY 
GROUP; ACCOMPANIED BY BRIG. GEN. CHESTER A. DAHLEN 
UNITED STATES ARMY, DEPUTY CHIEF, MILITARY ASSISTANCE 
ADVISORY GROUP; CAPT. H. H. HALE, UNITED STATES NAVY, AS- 
SISTANT FOR NAVAL AFFAIRS, UNITED STATES MILITARY AID 
GROUP, AND COMMANDER OF NAVAL ACTIVITIES; AND CAPT. 
KENNETH A. GODWIN, UNITED STATES NAVY, DEPUTY CHIEF 
OF JOINT UNITED STATES MILITARY GROUP FOR CONSTRUCTION 
AND DIRECTOR OF CONSTRUCTION 


Mr. Harpy. General, we are ready any time. 

(Portions of the briefing were classified by the Department of De- 
fense and have been deléeted’from'the record.) 

General Donovan. We can start out with the Joint United States 
Military Group portion of the briefing. Following that the Military 
Assistance Advisory Group briefing will be given. 

The Joint United States Military Group mission is the planning 
and construction functions arising from approved United States 
programs in Spain and further negotiations with the Spanish Gov- 
ernment on military matters. For example, the original agreements 
signed with Spain have been augmented with 26 procedural agree- 
ments covering such things as disposal of surplus property. 

The Joint United States Military Group establishes area policy 
for Naval and Air Force personnel that are here, and commands the 
naval activities and future planning for the area. 

In Spain the major construction items are shown on this map. 
Outlined in green are the three naval facilities, one at Cartagena, an- 
other at El Ferrol, and the naval base at Rota. There is a naval air es- 
tablishment and port at Rota. There is an airbase at Torrejon, where 
you landed today; another at Moron, in the vicinity of Sevilla; and 
another at Zaragoza. 

There is a Spanish airbase at Reus with a 10,000-foot runway which 
we will surface and put a certain amount of POL in there. 

There is a 485-mile pipeline starting at Rota and continuing to 
just short of our base at Zaragoza. There are six pump stations along 
the line, and we can pump diesel and jet fuel, gasoline and motor gas. 

Mr. Harpy. Where is your main storage ? 

General Donovan. It is all along the line. I will show that in my 
next chart. 

mae Harpy. Are you going to show the facilities at Rota and Carta- 

na? 

General Donovan. Yes. I have charts of each installation. 

This pipeline is in operation at the moment. We are only running 
one product through it now, but when the other pump stations are 
in we will be able to run all products through the line. 

This gives an idea of the pipeline system here in Spain. At Rota 
we have underground storage. The entire pipeline is underground, 
approximately 1 meter underground. All of our storage facilities 
are 5 feet under concrete and dirt. 
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The first storage area is at Rota. The next one is at a point near 
Moron. There is one just outside the base at Torrojon; and another 
just short of Zaragoza. The present tankage is 2.1 million barrels. 
The second portion of our contract is underway at the moment, and 
that will bring it up to 3.8 million barrels. The line has a pumping 
capacity of 265,000 barrels of fuel. 

Mr. Brownson. How many days’ supply is that under emergency 
conditions ¢ 

General Donovan. Under emergency conditions, I believe about a 
30-day supply, depending on the frequency of operations. We could 
use it in 15 days if the operations were very extensive. 

Mr. Brooxs. Who has the contract for the pipeline ? 

General Donovan. Benson and Montain from Oklahoma and a local 
Spanish firm. When the Spanish companies do not have the capa- 
bility of performing any paritcular job, they join hands with an Amer- 
ican firm in a joint venture, the American firm furnishing the know- 
how and the Spanish firm the labor. 

Mr. Harpy. Does the relative size shown on the chart indicate the 
storage capacity? I was wondering what the storage capacity was 
at Rota compared to Moron and Torrejon. 

General Donovan. I believe they do not have as great a difference 
in capacity as shown there. 

Mr. Harpy. You give pumping capacity but not storage capacity. 

General Donovan. No, sir. Rota is the largest. 

Mr. Harpy. That is contrary to other information we had. 

General Donovan. In addition to the construction items I have 
shown on the previous map we have also seven AC & W sites—air con- 
trol and warning sites. The seven that we are building and equipping 
are Gora Makil, Rosas, Soller, Inoges, Villatobas, Benidorm and Bowe 
stantina. The three shown in red were in our original program, but 
the price was such we could only build seven of them. 

The yellow mark at Torrejon indicates the control, the brain center, 
of the system. That will hook up into the global communication 
system of the Air Force. 

Mr. Knox. This is not an early warning system ? 

General Donovan. No. They pick up the enemy aircraft when they 
come into range and then you divert your aircraft against the enemy 
forces. 

This is the later plan of the station at Rota. The runway is com- 
plete. The ramp is nearing completion. The barracks, mess hall, 
administration buildings and so on, all are under construction. We 
figure it wil be in operation by June of 1958. There is a taxi and tow- 
ing strip that is complete. This breakwater is one-third complete. 
The dredging is under way and will-be completed before the harbor 
facilities are completed. Right here there isa POL pier. That will 
be completed in about another month and a half, I believe. 

This is the Rota fuel storage area. Here is the housing area. At 
the moment we have a flexible sealine that the Seabees put in to 
offload the fuel. We will be able to do it better when the POL pier 
is completed. 

Mr. Brownson. Are there any ship repair facilities there? 
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General Donovan. No, sir. We use Cadiz if we have an emer- 

ency. 

Mr. Harpy. What about supply facilities other than POL? 

Captain Hae. At the present time we can handle fleet squadrons 
and seaplane type squadrons. A year from now the supply for those 
squadrons should be built up. 

Mr. Harpy. Do you expect to supply carriers out of Rota or Port 
Lyautey ? 

Captain Hae. At the present time Port Lyautey is available for 
aircraft only. 

Mr. Brownson. The Navy plan is for additional storage? 

Captain Hate. Yes. 

Mr. Brownson. The reason we are confused, we were briefed by 
the Sixth Fleet and they said everything afloat was obsolete. 

Captain Hate. If they change the mission of the Fleet we expect 
to support them and get them ready to take control. 

Mr. Harpy. Thank you. 

General Donovan. This is the air base at Zaragoza. There are 
two runways. This runway was in existence. We have built the 
ramp indicated in red. There is a commercial facility located in this 
area about three to five miles out. These buildings in blue were 
Spanish buildings. They have given us about half of the buildin 
for the duration of the agreement. We have occupied the half in 
this area (indicating). 

This runway is complete. The taxiway is complete. A ramp is 
complete. We have a nana and a mess hall in commission now. 
The ammunition storage is just about. complete. We have to check 
out the electrical safety input. The on-base fuel storage is complete. 
It will be completely operational in June 1958. We have fuel, per- 
sonnel, navigational aids, and it is being used by the Strategic Air 
Command at the moment. We had 19 aircraft there about ten days 
ago. 

“Mr. Harpy. You haven’t really had much use of this field, have 
you? 
; General Donovan. No, sir. We have used it. 

Mr. Harpy. But you haven’t had any real prolonged use of it? 

General Donovan. No, sir. 

Mr. Harpy. Are all of these Portland cement runways? 

General Donovan. No. 1500 feet are Portland cement and the 
rest are asphalt. Concrete is better for a runway. 

Mr. Harpy. Some of the Army engineers don’t agree with you on 
that. 

General Donovan. The Army engineers may not, but all the oper- 
ational people I know are convinced that concrete is better. 

Mr. Harpy. But you haven’t got the Army engineers convinced. 

General Donovan. I think the Air Force, since these were built, 
has said that all runways and ramps will be in concrete. 

Mr. Harpy. I think they are liable to change that pretty soon. 

General Donovan. Nothing can convince me that asphalt is better 
than concrete, because I have seen asphalt deteriorate right before 
my eyes in a month. 

Mr. Harpy. Well, I will not get in an argument about it now. 

Mr. Brooxs. Who built all this construction work in Spain? 
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General Donovan. It is being done by Spanish subcontractors 
under the supervision of a prime contractor which is a combine of 
American firms consisting of Brown & Root of Houston, Tex.; Walsh 
Construction of Iowa; and Raymond Concrete Pile of New York. 

Mr. Brooks. They built all of it? 

General Donovan. Under subcontract to Spanish firms. 

Mr. Brooxs. The prime contractor is those three firms you men- 
tioned ? 

General Donovan. Yes. They are the prime contractor for both 
the Air Force and the Navy. 

Mr. Harpy. How much have they actually furnished in the con- 
struction of these airfields? 

Captain Gopwrn. They furnish the top personnel and they handle 
all the accounts, all the money, handle all the supervision ; they handle 
the training of the Spanish operators; they handle the import of 
all materials that have to be imported, 93 percent of everything. 

Mr. Brooks. They did all the purchasin 

Captain Gopwiy. All the purchasing th 
in Spain. 

Mr. Harpy. How much of the contract was done by subcontract? 

Captain Gopwin. I would say about 90 percent. 

Mr. Brooks. That is work performed ? 

Captain Gopw1n. Work performed. 

Mr. Harpy. Does the subcontractor provide supervision as well? 

Captain Gopwin. Yes; he provides his own supervision. 

Mr. Harpy. The thing I am worrying about is why we need a com- 
bine of three big companies in a joint venture to supervise a subcon- 
tract. If somebody will explain that to me I will be glad to hear it. 

Captain Gopwin. There are two reasons. First, at the time it 
started, you know what trouble we would have had if we had had to 
employ inspectors, accountants, all down the line, through our civil 
service processes. The other reason, sir, is because you recall what 
happened in North Africa on the bases. 

Mr. Harpy. Isuredo. I was down there. 

Captain Gopwin. I wasn’t here at the time, but this was set up to 
avoid any, shall we say, disturbances such as we had there. 

Mr. Harpy. When we talk about a joint venture, it is usually done 
because one firm does not possess either all of the necessary know-how 
or the necessary financial ability, so they divide it up. Now you get 
into a situation here where actually the joint venturers perform a 
relatively small portion of the total. 

Captain Gopwin. Yes, but a very important part of the total in 
Spain. We would have been unable to operate if we had not had some 
type—if we had a district public works office in operation, we wouldn’t 
have needed it, with a Navy purchasing office to go with it. 

Mr. Harpy. You had a pretty big set-up here, Captain. You had 
an architect-engineer firm that was occupying a whole building. 

Captain Gopwin. That is right. 

Mr. Harpy. And I am having trouble understanding why we needed 
ajoint venture. I can understand you might have had to have a prime 
contractor, but why you had to have a joint venture to supervise a 
subcontractor that performed 90 percent of the work is a little difficult 
to understand. 
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General Donovan. I think I can clear that up with a chart I have 


here. 


Captain Gopwin. It is a lot more than supervision. 

General Donovan. The way the construction operates in Spain is 
depicted on this chart. The Chief of JUSMG is responsible to the 
Department of Defense. 

Mr. Harpy. Who is the Chief of JUSMG ? 

General Donovan. General Kissner. There is an officer in charge 
of construction, who is an agency of BUDOCKS, the Bureau of Yards 
and Docks, in Spain. The prime contractors are Brown, Raymond, 
and Walsh. The architect-engineer was changed from a cost-plus- 
fixed-fee toa lump sum. Now the work is done by Spanish architect- 
engineers. 

Mr. Harpy. What happened to the architect-engineers on this job? 

General Donovan. They closed up. 

Mr. Harpy. They had a big building. 

General Donovan. We had almost a $350 million constru¢tion pro- 
gram. In other areas you have soil surveys and can go to a public 
office and get a lot of information you can use, but here they had to 
get on the actual ground and run all their tests prior to going back 
and designing. 

Mr. Harpy. General, you have to do that anyway. You have to 
run all your site surveys anyhow. You have to run your test borings. 

General Donovan. Yes, but in a lot of areas you have much of that 
information available to you. 

Mr. Harpy. I know the trouble you had getting hold of land at 
Torrejon to put your staff on, and I know the architect-engineers ran 
into trouble trying to work out their master plan because of the 
trouble of land acquisition. I remember that. But didn’t the 
architect-engineers furnish any supervision or any inspection service? 

General Donovan. No, sir. That was done by Brown, Raymond 
& Walsh. 

Mr. Brooxs. They didn’t furnish any supervision like they do in 
the United States ? 

General Donovan. No, sir. 

Captain Gopwtn. We use our own civil service. 

Mr. Brooxs. And you pay your architects for it ? 

Captain Gopwin. Yes. 

Mr. Brooks. You don’t pay them 6 percent ? 

Captain Gopwrin. No, sir. 

Mr. Brooxs. What did you pay them on this, a fixed fee or 6 per- 
cent or what ? 

Captain Gopwrin. I think it was around 3 percent. Brown, Ray- 
mond & Walsh performed a lot more than just supervision of 
construction. 

Mr. Harpy. Isn’t it a little unusual to have the general contractor 
perform the inspection service? _ ' 

Captain Gopwrn. Yes; but he is not inspecting his own work. He 
is inspecting the work of the subcontractor. If you consider Brown, 
Raymond & Walsh as a district public works officer. We didn’t have 
enough men to handle one-tenth of the inspection. . 

Mr. Harpy. It is a little surprising to me that you are using your 
general contractor instead of your architect-engineer for your nspec- 
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tion service. Be honest about it, Captain,:isn’t that a little unusual ? 

Captain Gopwin. Is she writing this down ? 

Mr. Harpy. Yes; the reporter is writing it down. 

Captain Gopwin. Then I am not going to make a statement. 

Mr. Harpy. She is writing that down. 

Mr. Brooks. Off the record. 

(Discussion off the record. ) 

Captain Gopwrn. That is very complicated. It was set up to avoid 
alot of problems. They had to check and double check. 

Mr. Harpy. This has no reference at all to the individual firms, but 
I think it is an awfully unusual sort of situation. 

Captain Gopwin. It is the most unusual that has ever been set up in 
my long career. 

Mr. Brooks. Would you say it is the most costly ? 

Captain Gopwrn. No. As a matter of fact, I don’t see how we 
could have operated otherwise. 

Mr. Harpy. Captain, if you didn’t: brag on your operation we 
would be surprised. 

Captain Gopwrn. In the first place the Spanish would not allow 
our subcontractor to bring in all the materials which we needed. 
Brown, Raymond & Walsh had to store and warehouse about 70 
percent of the material that came in. 

Mr. Harpy. You know me well enough to know that I might make 
an observation like that fully realizing that you have just reason to 
brag. 

_ ae we get back to where we were. 

Captain Gopwrn. I expected you would ask a lot of questions like 
that. 

General Donovan. This is the base at Torrejon where you landed. 
The ramp is practically complete. The area shown in yellow is within 
3 weeks of completion. One of the barracks is in. One mess hall and 
unother barracks are coming along. This base is operational at the 
moment and will become fully operational in June also. All our 
bases we estimate will be fully operational in June. 

Mr. Brownson. Are the Spanish using the base ¢ 

General Donovan. All of our bases are joint bases with the Spanish. 
They will build on this edge of the concrete ramp or are in the process 
of building for one s endive of the Spanish Air Force. They will 
build an operational building and other buildings on this area. A 
dividing line is this road here (indicating). The common use items 
are the runways, the control tower, navigational aids, and taxiways. 

The ammunition and storage area is here, and the fuel area is here 
age All the aggregate we used on this base was taken here. 
Le a was complaining that we were using aggregate from 

is land. 

Mr. Harpy. As I understand that argument held up the construc- 
tion for a while. 

General Donovan. Yes, sir. That has been straightened out. 

_ Mr. Brownson. It looked like very valuable land as we flew over 
it. 

General Donovan. This is Moron. The runway is complete. This 
portion of the ramp is complete, and this portion is over 50 percent 
completed. The buildings are about in the same stages as the others. 
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We have 1 barrack, 1 mess hall, various operational buildings, and 
this base will also be operational in June. 

Mr. Brownson. Will that be the permanent name of the base ? 

General Donovan. That is the name of the area. 

Mr. Harpy. They don’t pronounce that the way we do at home. 

Captain Gopwrn. I think you should make it clear that all of these 
bases are operational now but not fully operational. 

General Donovan. Yes. I thought 1 had made that clear. They 
will become completely operational by June. By that we mean we 
will have barracks for the men, we will have maintenance facilities, 
we will have operational facilities, dispensaries, et cetera. All of the 
land required for these bases was paid for by the Spanish Govern- 
ment. The United States didn’t buy any land. 

Mr. Brooxs. To whom do the runways belong? 

General Donovan. To us, and at the end of the agreement it. is 
stipulated all the buildings that we have put up and that we do not 
want to move will be sold to the Spanish Government for their re- 
sidual value. 

Mr. Brooxs. What is the term of the contract ? 

General Donovan. At the end of our agreement. 

Mr. Brooxs. How many years? 

General Donovan. The agreement is for ten years with two auto- 
matic five-year extensions unless either government brings it up for 
discussion. If either government brings it up for discussion there 
will be a six-month period to talk it over. So it is 1014, 1614, and 
2114 years. 

Mr. Brooxs. The residual value will be what? 

General Donovan. That is to be determined at that time. We 
don’t want to pick it up and take it with us. 

Mr. Breoxs. We have $350 million in it. 

Mr. Brownson. It is considerably less than the cost of moving it. 

General Donovan. Thank you, sir. But anything we want to move 
we can move. 

Mr. Brooxs. Any one of these concrete buildings? 

General Donovan. Any of the equipment we want to move, we 
move. What we don’t want to move, we sell it to them for the residual 
value. 

(At this point General Kissner arrived in the briefing room.) 

General Donovan. This is the base at San Pablo. The runways 
outlined in blue are the existing Spanish civil air base runways here. 
We are going on the other side of the base and build a small ramp, 
and here some barracks, and on this station we will have the POL 
squadron that controls the flow through our pipeline, and the receiv- 
ing and relay center for the communications set-up. This base is 
our support base. The only supplies we have are 60 days’ supply 
of rations and 30 days’ supply of non-liquid petroleum products. 
This base originally was scheduled to be a large depot type facility 
in the original concept. However, our concept of logistic support 
has changed, so this base was downgraded from a depot size base to 
what you see on the chart. We think we can get by with that. The 
reason we are able to do it, about 20 percent of the high cost items 
= as engines are flown and we go direct from the United States to 
here, 

That is the base at Reus. There is an existing Spanish base here. 
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We want to bring it up to strength for our fighter aircraft and build 
a small ramp alongside the Spanish ramp. 

Mr. Harpy. How much of that have you done? 

General Donovan. We haven’t done any. The design is complete. 

Mr. Harpy. Do you have money for it? 

General Kissner. Yes; $2.2 million, which is all we need. We can 
take the cripples in here. 

General Paneth The policies laid down in Washington with re- 
gard to construction here in Spain were, first, no crash program. 

Mr. Harpy. You learned that lesson from North Africa. 

General Donovan. Yes; but there you had to do it yesterday 
instead of tomorrow, so it was a crash program. 

Second, coordination with the Spanish governmental agencies, using 
an American prime contractor with Spanish subcontractors or Span- 
ish-American joint venture subcontractors. When the Spanish sub- 
contractor doesn’t have the know-how we have him aline with an 
American company. For example, the Spanish had no know-how on 
the pipeline, and a company from Oklahoma with the know-how came 
in and associated with a Spanish firm. 

Mr. Harpy. Where you have an American prime contractor with a 
Spanish subcontractor, what do you do in that situation ? 


STATEMENT OF MAJ. GEN. AUGUST W. KISSNER, UNITED STATES 
AIR FORCE, CHIEF OF JOINT UNITED STATES MILITARY GROUP, 
AND CHIEF, MILITARY ASSISTANCE ADVISORY GROUP 


General KissNer. BUDOCKS, the Bureau of Yards and Docks, is 
doing the construction for the Navy and Air Force and a prime con- 
tractor is essential. You can’t delineate the entire scope. In Spain, 
he goes to a subcontractor to do the work, but he supervises the job 
for the Navy and Air Force, gets the machinery issued to the con- 
tractor, and where materials are short, that prime contractor is the 
custodian for the importation of cement, diesel engines, et cetera. 

Mr. Harpy. Who isthe American side? 

General Kissner. We had five bids for the pipeline. We are al- 
lowed to pay the American contractor in dollars and the Spanish 
contractor in pesetas. The pipeline was a joint venture. Here are 
some that only Spanish contractors have done (indicating Huarte). 
In the case of Entrecanales Y Tavora & Pittsburg-Des Moines, the 
Spanish company provides the labor and the American company the 
know-how. 

Mr. Harpy. The only thing that bothers me is this one question we 
were trying to work out a while ago. You have a Spanish-American 
joint venture as a subcontractor under a joint venture general con- 
tractor. How do you justify that kind of situation? Why do you 
have to have a joint venture of American firms to serve as a prime 
contractor when a joint venture of an American and Spanish outfit 
is serving as a subcontractor and doing actually all the work? 

General Kissner. That is the structure we designed so we wouldn’t 
have the mistakes of Morocco. He is working for the Bureau of 
Yards and Docks. 

Mr. Harpy. The Bureau of Yards and Docks has done a lot of fool- 
ish things in the past, General. 

General Kissner. By and large we use Spanish firms. During the 
negotiations they asked if we wouldn’t use Spanish contractors. 
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Mr. Meaper. That is not in the agreement that we would use Span- 
ish contractors ? 

General Kissner. No; it is not nailed to an agreement. It is a part 
of the ethics of the arrangement. That is one way to reduce the infla- 
tionary impact. You don’t pour so many Americans in the thing. 

Mr. Harpy. As a matter of fact, General, as I remember, I was here 
the day you signed the agreement with the Spanish Government. 

General Kissner. Yes. 

Mr. Brownson. Did you protest it at that time? 

Mr. Harpy. No. It made good sense at that time. Off the record. 

(Discussion off the record. ) 

Mr. Harpy. I still don’t have a very good understanding of why we 
have to have a joint venture of American prime contractors to serve 
as prime contractor for a contract that is virtually entirely performed 
by a joint venture of subcontractors. 

General Kissner. We use the prime contractor as a manager- 
engineer. 

Mr. Harpy. Then you have to say the subcontractor is not any 

ood. 
; General Kissner. No. Here is a management contractor using 40 
subcontractors. The Spaniards are affiliated with Americans. This is 
the prime contractor. 

Mr. Harpy. Is he doing all the bases? 

General Kissner. Yes; as prime contractor. 

Mr. Harpy. For all the bases? 

General Kissner. Yes. 

Mr. Harpy. In other words, he is performing the function that 
normally the Bureau of Yards and Docks and the architect-engineer 
would perform ? 

General Kissner. Ina sense. You could merge him with the officer 
in charge of construction. 

Mr. Harpy. Is it a fact your architect-engineer didn’t work out so 
well and that is why you had to have that arragenment ? 

General Kissner. No. They have retrenched and gone out of 
Spain—192 Americans were involved. 

Mr. Harpy. This is such an unusual setup I am having a hard time 
understanding it. 

Captain Gopwrn. I think the wording is wrong. He should not be 
called the prime contractor. He should be called the managing con- 
tractor. 

Mr. Harpy. You have three big firms joined in a joint venture, any 
one of which should be qualified to perform the function you have to 
perform here, and certainly they don’t have any great financial venture 
to be concerned with. 

Captain Gopwrn. When this project came up there were 200 Ameri- 
can companies competing. 

General Kissner. Of the 200, we had a board of officers who looked 
them over and came down to 10, and then it was decided by the 
Secretary of the Navy to let those 3 companies do it. 

Mr. Harpy. The Secretary of the Navy said we had to have three? 

Captain Gopwin. No, sir. As a matter of fact I don’t think any one 
company came in and submitted a brochure. They themselves formed 
the joint venture. 
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Mr. Harpy. But they are not doing the work. 

Captain Gopwin. They are managing; yes, sir. 

Mr. Harpy. Now, look. You and I know how these joint ventures 
work. One will do the purchasing; another one will attend to the 
personnel ; and a third one, I don’t know what he will do. 

Captain Gopwrn. That is not quite true in this case. They really 
are joint. Each of the companies is represented by a topnotch manage- 
ment man. 

Mr. Harpy. You have all three companies with top people here ? 

Captain Gopwin. Yes, sir. 

Mr. Harpy. Thatis different. Atlas didn’t do it. 

Captain Gopwin. There is 1 man who is the head of the 3. 

Mr. Brooxs. What is his name? 

Captain Gopwin. His name is Hockensmith, from Texas. 

Mr. Brooks. A fine man. 

General Kissner. When they organize a joint venture of this type, 
this kind of marriage is to all intents and purposes a single unit. 

Mr. Harpy. I haven’t seen how it works here, but the marriages I 
have seen heretofore were for convenience and one did all the work and 
the others sat in the background. 

Captain Gopwin. That is not true here. 

Mr. Brownson. This is apparently a marriage of love. 

Captain Gopwin. Each one furnished key people in different spots. 
They really furnished top men, and I dont’ think any one of them 
could have furnished all the key men necessary. 

Mr. Harpy. Actually, some of us were not too happy with the per- 
formance that was going on when we were here before. There were 
a lot of reasons given why it wasn’t better. One was the architect- 
engineers were operating under poor conditions; and another was they 
could not get the people. But now they have folded up and gone. 

General Kissner. We had a lot of problems. Admiral Johnson gave 
them a lot of pressure, and we can show you that the blue curve is money 
and the red curve is design, and this took 6, 8, and 10 months to 
design. There were problems at that time. Those problems fell behind 
us in fiscal 1955 and 1956. 

Mr. Harpy. Did the architect-engineer firm finally come out with 
a reasonably satisfactory performance ? 

General Kissner. Yes, sir. There are just a few things we are un- 
happy with now, a poor roof on a warehouse, things like that. They 
finished up their work and have gone out. 

Mr. Harpy. Isn’t it a little unusual that the architect-engineer 
doesn’t stay around to supervise the performance of the contract? 

Captain Gopwin. They never do it in the States. 

General Kissner. We are using the prime contractor for that. The 
prime contractor looked over the architect-engineer’s shoulder and 
read off the quantities and so on to have equipment on hand when the 
subcontractor signed the contract and was mobilized to go to work. 

Mr. Harpy. I didn’t mean to get you so far afield. 

General KissNer. The funds appropriated by Congress in the con- 
struction program, Navy and Air Force, is shown on this chart by 
fiscal years. You will see that the initial increments got us started on 
the long lead time items—payment, petroleum systems, et cetera. 
These: inerements were smaller in succeeding years. We total now, 
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Navy and Air Force, $313 million. We are anticipating funds in 
1959 to round this out to about $360 million. We want to show you 
how we handled the $313 million. 

That $313 million is represented by this blue curve, fiscal 1955, 1956 
and 1957. This is June 1954 and 1956. Here is June 1958. We 
signed the agreements 9 months before June 1954 but didn’t get the 
money until almost June 1954. It took time for the mobilization of 
the job. Funds came to us in these increments [indicating on chart]. 

This $313 million is today under contract; it is obligated. We have 
spent in all these 38 months $200 million. When this black curve comes 
to the $300 million curve we have the bases. The first $100 million, by 
the time it is spent, and the second $100 million, will obtain for us the 
long lead time items. 

This black line represents the operational status of the bases. 

Another thing we like to show on this curve is the impact on the 
Spanish economy, something we intended to minimize. Originally 
we thought our exports would be about 50 percent in dollars and 50 
percent in pesetas. We knew we had to bring machinery from Amer- 
ica, but we thought we would buy more in Spain than we did. Un- 
fortunately, less than 10 percent came from Spain. They need all 
their cement and you can’t buy radiators and items such as that here. 

Now that we have expended $200 million, only about one-third of 
our cost has been in pesetas. That is about $70 million, and over 3 
years $70 million spent in Spain in pesetas is only about 10 percent of 
the construction going on in Spain. The economy has been so nip 
and tuck it has needed additional economic aid so we wouldn't risk our 
investment. 

Mr. Brownson. In other words, the economic aid today is serving 
an entirely different purpose than when we were here before? 

General Kissner. That is right. The trouble has been we haven’t 
had too much economic aid in constructing the bases. We have to keep 
the economy stable a few years or we risk the whole thing. 

Mr. Brownson. Now you are calling economic aid defense support. 

General Kissner. Yes, sir. 

Our strength is about 4,000 military officers and men. This will be 
twice this strength this time next year. Coupled with this military 
strength is the strength of United States civilians totaling 784, and 
this number is diminishing. 

Mr. Harpy. Is the figure 684 on the chart civil-service personnel ? 

General Kissner. No, sir. 

Mr. Harpy. 784 is contractor personnel ? 

General Kissner. Yes. 

Mr. Harpy. What does the 684 represent ? 

General Kissner. Civil engineers in the government. 

Mr. Harpy. I asked if they were civil service and I thought you 
said “No.” 

Captain Gopwin. Not all are civil service. 

General Kissnrer. Dependents run 1), to 1. 

This chart shows the housing in progress in Spain. 

We arranged a contract with 2 firms for these 1,500 units on a 
7-year 75 percent occupancy guaranty. That contract has had to be 
changed. It recently has cleared with the committee. Mr. Rivers was 
here. 
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Mr. Harpy. Yes, he sent a wire and wanted to get it cleared right 
fast. I wasn’t sure how we would wind up on that, whether it would 
cost us more money in the long run. 

General Kissner. No, it will not cost more. These projects are 40 
percent complete now. 

On the bases we are building this small number with funds from 
the peseta counterpart under Public Law 480. 

These (indicating) are requirements for future increments of au- 
thorization. We hope to come to Congress next year for an authoriza- 
tion. 

At the radar sites we are building 20 family units at each of the 7 
radar sites. 

Mr. Harpy. They are all appropriated funds? 

General Kissner. No. They are pesetas. The only appropriated 
funds are 162 units authorized for the base at Rota. They are right 
on the base, giving the people living facilities right near their work. 
There is also a dependent school right near. 

When we have all of this we will have about 50 percent of our 
family housing requirements. This way we are not to far out on the 
limb if the forces are diminished. 

Mr. Harpy. You have some mighty nice facilities coming on at 
Torrejon, nice permanent buildings, and they look good. 

General Kissner. We negotiated 10 bases, but revaluating the pro- 
gram ourselves we have come down. 

This is the military assistance program in Spain (indicating on 
chart). It used to be called MDAP. It is MAP this year. The total 
now is very close to $350 million in these annual increments. 'Two- 
thirds of the hardware has been delivered to Spain. It didn’t come in 
one year. We will be continuing in 1959 and 1960 delivering some 
of the things now being purchased. 

In Spain $113 million of this total is buying the deficiencies for 3 
divisions and in addition some antiaircraft gunnery control and 
ordnance and signal equipment. This is about 75 percent delivered. 

Mr. Harpy. That is your military hardware? 

General Kissner. Yes. 

We show on this page the increments of appropriated economic aid 
Mr. Dick Aldrich has that mission. 

Mr. Harpy. Do you still call that economic aid ? 

General Kissner. It is defense support assistance now. 

Mr. Harpy. How much do you have to do with the level of that, 
General ? 

General KissNner. I have very little to do with it. I participate 
with Ambassador Aldrich. 

Mr. Harpy. In the country team ? 

General Kissner. Yes. And we make our recommendations to 
Washington. 

Mr. Brooks. By “we” you mean the country team ? 

General Kissner. Yes. 

Mr. Brooxs. Not you individually ? 

General Kissner. No. 

_Mr. Harpy. Do you have anything really to do with the determina- 
tion of the level of the so-called defense support ? 

General Kissner. Very little. I support it. 
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— Harpy. You support it because that is what they say it ought 
to be? 

General Kissner. I support it because I can’t be in the position of 
fighting against that increment of economic aid that helps protect 
this military investment. 

Mr. Harpy. You accept somebody else’s evaluation of it? 

General Kissner. That is right, because I do not have the talents 
to evaluate how much they need. 

Mr. Harpy. From a strict standpoint of military necessity that is 
a little out of your bailiwick, isn’t it ¢ 

General Kissner. That is correct. 

Mr. Harpy. If you call it economic aid I have no quarrel with it, 
but when you call it defense support I am wondering why you have 
defense support that the military has nothing to do with. 

General Kissner. We are consulted. If we feel certain roads are 
necessary we can influence it. We have sometimes done so in the 
past, but the military increments have tapered out. 

Mr. Harpy. Were your access roads and military roads included 
in the defense support items or in your item of construction and 
consumables in your direct MDAP ? 

General Kissner. The roads up and down Spain that we might 
need for strategic purposes, we have been able to influence a cer- 
tain amount of economic aid to meet that need. 

Mr. Harpy. That was in the early years when we called it economic 
aid ? 

General Kissnrr. Yes. 

Mr. Harpy. Now we call it defense support. 

General Kissner. In my humble view we overwork that word “de- 
fense.” That is the kind of word that helps explain it to the tax- 
payers. It is the sugar-coating. 

Mr. Harpy. General, you have expressed it perfectly. Thank you. 

General Dauten. The application of economic aid has changed over 
the period of years. 

Mr. Harpy. There is one thing we object to at the moment, and that 
is that they call it defense support to get congressional support for it. 
If they called it economic aid I could understand it and go along with 
a reasonable feeling that I know what I am buying; but when you call 
it defense support I am not at all sure. 

General Kissner. I am way out of my front yard. There are men 
here who can defend that. 

Mr. Harpy. I doubt that there is anyone here who can defend it, 
General. 

General Kissnrer. These sums of money are appropriated economic 
aid in these 2 years not counting Public Law 480 funds. When that 
economic aid is delivered to Spain, these tractors or rails, the Spanish 
Government turns such items over to companies in Spain who pay 
pesetas into the Bank of Spain in this amount. The dollar’s worth of 
tractors net 35 pesetas in this account, and both governments handle 
the local counterpart currencies. By our law 10 percent goes to ad- 
ministration costs. In all other countries except Spain 90 percent goes 
to economic projects tending to broaden the base of production for 
emergencies. In Spain 30 percent goes to that. The remaining 60 
percent in pesetas comes to us. In other words, the $115 million to 
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fulfill the purpose of economic aid to Spain had as its byproduct the 
accumulation of these pesetas. 

Mr. Harpy. That is your local currency generation program ? 

General Kissner. Yes. We take 46 pesetas and charge off the dol- 
lar. But the pesetas were generated at less than that rate. 

The construction dollars appropriated by Congress come to the 
Air Force and Navy, too, in our management fund. In the joint 
military group we sign the construction directives. When the prime 
contractor, working for BUDOCKS, has a voucher to pay in dollars 
and the voucher comes up here, the disbursing officer pays that bill by 
check in dollars. When the prime contractor pays a Spanish com- 
pany, he has the officer in charge of construction send the vouchers 
to the Bank of Spain and within a few hours those pesetas are paid 
to the contractor. He uses his own money to pay the contractor and 
is repaid 3 hours later. 

These green and blue pesetas are used to pay vouchers involving 
pesetas. Whenever we use $100, let us say, of pesetas, blue or green, 
we report that back in the management fund and $100 from the 
money appropriated by Congress is put in the reserve fund. Every 
time this kitty gets up to $5 million we divide it between the Navy and 
the Air Force. 

Mr. Harpy. What do you do with it? 

General Kissner. We use that money over again, but Congress 
deducts it from the appropriations. We let the Navy have 30 per- 
cent of the funds. 

Mr. Harpy. You spend that for construction ? 

General Kissner. Yes. 

Mr. Harpy. Don’t you have to work on a line-item basis? 

Géneral Kissner. We do. 

Mr. Harpy. Even with that reserve fund ? 

General Kissner. We can only apply those pesetas against an 
authorized line item. When you have $150 million economic aid for 
Spain this total comes out 56 million pesetas. We use these pesetas. 

Mr. Harpy. We try to get you to use more pesetas instead of dollars. 

General Kissner. We wish we could. 

Mr. Harpy. You didn’t touch on the Public Law 480 pesetas. 

General Kissner. No. That belongs to the men in economic aid. 
The only way those pesetas help us is in getting our housing. We 
will get some funds for recreational facilities. 

Mr. Harpy. General, will you give us a little look at your military 
situation ? 

General Kissner. Yes, sir. 

It is best to think of the Spanish Army as a force between 300,000 
and 400,000 officers and men. Part of it is a conscript army, 2-year 
tours. 

The Spanish Navy is about 35,000 officers and men; and the Spanish 
Air Force is about 35,000 officers and men; and the army about 
300,000, with twenty-two-some divisions. We are supporting only 
a portion of the Spanish Army, these 3 divisions, 2 infantry and 1 
mountain division. 

Mr. Harpy. What portion is that of the total Spanish Army? 

General Kissner. The total Spanish Army has 22 divisions. I 
would say we are supporting about one-fifth of the Spanish Army. 
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Mr. Harpy. Are we supplying military end items to the rest of 
them ? 

General Kissner. No. We will require them to keep them in these 
units so that the effectiveness grows in these units. 

Mr. Harpy. Are we helping with the pay of the military ? 

General Kissner. No. We may in time, in the 1959 program, con- 
tribute a little bit toward the maintenance. 

The Spanish navy has a considerable number of vessels, 29 of which 
are being modernized by $106 million of the $350 million which can 
go in this program. 

Mr. Harpy. Where are they being modernized ? 

General Kissner. In shipyards in Spain. An Italian contractor is 
assisting. He is associated with the Spanish Ministry in getting the 
work done. A great deal of design work has to be done. There are 
some ship acquisitions also in this $106 million, the minesweepers, 
particularly. 

Mr. Harpy. Where are they being bought ? 

General Kissner. The minesweepers are coming from the States. 

General Donovan. At the time the program was conceived the 
Spanish did not have the capability of building them. Six have 
been delivered out of twelve. 

Mr. Harpy. Built in United States yards? 

General Donovan. Yes. 

General Kissner. The Spanish Air Force is getting first of all the 
equipment to run the schools. There are two technical schools. These 
are the quantities involved [indicating on chart]. We have trained 
a lot of their men in the States and now they are running schools 
pretty much as we do. 

In the fighter aircraft they will get about F86F’s. They have 
learned now to do the overhaul on this airplane through doing some 
work on our account. 

The other aircraft here, 22 C-47’s and helicopters and search and 
rescue, area very small number. 

General Danten. This chart shows end items, but in the item for 
training is training in the United States and with our forces in 
Germany and here. 

Mr. Harpy. We certainly thank you. The information you have 
given us will be very helpful. 

(Thereupon, at 6 p. m., the briefing was concluded.) 
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REPLIES TO QUESTIONS OF THE INTERNATIONAL OPERATIONS SUBCOMMITTEE, 
HOUSE OF REPRESENTATIVES—THE PHILIPPINES 


1. What is the present status of the Community Development Project? 

The Office of the Presidential Assistant on Community Development was estab- 
lished by Executive order January 6, 1956. Today the community development 
program operates in 33 Provinces and reaches 5,000 barrios. One permanent and 
eight temporary training centers were established and faculties trained which 
through civil-service procedures selected and trained 981 community-develop- 
ment workers. In addition the centers were used to train 98 new agricultural 
extension agents and 138 new home demonstrators, or a total of 1,217 trainees. 

Two regional seminars attended by 376 high-ranking officials and 7 barrio 
council seminars attended by 1,728 barrio officials were held to explain and 
develop understanding of community development criteria and goals. 

To accelerate orderly expansion of rural services, the Office of the Presidential 
Assistant on Community Development has furnished budgetary support of 
191,000 ($95,500) to the Bureau of Agricultural Extension to provide 236 new 
agricultural technicians and home demonstrators. Similarly, budgetary support 
of 175,000 ($87,500) to the Department of Health for 30 additional rural health 
units composed of a doctor, nurse, midwife and sanitary inspector; and 
265,000 -($132,500) to the Department of Education to supply 700 part-time 
teachers to conduct a program of functional literacy for barrio people. These 
teachers organized 700 classes and taught 17,725 barrio people to read in fiscal 
year 1957. 

To encourage barrio people to initiate and plan through their barrio councils 
self-help projects using idle local labor and resources, the community develop- 
ment office started a program of grants-in-aid to self-help projects. In 3 months, 
2,135 self-help projects were approved in which the people pledged 994,731 in 
local labor and materials, and the Office of the Presidential Assistant on Com- 
munity Development allocated 942,902 for commodities necessary for com- 
pletion of the projects. 

Almost two-thirds of the barrios in the Philippines are without village-to- 
market roads. The community development program has encouraged the build- 
ing of self-help barrio roads. The people donate road right-of-way, furnish free 
labor and locally available materials and the Government furnishes roadbuilding 
equipment and technical services. 

(a) What are the principal components of this project and how were they 
selected? 

Training.—The first objective of the training program is the development of 
a new type of civil servant—barrio community development worker—to live in 
the barrios and serve as a counselor and guide to the people and stimulator of 
self-help activity. 

The second objective is the training of supporting technicians in teamwork 
and the principles of self-help. 

The third objective is to train barrio councils, volunteer leaders, and local 
officials in community development techniques and methodology in order that 
they may become leaders and organizers in the mobilization of human resources 
directed toward the enrichment and betterment of rural life. 

Public Administration.—In order to channel services of Government to barrio 
people, to bring needs of the barrio people to the attention of Government agen- 
cies and to make services of Government responsive to needs and desires of the 
people, it was necessary to evolve a new administrative and coordinating struc- 
ture at all levels of government. This required the creation at the national level 
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of an office to coordinate planning and policy formulation for agencies having 
rural services and the creation of the provincial and municipal community 
development councils. The provincial and municipal councils are programing, 
implementing, policy and administrative bodies. At the base, the barrio council, 
the Government organization closest to the people, is being reactivated to become 
the institution through which social, economic, and political development can be 
fostered and participated in by the people. 

Grants-in-aid.—To increase capital formation through programs of grants-in- 
aid which stimulate barrio people to undertake development projects. 

To strengthen, upgrade, and expand necessary rural services. 

Grassroots democracy.—As the people are mobilized, stimulated, and organized 
into effective groups to participate in self-help and grants-in-aid projects, they 
will learn the essentials of democratic action, thus building at the base of this 
Philippine society, grassroots democracy. Their participation will also 
strengthen the institutions of government nearest the people, resulting in greater 
local autonomy. 

Research and evaluations.—To obtain objective evaluation and to gain insight 
so that the program can be carried out with ever-increasing efficiency, the com- 
immunity development office has contracted with the Office of Statistical Coordina- 
tion and Standards to establish a baseline for the present stage of rural develop- 
ment and to measure the progress made from this baseline in subsequent years. 
A contract with the University of the Philippines established an interdisciplinary 
research council which is conducting studies in various areas aimed at improving 
the methodology of community development. Another contract with the Uni- 
versity of the Philippines, College of Agriculture provided for the establishment 
of a research project for the development, modification, and testing of hand- 
operated and animal-drawn tools for the operation of small farms. 

The program components were evolved from provincial and barrio seminars, 
policy statements of President Magsaysay and President Garcia, meet- 
ings of the Interdepartmental Coordinating Committee and in the project dis- 
cussions pertinent to the establishment of the community development program 
in the Philippines. The ICA technical advisers participated in the discussions 
and planning where the program components were evolved. 

(b) What are the future plans for this project? Do such plans change the 
nature or size of the project as originally conceived? If so, please state what the 
changes are and the justifications for them. 

It is the plan of the community development program to strengthen local gov- 
ernment at the provincial, municipal, and barrio levels. Community develop- 
ment workers at all levels are now paid from the Office of the Presidential As- 
sistant on Community Development. In fiscal year 1958 legislation is expected 
to make it possible for provinces and municipalities to pay up to 50 percent of 
the salaries of the community development workers. It is planned to hold the 
field staff of PACD workers at about 1,000, until this transition takes place. 
The community development program will operate in all provinces and new work- 
ers in the future will be requested by the provincial governments. The Office 
of the Presidential Assistant on Community Development will continue to re- 
eruit community development workers under civil-service requirements and to 
train them. By transferring the community development workers from the cen- 
tral to local government administration, local governments will assume a larger 
share of operational responsibility along with increased local autonomy. 

In fiscal year 1958 the 8 temporary training centers will close and all train- 
ing activities conducted in the permanent center at Los Banos. The training 
program will be primarily in-service training for technicians in the various 
development departments with emphasis on community development rather than 
on technical specialty. 

A larger share of people’s participation at the barrio level through special 
seminars and through continuation of the grants-in-aid program is planned. 
This involves people in decisionmaking, planning, and the implementation of 
community projects. The involvement of technical agencies will continue to be 
accomplished through municipal, provincial, and regional seminars. The rec- 
ommendations will be analyzed and recommendations presented to provincial 
governors and provincial community development officers. Through these pro- 
cedures, it is expected that the national plan will continue to benefit from the 


grassroot needs as expressed by the people and the service agencies of the 
Government. 
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Rural development will continue through municipal community development 
teams. Program implementation will be carried out through the barrio councils. 
Policy problems will be handled through the interdepartmental Coordinating 
Committee on Community Development at the national level. The provincial and 
municipal community development councils will handle policy problems at the 
provincial and municipal levels. 

While these plans do not change the nature of the project, more emphasis is 
given to the development of local initiative, support, and responsibility for the 
program. 

(c) What is the termination date? 

The termination date for United States aid as contemplated in the original 
project proposal and approval is fiscal year 1961. 

(d@) What has been the cost to date? 

(1) In dollars.—$400,000 section 402 United States-owned pesos, ®2 million. 

2) In counterpart—No counterpart pesos have been utilized for this project. 
Philippine Government appropriations, 3,096,036. 
(e) What is the estimated total cost? 

(1) In dollars.—$1,670,000 section 402 United States-owned pesos, ¥29,514,- 
710.18. 

(2) In counterpart.—None. Philippine Government appropriations, ®30,591,- 
601.37; in kind contribution, #15 million. 
(f) What has been the host country’s contribution to date (in cash and kind) ? 

Cash, 3,096,036 ; kind, ®994,731. 

(g) What equipment has been programed for this project? 
Equipment procured for this project falls into the following categories: 


Audiovisual supplies and equipment____._...----_-___-.-.-.__.___ $18, 455. 37 
Medical supplies: and -equipment.i wo sh cc eee 18, 839. 30 
Agricultural supplies and equipment___-__---___-___.-___________- 14, 117. 66 
(ice suppiies and qt DMeni abe a i i ai eecse cceeuseinw) 66, 055. 00 
Transportation supplies and equipment____--___________-_________ 139, 545. 52 
Household supplies and equipment for demonstration___.___._._____ 5, 048. 50 

2 OGM 5 ican ceeds ete Geta s a eee 262, 061. 35 


(1) How were the equipment requirements determined? Equipment require 
ment swere determined (@) on the basis of administrative units—municipal 
community development teams; (0b) central office staff and equipment needs; 
(ec) requirements submitted by cooperating agencies; and (d) geographical 
factors, including coverage of ultimate number of Philippine barrios. 

(2) What is the dollar cost of the equipment? $262,061.35. 

(3) Is all of the equipment being used, or is some held in storage? If any 
is not being used, please explain why and state what it is. All equipment is 
being used. 

(4) Was equipment purchased (or supplied) by GSA or some other United 
States Government agency, or was it purchased by a private individual or or- 
ganization under contract? If the latter, please give the name and address of 
the contractor and the fee paid or agreed upon. All equipment was purchased 
by the Philippine National Economic Council on a bid basis. 

2. What is the present status of the road development project? National 
highways, and provincial and barrio roads. 

As of September 30, 1957, over 2,300 kilometers of highway construction had 
been completed and approximately 1,200 kilometers were under construction. 
Under the bridge replacement program 74 have been completed and 29 are under 
construction. In Mindanao, 325 kilometers of new development roads have been 
completed and 330 kilometers are under construction. In the development road 
program, 58 bridges have been completed and 84 are under construction. 

Under the barrio and feeder road project 4,200 kilometers have been com 
pleted and 2,400 kilometers are under construction. 

There has been almost complete mechanization of highway construction and 
maintenance. 

The mission participation has been principally one of training, technical as- 
sistance, and the furnishing of $22 million worth of highway equipment. 

(a) Is it coordinated with the community development project? If so, in 
what manner and to what extent? 

Yes. Guiding principles established through a Philippine interagency agree- 
ment. The community development project director is responsible for the 
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execution of the project in cooperation with the Philippine Bureau of Public 
Highways. 


The extent of cooperation is dependent upon funds and whether heavy equip- 
ment is required. 


(b) What are the proposed goals of this project and what is the expected 
completion date? 

To assist the Philippine Government in equipping, training, and administering 
a modern highway organization capable of providing a countrywide national 
and feeder road system adequate for the economic development and defense 
needs of the Republic. 

Expected completion date, 1960 or 1961. 

(c) Upon completion what will be the approwimate total cost of the project 
to the United States? 

$31,000,000 for period 1951 to 1960. 

(d) Please give the names and addresses of the prime contractor (or con- 
tractors) and the engineering firm (or firms) employed to carry out this project. 
If there is more than one contractor or engineer, please indicate the portion of 
the project for which each is responsible. 

United States Bureau of Public Roads. 

(e) What is the total cost of the roadbuilding equipment purchased for use 
on this project? 

$22,000,000 for period 1951 to date. 

(1) Was any of this equipment purchased for the project by private indi- 
viduals or organizations under contract? If so, please give their names and 
addresses and the amount of the fee paid or agreed upon.—All purchased by 
United States Bureau of Public Roads or Philippine National Economic Council. 

3. Describe briefly your plans for industrial development, including industrial 
development center, mineral development, attraction of private investment and 
utilization of nonmutual security program resources, setting forth the principal 
accomplishments in this field to date. Has the program been delayed or cur- 
tailed due to a lack of technicians or technical advisory services? 

The industrial development center (IDC), a joint project of the National 
Beonomie Council and of USOM/Philippines, is the instrumentality for promot- 
ing industrialization in the private sector in the Philippines. 

The program of industrialization in the Philippines has to contend with three 
fundamental obstacles: 

1. Soundly conceived industrial projects were relatively scarce ; 
2. Long-term peso financing in adequate amount was not available; and 
3. Dollar exchange for machinery imports was scarce. 

The center is staffed by Filipino technicians, assisted by American advisers 
experienced in the fields of business management, accounting, finance, survey 
and research, engineering, managerial and technical training, labor productivity, 
and labor relations. In all there are 120 on the staff (technical and clerical) 
with 9 American advisers. 

The objectives of the industrial development center are to achieve a higher 
level of industrial production and employment in the private sector of the econ- 
omy by: 

C ‘a) Stimulating investment in new manufacturing enterprises, particularly 

small and medium sized ventures, and in the expansion of existing plants; 
(b) Increasing productivity through the introduction of improved methods 
and techniques ; and 
(c) Aiding entrepreneurs to secure the financing (peso and dollar) neces- 
sary for these undertakings. 

To attain these objectives, the center is organized into the following depart- 
ments, each under a qualified Filipino technician, who is aided by an American 
adviser : 

(1) Investment.—Provides financial advice and assistance to prospective in- 
vestors in industrial projects; operates the industrial guaranty and loan fund 
which facilitates peso financing; administers the dollar reserves of the central 
bank earmarked for industrial projects as a result of section 402 surplus com- 
modity transactions; administers the Export-Import Bank credit lines made 
available for industrial projects; and screens and evaluates all applications for 
dollar and peso assistance. 

(2) Engineering.—Provides technical advice on such matters as plant layout, 
production methods, tooling, material control, and quality control. Where desir- 
able, such as in textiles and plywood, industry specialists are brought into the 
department on a contract basis. 
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(3) Training—Organizes and conducts management-training courses for lower 
and middle management personnel ; sponsors the Harvard advanced management 
course for top management people; conducts seminars on specific topics in the 
business administration field; and operates the third country training program 
for individual participants and for productivity teams from the industrial field. 

(4) Accounting.—Provides cost accounting advice and assistance to indus- 
try through consultation, the preparation and distribution of brochures, and by 
means of seminars conducted in various industrial centers in the Philippines. 

(5) Research.—Collects economic and technical data required by prospective 
investors; and prepares industry studies as a basis for determining promising 
fields for investment. 

(6) Labor.—Promotes good human industrial relations at the plant level 
through stimulation of joint consultations between representatives of labor and 
of management on such matters as wage incentives, job evaluation, time and 
motion studies, absenteeism, and like subjects of common interest. Also car- 
ries on in-plant programs of work simplification to increase productivity. 

(7) Public reports.—Publishes a weekly bulletin with a circulation of over 
3,000 copies; drafts and distributes promotional brochures of various kinds; 
operates a library of technical books and pamphlets; operates a movie-film 
service on industrial subjects; and handles all general publicity for the agency. 

With the exception of an original grant of $5,000,000 by the United States 
Government and an allotment of ®20,000,000 by the Philippine Government, all 
of the dollars and pesos made available to the Industrial Development Center 
have been generated through surplus commodity transactions unded section 402. 
Specifically, USOM/Philippines by agreement with the Philippine Government 
imports cotton, dried milk, and similar required commodities which are placed 
on the market through commercial channels. The pesos generated from the 
sale of these products are loaned to the Philippine Government for use by the 
industrial guaranty and loan fund in its time deposit and loan guaranty pro- 
grams. Under the same agreement the central bank obligates itself to set aside 
out of its own reserves for industrial projects, the commensurate dollars they 
otherwise would have had to spend if these commodities had been imported in 
the regular manner. Dollars so earmarked can only be allocated to specific 
projects with the written approval of IDC. 

From the inception of this program in February 1955 up to September 30, 
1957, a total of $72,600,000 (dollars) and 64,500,000 (pesos) have thus been 
made available to industrial investors through the Industrial Development 
Center. Of these totals, the following amounts have been utilized: 


Deter exchage, BBG inveetetGe 2553S ee $42, 700, 000 
Pees: time Gepcetts, OO TeVesUeIeeR 3 Se a a P28, 400, 000 
Zean saaracntios; 10 imiventere.. 20 soo oe eh nce 9, 700, 000 


It is estimated that these various activies on the part of the industrial devel- 
opment center have contributed to the Philippine economy as follows: 

(a) Added about $75,000,000 to the annual industrial production of the 
country ; 

(b) Benefited the balance of payment situation by about $52,000,000 per 
annum ($25,000,000 dollar earnings plus $27,000,000 dollar savings) ; 

(c) Created 11,500 new jobs in industry. If secondary employment in 
service industries is computed, added employment would amount to about 
60,000. 

As in the case in all underdeveloped countries, there is a shortage of tech- 
nicians and skilled workmen to staff new industries. This problem is being 
met: (a) By the importation by the companies concerned of foreign tech- 
nicians; (b) through the training programs offered by IDC; and (c) through 
technical and vocational training in local schools and colleges. We do not 
believe the progress of industrialization in the Philippines has been seriously 
delayed or curtailed by lack of technicians. 


MINERAL DEVELOPMENT 


During the past 5 years the results of an intensive geological and mineral 
exploration program is beginning to show that the Philippines is well endowed 
with copper, chromite, iron ore, nickel, mercury, manganese, and gold. The 
mineral industry is an important segment of the Philippine economy, now pro- 
ducing at the rate of 215 million pesos (107 million dollars) annually. A major 
source of foreign exchange is obtained through mineral exports. 
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The Philippines supply United States and the free world with some important 
strategic and critical minerals. Chromite and mercury are on the United 
States list of minerals essential to our defense effort, and in short supply in 
the United States. We obtain 70 percent of our refractory grade chromite 
needs from the Philippines. The Western Hemisphere is deficient in this im- 
portant refractory and steel alloy mineral. 

United States technicians working in the field with their Filipino counter- 
parts use the latest scientific methods to find and measure new ore reserves. 
The results are geological maps and engineering reports of joint authorship 
that are accepted as certified accounts of mineral reserves and guides to 
industry. A systematic, geological exploration program thus serves to train 
Filipino technicians with on-the-spot training. In addition, approximately 
seven Filipino technicians are carefully selected for United States specialized 
training that cannot be obtained locally. 

The Philippine mineral industry suffers from a lack of trained personnel 
in all phases of mineral sciences, geology, mining engineering, and metallurgy 
that are needed to obtain maximum economic benefits from their great mineral 
resources. United States geologists, mining engineers, and metallurgists train 
their counterparts in practical problems that arise during geological mapping, 
mining of the ore, and extraction of the valuable metals in the ore. In addi- 
tion, a set of operating codes or mining laws are being formulated to guide 
the mineral industry and create a favorable climate for expansion of both the 
mineral and petroleum industries. 

To date joint Philippine Bureau of Mines and USOM/Philippines projects 
(a total average of six United States technicians a year) have accomplished 
the following: 

(1) An inventory of Philippine coal resources with 11 reports containing 
geological maps and recommendations published. 

(2) Manganese resource: Fieldwork is completed, 1 report published and 8 
additional in process. 

(3) Copper resource: Fieldwork completed, report and maps in process of 
publication. 

(4) Joint Philippine Bureau of Mines and USOM/Philippines chromite ex- 
ploration teams have to date indicated about 600,000 tons of refractory grade 
chromite on Government reservation ground, almost sufficient to satisfy United 
States steel refractory requirements for 1 year. Chronium is used also for jet 
engines and stainless steels. United States must import almost total require- 
ments—we are deficient in this vital metal. 

(5) Work by Philippine Bureau of Mines and USOM/ Philippines on the 
Surigao Nickel Reservation indicates to date 60 million tons of 1.4 percent 
nickel ore, which at current nickel prices has a gross value of over $1 billion. 
United States Bureau of Mines research at Albany, Oreg., on this ore indicates 
a probable economical method of recovery of the nickel, iron, and cobalt. 
Work continues on this project. United States is deficient in nickel deposits. 

(6) A set of operating codes has been submitted to the Director of the Philip- 
pine Bureau of Mines to assist and guide petroleum company exploration oper- 
ations in the Philippines. 

(7) A systematic geological mapping program to eventually cover the Philip- 
pines is well under way with ICA-United States Geological Survey assistance. 
This will serve not only the mineral industry, but groundwater, agriculture, 
transportation, and engineering (dams, foundations, tunnels, ports). 

(8) An ore engineering metallurgical laboratory operations on research prob- 
lems connected with difficult ore extraction problems. Both large and small 
companies are assisted. 

POWER DEVELOPMENT 


At the time USOM/Philippines was established, the Philippine Government 
was in the process of augmenting a program of major hydropower development 
at Maria Cristina, Mindanao, and on the Agno River in Luzon. 

The assistance rendered to these two projects has been limited to aid in 
obtaining critical materials allocations to permit manufacture of equipment 
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during the Korean war production control program. The dollar requirements 
have been met from central bank funds and from Export-Import Bank loans. 

The mission developed early in 1953 the following basic policy in the power 
development field: 

(1) Although the National Power Corporation is a Government corporation 
charged by law with the responsibility of developing the significant hdyroelectric 
potential of the Philippines, its policy of expansion on a nonsubsidy basis should 
be encouraged. 

(2) Technical belp in planning and developing expansion in keeping with 
economic needs would be the sphere in which foreign aid would be extended. 

(3) Projects proven economically feasible and bankable would be given as- 
sistance in arranging financing through such channels as the Export-Import Bank 
and World Bank. 

(4) Private power utilities would be encouraged. The National Power Cor- 
poration would be urged to limit their activities to the development of major 
hydroelectric or critical thermal electric generation and the establishment of 
high tension distribution nets leaving the secondary distribution to private utili- 
ties operating within the grid. 

(5) Because of the urgent need to store water for dry season irrigation, to 
aid in flood control and to provide adequate municipal and industrial water in 
many more densely populated urban areas, training in water resources studies 
and multipurpose water resources development should be encouraged. 


USOM/PHILIPPINES ACTIVITIES IN POWER DEVELOPMENT 


(1) Since the fall of 1952, the chief of the public works division has served 
as a consultant to the National Power Corporation on their overall power ex- 
pansion program. 

(2) As a demonstration and training project in multi-purpose hydro develop- 
ment, USOM/Philippines supplied the necessary technical assistance to investi- 
gate the Marikina Gorge project located 25 miles northeast of Manila. Two 
United States technicians directed the joint activities of the technical personnel 
of the National Power Corporation, the Metropolitan Water District, and the 
irrigation and flood control sections of the Bureau of Public Works in making 
a complete engineering and economic feasibility study of the Marikina River 
development potential. It was determined that the project was economically 
feasible and would produce 245 million gallons per day of water for the city 
of Manila; provide fiood protection to Manila preventing annual damage of 
4 million; provide new irrigation to 6,200 hectares of land; restore continuous 
dry season irrigation water to the 26,000-hectare Angat River irrigation system 
by eliminating need to divert the Angat River water to supply Manila; give 
60,000 kilowatts of hydro generation for the greater Manila area. The Marikina 
study cost USOM/Philippines $85,000 and the Philippine Government 201,000. 
The completed project will cost approximately P47 million and $20 million. 
The cost-benefit ratio will result in favorable cost rates to each participating 
end user. 

This project is now starting under active development with assistance from 
Japanese reparations. 

(3) USOM/Philippines has persistently pointed out to the Government and 
the National Power Corporation the need to strengthen existing private utilities 
and to interest private capital to invest in additional private utilities. In sup- 
port of this policy, the Board of Directors of the National Power Corporation, 
by resolution, announced in 1954 that the National Power Corporation would 
not go into sceondary distribution of power except on an emergency basis and 
would give technical assistance to existing or new private utilities. 

(4) USOM/Philippines assistance to the power market development project 
resulted from need to encourage formation of private distribution utilities along 
routes of proposed high tension power grid and start early development of power 
utilization to justify the costs of transformer stations and low tension distribu- 
tion lines. In essence the project provides the National Power Corporation with 
portable diesel generators to rent to newly formed utilities as source of power 
until the high lines reach the areas and pick up the load. This eliminates ap- 
proximately 50 percent of the capital investment required by the new utility 
company. 
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(5) Below is a summary of power development since 1953 and forecast 
through 1960. 


Production and forecasts of electric utilities in the Philippines, 1953-60 








Installed Maximum | Energy gen- 
Year capacity demand eration (mil- 
(kilowatts) (kilowatts) lion kilo- 

watt-hours) 
a i i ne 244, 442 206, 569 788. 518 
Bs hte i ak ing eh pv cciona dae saicdttaiasaiets scsiesgaa danas iter 258, 713 231, 797 959. 698 
ok 5 hail dai inn a hd tick teantchdibinawenstes adie eailed Aidala 292, 056 258, 243 1, 078. 641 
Mac AL, oe 2 oe nasdonnk iasiaka=sSeubeeeeebaebaaaeaamited 376, 573 295, 974 1, 258. 931 
a a ae i ee ee ta 413, 200 335, 575 1, 461. 270 
Pl thdketn a phiahntis uthbichiunnd dbketonnksatianetdethdadctaatede. | 446, 600 371, 980 1, 624. 870 
a, ess dcp adhads tba estates 454, 000 | 416, 530 1, 862. 000 
asta tera ect ns nt obtd a Dyiteiinn icq geben na Ratirkeee Beat 1709, 750 525, 900 2, 454. 520 





1 Big increase due to expected completion of Binga (100,000 kilowatts), Maria Cristina unit No. 3 (50,000 
kilowatts), and Agus No. 2 plant (100,000 kilowatts). 


INDUSTRIAL RESEARCH AND TRAINING CENTER OF THE UNIVERSITY OF THE PHILIPPINES 


To date there has been no USOM/Philippines financial participation in this 
center which was established on October 29, 1954. Since then it has advised with 
various firms and government entities in the field of industrial research and has 
furnished technical and specialized service, the more important of which are: 

(1) The design, construction, and tests of the Binga Dam spillway model for 
the National Power Corporation. 

(2) Tests of concrete samples for Atlantic Gulf & Pacific Co. in their investi- 
gation of high-strength concrete for prestressed concrete work. 

(3) Soil exploration for the United States Embassy, Republic Cement Co., 
and Ayala Securities Corp. 

With the passage of Republic Act No. 1606 during the 3d special session of 
the 3d Congress of the Republic of the Philippines (August 23, 1956) a National 
Science Board was created for the promotion of scientific, engineering, and 
technological research, invention, and development. Pursuant to paragraph 
(h) of section 1 of the law, the National Science Board has prepared a “project 
proposal” to establish an Industrial Research and Training Center in the Uni- 
versity of the Philippines, making the old U. P. Industrial Research Center a 
nucleus of the same, with the following objectives: 

(1) To work out solutions to practical problems as well as basic solutions 
that are required to support investigations of industrial nature ; 

(2) To train research workers not only for this Industrial Research Center 
but also for other research agencies, both governmental and private; 

(3) To provide and extend such technical services as are not available else- 
where in the Philippines ; 

(4) To operate service laboratories and shops for the support of research 
investigations of the Industrial Research Center and other agencies; 

(5) To find ways and means of improving existing methods of production, 
new applications of existing products; and 

(6) To develop processes for turning out new products. 

Under the law, the center is directed to undertake the establishment of 
the following important projects: 

(1) Textile pilot plant; 

(2) Pulp and paper pilot plant; 

(3) Coconut products and byproducts pilot plant, including fuel; and 

(4) Industrial research building. 

USOM/Philippines has kept in close touch with this development because of 
the importance of research to the whole industrialization program, and, at the 
request of the Philippine Government, is considering the desirability of aiding 
in the improvement of the center by financing on a contract basis the cost of a 
technical advisory group from such an institution as the Armour Research 
Institute. 

ATTRACTION OF PRIVATE INVESTMENT 


(1) ICA guaranties (sec. 413 of the Mutual Security Act) 
USOM/Philippines has worked closely with all foreign investors who are 
interested in investing in the Philippines and who are also interested in ICA 


guaranties. The following shows: (a@) the guaranties which have been effected 
and (b) those which are pending. 
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(2) Résumé of Philippine laws and regulations governing the establishment 
and operation of a business enterprise. 

In December, 1956, the Office of the Legal Counsel of USOM/Philippines com. 
piled and reproduced in mimeograph form a résumé of the more important laws 
and regulations under which a business enterprise is established and operated 
in the Philippines. Its value to the prospective investor was recognized by the 
IDC and the latter has now accepted as a continuing project (and at its ex- 
pense) the updating (after each session of the Philippine Congress), publi- 
eation and distribution of this booklet. Copies will be made available in the 
United States at all Philippine consulates and, upon request, will be mailed 
by the IDC to prospective investors. USOM/Philippines and ICA/Washington 
will also have copies for distribution. 

4. What is the present status of the vocational high school project? 

The Philippine Department of Education has indicated need and has re- 
quested assistance in a 3-phase program of vocational industrial education. 
The first phase of assistance of the United States is nearly completed for the 
84 trade schools. The Philippine Government with pesos (7,325,000) provided 
the buildings and the United States Government with dollars ($1,750,000) pro- 
vided the commodities, facilities are now available and are being used by 32,756 
students in 34 schools as compared with 10,721 students in 27 schools before 
the war. The Bureau of Public Schools reports employment of 64.5 percent of 
graduates in types of jobs for which specific training was received. 

The second phase pertains to operation and maintenance of equipment. It 
no longer requires a major portion of time, although assistance through train- 
ing in maintenance and parts replacement continues to require some American 
technical assistance. 

The third phase involves the improvement of instruction and at Philippine 
request is presently receiving increasing attention. This includes the study 
and revision of administrative and supervisory practices, curriculum revision, 
development and/or plans, various teaching devices, including more and better 
visual aids and more realistic guidance program. 

(a) To what extent does the United States participate in the training of the 
students and the supplying of training equipment? 

Increasing interest on the part of the Philippine Government in vocational 
education is evident not only by increased enrollment and budgets but also 
by legislative action. The last Congress established 12 new additional trade 
schools. While this type of recognition is encouraging, it is not the present in- 
tention of USOM/Philippines to further participate in buildng or equipping 
additional vocational schools. It is believed that present plants are adequate 
for demonstration and that it is now the responsibility of the host government 
to provide for program expansion, addition, and replacement. 

As a direct result of USOM/Philippines assistance in vocational education, 
the past legislature also enacted for the first time a national apprentice program 
law. This program is to be administered and conducted jointly by the Bureau 
of Public Schools and the Labor Department. Present vocational schools facil- 
ities will facilitate the implementation of the apprentice program. 

The United States participant-training program has provided United States 
training for 68 administrators, supervisors, and teachers. USOM/Philippines 
technical assistants, as a method of in-service training, are providing demon- 
stration, consultation, overall supervision, and preservice teacher instruction 
involving 20 supervisors, 1,500 teachers, and 450 student teachers. United 
States training equipment represents an investment of $1,750,000. 

5. Describe briefly your plans for irrigation and flood control projects. 

The answer to this topic is provided in two major parts as follows: 


RIVER CONTROL 


The program in river control has been aimed at providing minimum equip- 
ment necessary for an effective flood prevention program and to provide techni- 
cal consultation and training for the execution of an effective program. 

The Philippines’ overall rainfall average is 108 inches per year. Most river 
systems have 50 percent to 75 percent of their watershed in precipitous moun- 
tain areas and then cross densely populated, highly farmed, relatively level 
and small alluvial plains before dumping into the sea. Dike protection and 
continuous channel clearing can prevent disastrous and costly floods. Floods 
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occur during the heavy precipitation in the rainy season and with advent of 
typhoons between June and November. At that time cropland is under culti- 
vation and the damage has both economic and sociological importance. 

Initial assistance during 1952 through 1953 was largely construction equip- 
ment to replace equipment lost during the war years and materials not locally 
available such as flood gates, steel-sheet piling, and reinforcing for the most 
urgently needed levee systems. Later small amounts of materials were provided 
plus one 16-inch, two 8-inch and two 10-inch suction dredges to enable the River 
Control Section of the Bureau of Public Works to more economically clear river 
channels and open necessary additional discharge channels from the lower 
reaches of rivers into the sea. The assistance in construction materials since 
1953 has been confined to projects which directly protect irrigation systems 
under construction and prevent loss of capital investments in the system from 
flood and shifting river channels, 

(a) Location and general area affected. 

The Philinpine river control program is nationwide in scope. A percentage 
spread analysis shows, as expected, a spread in cost and emphasis in direct 
proportion to the size of river and population and agricultural density of the 
river system’s flood areas. 

(b) Approximate termination date. 

Fiscal year 1957 program marked completion of dollar assistance. 

(c) Approximate total cost. 

Costs of river control program, fiscal year 1952-fiscal year 1957: 


> Drollar eueletamee.. jaca ke SS ass aise S as $3, 200, 000 
CE) BOARDER A: Coummm Reem rl: I ain cig ceteris F2, 083, 634 
(3) Philippine Government. fun@ie soo) oot ce F18, 816, 366 


(d) Percentage of host country contribution (in cash and in kind). 

2.3 percent of costs has been supplied by the Philippine Government. 

(e) Principal direct or indirect results to date. 

Specific examples of results obtained are listed below : 

(1) Closure of one gap in a levee system on the lower Pampanga River with 
the installation of United States-provided floodgates in 1954 has prevented 
annual flood of 10,000 hectares of land and resulted in prevention of annual crop 
and property damage conservatively estimated at #2 million. 

(2) Savings in channel construction and clearing through use of United States- 
provided dredges have exceeded the costs of dredges in the first year’s operation, 
compared to cost of previous conventional dragline operation. Concurrently, 
construction time for same work has been reduced by about 60 percent. 

(3) During the first years’ operation of the 16-inch suction dredge, the 7% 
kilometer Bebe-San Esteban cutoff channel was completed. This additional dis- 
charge outlet from the lower Pampanga River into Manila Bay has resulted in 
eliminating 75 percent of the area annually flooded in the agriculturally rich 
Candaba Swamp overflow area, 8 kilometers wide and 20 kilometers long. In 
the area now flooded the waters recede so rapidly that there is no longer any 
appreciable crop damage. 

IRRIGATION 


The irrigation program got underway in 1952. It was designed to produce the 
usual economic benefits such as increased agricultural production, improvement 
of irrigation services, and reduction of costs to insure proper return on capital 
investment. In addition it was directed toward the alleviation of critical socio- 
logical problems caused by the densely populated farm areas with the average 
farm family having to exist from the produce of a 2-hectare farm in regions 
seriously affected by long dry season drought. 

Assistance in dollar aid has been given to provide heavy construction equip- 
ment for building new systems, light construction equipment to improve and 
reduce cost of. maintenance, pumps for pump irrigation systems, construction 
materials such as headwork gates, channel gates, sheet steel piling, reinforcing, 
technical consultants, and for training Philippine irrigation engineers in the 
United States to improve basic planning, design, construction, operation, and 
maintenance. 

(a) Location and general area affected. 

Approximately 75 percent of the irrigation development has been in central 
and northern Luzon, the areas having highest farmer density and annual pro- 
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longed dry seasons. The remainder is spread over the balance of the country 
dependent on need. Size and progress of program follows: 


Hectares 

Cy leer Series COeIC TA oc Scenic hd cae ocean 109, 000 
(2) Srrigation under constructions 11k etn eewnneee 109, 031 
NR eens to ce as tT oo ere cata ease anialiietin 218, 031 


(3) Design is proceeding on systems to provide approximately 70,000 hectares 
more land with irrigation. 

(b) Approximate termination date. 

Dollar commodity aid for new construction terminated with fiscal year 1957. 
All ICA dollar aid for fiscal years 1958 and 1959 is exclusively for the provision 
of necessary equipment to insure proper and most economic maintenance and 
operation of irrigation systems. USOM technical assistance will phase out in 
fiscal year 1960. ICA dollar aid will end in fiscal year 1959. 

(c) Approximate total cost. 

Cost of irrigation program (includes work under construction) : 


a ig aah eit ai cnmniinaipniciakel seckstnimcninlhcaldatdde Sella $7, 540, 505 
eee, Coupncerpart Hes0s...... i ae Be P25, 081, 336 
Pripeene Wovdrmmest finda. 2c ee le P44, 858, 664 


(d) Percentage of host country contribution (in cash and in kind). 

53 percent of the costs has been supplied by the Philippine Government. Since 
1954, no ICA—NEC counterpart funds have been needed for starting new con- 
struction projects. 

(e) Principal direct or indirect resulis to date. 

(1) Number of farmers benefited, 109,015. 

(2) Increase in production expressed in terms of cavans (approximately 100 
pounds) of rice at 8.00 pesos per cavan for a 2-crop season per year. 











Yield Value 
+ ed ee manapdliineitin ihe clibbtiitasaniiitinatanmidiaeinsi nt tine Nadiad 4, 224, 558 33, 796, 464 
EE bie li cece wctintepiiciah antes ote ninschebnibdpabibaniss scant aie 5, 666, 806 45, 334, 448 
ie ie tnaewthint Biensbautta ghpilemdiadibpahdrceedbnttabiaiets 9, 891, 364 79, 130, 912 

(3) Annual increased return to 2-hectare farmer 
Gross Net | Percent 

(net) 
NG is he ntiniin din nthithte bn tineansigteiencsssadiih=spoeipaliien 296 228 167 
ii oncncachgn ood anedonondiaucccakdshessopenhesdaiuiuteen 412 1190 140 
 vtitcnnivedicccmmarnetpiiynnvunntitedddadeadnaabmics 708 418 301 


1 Farmer costs increase for 2d crop. 


6. What procedures do you use to follow up on the utilization of returned 
trainees? 

The greatly increased numbers since 1955 required the establishment of more 
systematic evaluation and follow-up of returned participants. Prior to that 
time satisfactory evaluation and follow-up had been accomplished largely 
through personal contacts between the United States technician and the partici- 
pant in the normal discharge of their respective duties in mutually involved 
programs. To meet the new situation a more formalized procedure was initiated 
in January, 1956. In addition to the American technician, the returned partici- 
pants, and their supervisors, the Mission Training Officer and the Controller in 
the normal discharge of their responsibilities continually make end-use evalua- 
tions through spot-samplings to determine the degree of compliance with the terms 
and conditions of agreements under which training was provided. 

(a) What reports do you make of your investigations of this portion of the 
program? 

The procedures and reports currently applicable are: 
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(1) Questionnaire for completion by returned NEC/ICA participant—aA de- 
tailed listing of questions relevant to the technical, administrative, and eultural 
aspects of the program, indicating the degree to which each was successfully 

lfilled. : 
tae) United States technical assistance “Participant Training Evaluation 
Form.”—An analysis and review of the participant’s functions and responsibili- 
ties since his return by the technician responsible for the area of activity. 

(3) Oral interview with participant.—An appraisal conducted by a member of 
the training staff at the participant’s place of employment, including a synopsis 
of the training received as compared to actual, current responsibilities, an inter- 
view with the participant’s immediate supervisor, a personal evaluation of the 
participant, and suggestions and recommendations for improved utilization of 
participant’s capabilities. 

(b) In what way, if any, do you feel that the training programs could be 
improved? 

The training program can best be appraised through the utilization of the re- 
turned participants. Approximately one-half of the Filipino managers of joint 
projects have been trained in the United States. For example, 7 of the 10 re- 
gional directors of the Bureau of Internal Revenue; three-fourths of the top staff 
of the Civil Service Commission, and 15 out of 18 members of the current staff: 
of the University of the Philippines, College of Business Administration, were’ 
trained in the United States under the Mission participant program. 

The areas which need further improvement and for which plans have already 
been initiated are: 

(1) Completion of the follow-up through present formalized procedures on 
some trainees who returned prior to January 1956, so that an adequate 
evaluation of the effectiveness of the 1,140 returned participants can be intelli- 
gently consumated. 

(2) Strengthen the in-service training by returned trainees, both to attain 
multiple results from the training investment and as a substitute for United 
States training for certain potential candidates. 

(3) More selective screening of candidates to assure that those selected 
present the greatest potential in terms of training aptitudes, need for the 
skills or knowledge to be learned, and who offer the possibility of greatest future 
returns to the country. 

7. Have any studies been made as to the ability of the Philippine economy to 
continue our aid projects without outside help? If so, please submit copies of 
these reports. 

No across-the-board studies or reports have been made, however, the ability 
of the Philippine economy to continue aid projects without outside help is one 
which is under continuous study on a project-to-project basis. For example, 
approximately 52 projects have been completed or terminated, so far as United 
States financial assistance is concerned and have been turned over completely 
to the Philippine Government. At the time a project is agreed upon, one of 
the primary considerations is its projected economic effect upon the country’s 
economy. Projects whose continuing costs are excessive in relation to the 
calculable economic return are not approved. Another important consideration 
is that projects when agreed upon become a part of the regularly constituted 
budget of the Philippine Government and the Philippine Government in its 
budget structure plans for their continued financing. 

8. Where ICA projects are to be financed by loan assistance, how are eligible 
projects selected? In what way, if any, does it differ from the selection of 
projects by defense support funds? 

Projects financed by loan assistance must be in the private industrial sector: 
The loan program to this sector is administered by the IDC. In this activity, 
IDC passes upon the economic and technical merits of specific industrial invest- 
ment proposals and prepares a written evaluation of each such proposal. This 
evaluation then goes to a review committee composed of representatives of the 
NEC, USOM, and the central bank. The review committee has the responsi- 
bility of making the final determination as to the financial and economic sound- 
ness of the proposal. If the review committee disapproves the proposal, then 
it goes no further, but if the review committee approves, then the proposal is 
implemented upon formal approval by the presiding officer of the NEC, the 
director of USOM, and the monetary board of the central bank. 

Loan assistance to private industrial investors consists of dollar loans an@ 
peso loans. 
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(1) Dollar loan assistance—This loan assistance involves Export-Import 
Bank funds only. The direction of the use of Export-Import Bank funds by a 
joint United States-foreign agency (IDC) is unprecedented and was initiated 
in the Philippines in late 1956. Export-Import Bank credits in the aggregate 
amount of $10 million have been made available to local commercial banks for 
industrial development purposes. The local banks draw on their credit lines 
with the Export-Import Bank and then in turn extend credits from 3 to 5 years 
to IDC-approved industrial investors. 

(2) Peso loan assistance.— 

(a) Time deposit program: This program provides local commercial banks 
with the long-term funds (not heretofore available in sufficient quantities) to 
make long-term loans which are necessary if industrial development is to pro- 
ceed at an accelerated rate. The banks receive the money under this program 
only on the basis of applications which have been approved by IDC. The banks 
accept the full risk and are responsible for the repayment of the loans in case 
the borrower cannot pay. 

(b) Guaranty loan program: In those cases where the local banks are able 
to make long-term loans from their own resources, this program insures the 
banks against losses up to the extent of 80 percent of the actual losses which 
might occur. 

The criteria which are used for evaluating private investment proposals and 
for governing the allocation of both dollar and peso loan funds are: 

(1) Appraisal of managerial and technical competence, reputation, and 
credit standing of private project sponsors. Prospects for profitable op- 
erations ; 

(2) BEssentiality of the proposed project for the Philippine economy; 

(3) Dollar savings or earnings; 

(4) Impact on employment; 

(5) Ratio of indigenous raw materials as compared to imported raw 
materials ; 

(6) Adequacy of equity financing as compared to loan financing; 

(7) Capacity to absorb the proposed production locally or export po- 
tentials ; 

(8) The competitive position of the locally produced products as com- 
pared to cost, insurance, and freight cost of the imported product. 

Defense support is financed on a grant basis and has been progressively re- 
duced from $11 million in fiscal year 1957 to $6 million in fiscal year 1958. It 
will be cut further in fiscal year 1959 and no defense support assistance is 
planned for fiscal year 1960 and subsequent years. 

Defense support projects in accordance with existing legislation will be eligible 
for assistance only if they are specifically designed to sustain and increase 
military effort. 


Appenpix II 


REPLIES TO QUESTIONS OF THE INTERNATIONAL OPERATIONS SUBCOMMITTEE, HousE 
or REPRESENTATIVES—UNITED STATES EMBASSY, TAIPEI, TAIWAN 


INTRODUCTORY NOTE 


The questions to which the present paper is directed were prepared by the 
staff of the International Operations Subcommittee of the House of Representa- 
tives and forwarded to the Embassy for action under cover of Instruction A-94 
of October 30, 1957. Answers to the subcommittee’s questions have been com- 
piled by the Embassy largely on the basis of contributions submitted by the 
other United States organizations on Taiwan. In view of their bulk, the sub- 
committee has been supplied with only single copies of the attachments listed 
at the end of the paper. In most cases, additional copies can be obtained from 
ICA, Washington. 


I, NATURE AND LEVEL OF AID 


1. (a) Under our aid programs are there any basic differences between the 
objectives of the United States Government and the Chinese Government with 
respect to military and economic aid? 
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The objectives of the United States Government and the Chinese Government 
are to a large degree parallel in that both Governments share an interest in 
the security and prosperity of the free world at large and in the prevention of 
further Communist expansion in the Far East in particular. Certain differences 
of emphasis in the pursuit of common objectives do exist, however. Thus, the 
United States Government is primarily interested in developing the military 
strength of the Chinese Government as a means of insuring the defense of 
Taiwan and contributing in a broad strategic sense to the strength of the 
anti-Communist nations in this part of the world. The Chinese Government 
shares these objectives but is also deeply committed to the eventual liberation 
of mainland China from Communist rule. 

(b) If 80, what effect do these differences have on the size, composition, and 
effectiveness of aid program? Give examples. 

The differences of emphasis noted above do not affect the size or composition 
of the United States aid program, since it is drawn up in accord with United 
States objectives. 

2. There was a substantial reprograming of funds in 1956 ($15 million) and 

957 ($6.5 million), principally in commodity procurement. 

aoe With respect to the procurement requests which were canceled, what types 
of commodities were involved, what was the dollar value of each type, and from 
what country was each to have been obtained? 


Deobligations in fiscal year 1956 of $15,000,000 























Commodity | Amount | Country 
TS .., cistasncvaniinaeiadeeesl | $412,000 | United States. 
os sisacahsa vilaciipen caches teres in secbon tec adenine | 3, 945, 000 | Do. 
SD ION rons oo xdardactesecdaechunbionl 1, 277, 000 | — States, West Germany, and 
taly. 

Iti cheney eink se phe eames cca ina 458,000 | United States. 
Se nn acshsapacenimnnsathicbsttankeesccaveseate 646, 000 Do. 
Industrial machinery_.........-...--.--..--------- 2,039,000 | United States and Japan. 
Direct forces support: Miscellaneous manufactures- | 1, 962, 000 Do. 
Defense support: Manufactures for project assist- | 4, 673,000 | United States, West Germany, and 

ance. | Japan. 
Technical cooperation: Manufactures for project | 207,000 | United States. 

assistance. 

i ees 15, 619, 000 
Deobligations in fiscal year 1957 of $6,500,000 
— = acieaieees ni ses : - 
Commodity Amount Country 

EE PN.  cinnin acd aatnatinawiannabedeaaddemeuel $195, 000 | United States. 
UII 5oisd wigs nhpishine teenbiniaasdcaaiaid ennai 81,000 | United States ‘and United Kingdom, 
I ta aaa aaron eal ntione cadena agingibaeeaaiaent tan 35, 000 | United States. 
J ee aides desibadhaaitetndoedioantnanen 54,000 | Philippines. 
Rc aiccancccnasscuseannedabdinnttingl 275,000 | United States and United Kingdom, 
NN sis cncioskeboinsedhrdénistounabeaoenh 768, 000 | United States. 
a 836, 000 Do. 
i lS a ee a eames 357, 000 Do. 
SE EEE NNT siisiniecnccctinincannhutidaimenaals 470,000 | United States and Japan. 
I I nas cca iio icin ind 1, 152,000 | United States. 
Direct forces support: Miscellaneous manufactures- 853,000 | United States and Japan. 
Defense support: Manufactures for project assist- 1, 077, 000 Do. 

ance. 
Technical cooperation: Manufactures for project 156, 000 Do. 

assistance. 

kk ics bids sestninn divaanclinlaomnnnme ti ave 6, 309, 000 
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(b) What commodities were substituted for those which were canceled; what 
was their cost in dollars; and from what country were they obtained? 


Reobligation in fiscal year 1956 of $15,000,000 






































Commodity Amount Country 

Dairy products_-..... itdebodadicdeccqdhphenbentibie $482, 000 | United States. 
Pulp and paper-_-_....--~-- .- bhi bcnbinn ba eemiieidieis 300,000 | Canada. 
I ent re ree oe te caeamae 400,000 | West Germany and United States. 
BOONE BROCE i odin icc cde ccdenccn ene inslticaaisieni 400,090 | United States and United Kingdom. 
eS a 5a ida x catnidiedadnp nbhisaiiuaains hb 75,000 | United States. 
III hab otaian db cone dn ice takeekinconmn again 1, 454,900 | United States and Japan. 
ee Sil ic ccibaloaaen 2, 478,000 | United States and United Kingdom. 
Medical and pharmaceutical preparations... -._..-.-. 2,000,000 | United States and United Kingdom. 
PRIETO CITT bccn. ses cde ok aalawbdectinents 2, 100,000 | United States. 
NING ghdac a: onSwccdeniadecaues nage 2, 287,000 | United States and West Germany. 
EEE ES eee ee nes 252,000 | United States and United Kingdom. 
Direct forces support: 

Miscellaneous manufactures.__....-..------.-- 1, 295,000 | United States and Japan. 

ec ennneinn 197,000 | United States. 
Technical Cooperation: 

Edueation__.-- Mitben th dtath inn bdkwdisane Ss 118,000 | United States and Japan. 

Engineering services_.......-.-- o-o---2--ea-~-| 222,000 | United States. 
Defense support: Manufacturing projects._ ...--..| 969,000 | United States, West Germany, and 

Japan. 
a tl ih eieia dendameanitlen 15, 619, 000 
Reobligation of fiscal year 1957 of $6,500,000 
Commodity Amount Country 

Beef tallow... ....- canecce---se-e-ee---| $125, 000 | United States. 
AN i atta a og | 490, 000 Do. 
Iron and steel__-_- : aie 52 Silla 1,900,000 | West Germany. 
Motor vehicles. --._-_- bial ad iaiah is taben sich coaaie toteaak 649, 000 | United States and Japan. 
re al Ee | 1, 200,000 | Japan. 


Direct forces support: | | 
Miscellaneous manufactures -_-_...........-.---} 611,000 | United States. 
Project assistance... Gali 0, 000 Do. 

Technical cooperation: Education. ..........----- 190, 090 Do. 

Defense support: 


Penn MINN 5.8 se Se ere i ads eee | 1, 144,000 | Unite States and Japan. 
Thermal powerplant 1, 000, 000 Do. 


le aes a ae st ct ie | 6, 309, 000 








(c) What were the reasons for the reprograming? 

(1) To meet continued supply requirements. 

(2) To meet balance of payments deficit. 

(3) To complete various subprojects in the direct forces support sector from 
closeouts and reductions in this sector of the program. 

(4) To refund the woodboard plant which had been delayed for over 2 years. 

(5) To advance completion dates of various defense support and technical 
cooperation projects by advance funding. 


II. COMMODITY IMPORT PROGRAM 


1. What control procedures are being used by ICA and Chinese Government to 
insure against: 

(a) The transfer of import program commodities to ineligible end users? 

(b) The diversion of ICA dollar allocations? 

(c) Delivery of defective goods? 

Generally, the control procedures used by the mission are embodied in the 
Controller’s Standard Operating Procedure, section 3200 (attachment A), and 
those used by the Chinese Government are outlined and analyzed in two reports 
to International Cooperation Administration, Washington, D. C. (ICA/W), 
TOICA A-1741, dated June 26, 1956 (attachment B), and TOICA A-849, dated 
August 28, 1956 (attachment C). These documents, together with applicable 
ICA rules and regulations (regulation I and pertinent manual orders) form the 
basis of end-use control in use at this mission. 





——e 
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(a) Controls to insure against the transfer of import program commodities to 
ineligible end users. 

The Council for United States Aid (CUSA) and MSM/C have jointly promul- 
gated the Regulations Governing the Utilization and Transfer of Aid Equipment 
and/or Commodities for compliance by all aid recipients on Taiwan. The regu- 
lations spell out in explicit terms under what conditions transfers of aid com- 
modities are allowed and the applicable penalties in case of unauthorized trans- 
fers. Usually, when such a case is discovered, MSM/W requests ICA/W to file a 
refund claim with the Chinese Technical Mission, Washington, D. C. (CTM/W) 
for the dollar cost involved, and CUSA imposes on the recipient a cash penalty 
equivalent to three times the local currency cost of the commodity involved. 
Copy of the regulations is enclosed (attachment D). 

(b) Controls to insure against the diversion of ICA dollar allocations. 

Allocatees of ICA dollar allocations are required to sign an affidavit agreeing 
to observe, fulfill, and abide by the conditions stated in the essential conditions 
to be fulfilled by approved applicants or their designated importers for alloca- 
tions received under ICA-financed commercial procurement. If the allocatee is a 
direct end user, he is further required to sign an end user’s guaranty. Both the 
essential conditions and end user’s guaranty bind the allocatee to the stipulations 
of Chinese Government foreign exchange control regulations which specify as 
penalties for unauthorized diversion of foreign exchange allocations by allocatees 
(1) temporary or permanent suspension from receiving further foreign-exchange 
allocations and (2) other punishments as provided under applicable Chinese law. 
The mission, upon discovery of any diversion of ICA dollar allocations, immedi- 
ately requests ICA/W to file a refund claim with CTM/W for the amount in- 
volved. One copy each of affidavit (E), essential conditions (Ff), and end user’s 
guaranty (G) is attached. 

(c) Controls to insure against delivery of defective goods. 

The Chinese Government has no specific control procedures of its own to insure 
against delivery of defective or inferior goods by suppliers. It is the mission’s 
policy that if an ICA-financed commodity procured by a local importer turns 
out to be inferior, he be given a reasonable time to effect an equitable settle- 
ment with the supplier in question. Any dollar refund made by the supplier 
must be-surrendered by the importer to ICA. If the importer fails to reach 
a settlement with the supplier within a reasonable period, the mission requests 
IOA/W to file a refund claim with CTM/W for the cost of the commodity in- 
volved leaving to CT'M/W to take such further action against the supplier as 
may be appropriate under the circumstances. 

Both the Chinese Government and MSM/C find it difficult, in the few cases 
which do arise, to prevent the delivery of inferior goods by suppliers. It has 
also proven to be difficult to reach settlements with suppliers who have delivered 
such inferior goods. However, the Chines Government does blacklist such un- 
reliable suppliers. 

2. To what extent has there been an occurrence of items (a), (b) or (c) during 
the past 18 months? Give examples. 

As to the general topic of occurrences of (a), (6), and (c), please refer to 
the attached two overall reports on review and observation of use by the Chinese 
Government of commodities financed by ICA, viz: Unnumbered report represent- 
ing an annular review of Chines Government procedures and controls dated Janu- 
ary 18, 1957 (attachment H) and end-use report No. E-1391 (attachment I). 
Following are examples of found irregularities (attachment J contains and lists 
the reports referred to) : 

(a) and (0). Unauthorized transfers and diversion of dollar allocations. 

(1) End-use reports E—-1232 dated October 3, 1956, E—1240, dated October 12, 
1956, and E—1241, dated October 11, 1956, all covering unauthorized transfers 
and diversions of allocations for ICA-financed auto parts. Refund claims filed 
and partially settled. 

(2) End-use report E-1287, dated January 3, 1957, on unauthorized transfer 
of a spot welder imported under PA 5241. CUSA has been requested to reallocate 
the equipment to the transferee. 

(c) Delivery of inferior goods. 

(1) End-use report E—-1267, dated December 3, 1956, on inferior sprayers sup- 
plied by E. C. Brown Co., of New York, under PIO/C 50108. 

(2) End-use report E—-1338, dated May 1, 1957, on inferior pumps supplied by 
China Trade & Ind. Services, New York, under PA 4306. 
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(3) End-use report E-1355, dated June 6, 1957, on defective cigarette machines 
supplied by an Austrian manufacturer under PA 5248. 

(4) End-use report E-1392, dated October 1, 1957, on defective diesel rail cars 
supplied by a Japanese manufacturer under PIO /C 50201. 

3. Has there been any modification or revision of the aforesaid control pro- 
sedures during the past 18 months? If so explain in detail. 

There have been no major revisions during the past 18 months of the basic 
policies/procedures. However, specific recommendations in end-use reports 
and correspondence with the Chinese Government have been made designed to 
tighten and strengthen existing controls/procedures. (Refer to attachments B 
and C mentioned in connection with par. 1.) Existing policies, practices, and 
procedures are adequate and, if followed and adhered to, result in maximum 
utilization of ICA-financed commodities/services in Taiwan. Areas of weakness 
disclosed in reports are energetically followed up with the Chinese Government 
and rectification of unsatisfactory conditions is obtained. The Chinese Govern- 
ment has been generally cooperative in this respect, and responsible authorities 
have attempted to promptly implement the mission’s recommendations, 


Ill, CASH GRANT 


1. In fiscal year 1956, there was a cash grant to Taiwan in the amount of 
$4 million. 

(a) What was the justification for this grant? 

The grant of US$4 million represents part of the United States commitment 
to finance the construction of Kung Kuan Airfield. This sum was used to pur- 
chase new Taiwan dollars from the Bank of Taiwan in order to meet certain 
local-currency expenses of the airfield construction project. This procedure was 
followed because all other available local currency had been programed for 
other purposes, and generating more local currency through importing additional 
salable commodities would have taken too much time. 

(b) How were the funds expended? 

The new Taiwan dollars purchased with the US$4 million were used in the 
airfield-construction project. The US$4 million paid to the Bank of Taiwan 
became part of the foreign-exchange reserves of the Chinese Government and 
were expended in accordance with the import budget established by the Foreign 
Exchange and Trade Control Commission in consultation with the ICA mission. 


IV. PROJECTS 


1. List all actiwe projects, giving brief description of each, including: 
(a) Date project was actually started. 
(b) Estimated completion date. 
(c) Financial status (obligations, subobligations, expenditures). 
(d) Estimated total cost in dollars. 
(e) Estimated tvtal cost in local currency (distinguish between United 
States-owned currency, counterpart, and host-country contribution). 

Attachment P gives the requested information in narrative form for all 
ICA projects. In view of their large number, a similar compilation of MAP 
projects has not been made. MAAG stands ready, however, to provide informa- 
tion in specific projects as desired. 

2. Give the following information on the RETSER program for retired 
servicemen. 

(a) Total cost to date. 

In fiscal years 1955 through 1957, the RETSER program cost US$5,072,000 
plus NT$502,736,000. This estimated cost for the current fiscal year is US$819,000 
plus NT$238,556,000. Converting local-currency costs to United States dollars 
at a rate of NT$24.78 to US$1.00, total.estimated costs at the end of fiscal year 
1958 in United States dollars or their equivalent will be approximately 
US$35,806,000. 

(b) Principal accomplishments. 

The principal accomplishment of the RETSER program has been the retirement 
of approximately 68,000 overage or incapacitated men from the Chinese armed 
forces, permitting their replacement by an equal number of combat able men. 


In this way, a significant revitalization of the Chinese armed forces has already 
been achieved. 
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Physically able retired servicemen have been given productive civilian em- 
ployment. Sick and disabled veterans have been given medical treatment and, 
where necessary, vocational rehabilitation. 

(c) Future plans for program, 

As a United States-financed activity, the RETSER program will end during 
fiscal year 1959 with the completion of the last two projects, the general hospital 
and the East-West Highway. At an estimated total cost of US$37,047,000 (of 
which US$5,600,000 will represent United States dollar costs and the remainder 
the United States dollar equivalent of local-currency costs), the United State 
will have fulfilled its commitment to provide for the retirement of 80,000 men. 
The current estimate of the total cost, it might be noted, is nearly US$5 million 
less than was originally projected. 

After the termination of US financial support, the RETSER program will be 
continued by an agency of the Chinese Government, the Vocational Assistance 
Commission for Retired Servicemen. The backlog of personnel awaiting place- 
ment was 43,446 on September 31, 1957. The annual increment of servicemen 
to be retired is approximately 13,000. 

(ad) Program’s contribution to economy of Taiwan. 

The retired servicemen given productive civilian employment by the RETSER 
program will contribute to increased production primarily in the fields of agri- 
culture and forestry. The completion of the East-West Highway, on which 
project many veterans are now employed, will open important new forest, min- 
eral, and agricultural resources. The vocational training provided sick and dis- 
abled veterans will provide skilled labor for Taiwan’s expanding industries. 

Attachment P, which presents the status of the RETSER program as of Oc- 
tober 20, 1957, in tabular form, indicates the scope of the program and therefore 
the nature of its contribution to the economy. The cost figures in attachment P 
have recently been revised downward, consistent with the figures presented 
above. 

3. What are the functions of the Joint Commission on Rural Reconstruction? 

The Chinese-American Joint Commission on Rural Reconstruction (JCRR) is a 
joint agency authorized by the China Aid Act of 1948 and established by an 
exchange of notes between the two Governments. The Joint Commission has 5 
members, 2 appointed by the President of the United States and 3 by the Presi- 
dent of the Republic of China. It has a technical and administrative staff of 
11 Americans and 247 Chinese. 

In addition to other responsibilities, JCRR carries out the agricultural phase 
of the International Cooperation Administration (ICA) program in Taiwan. It 
is a semi-independent, autonomous agency subject to policy direction on the 
Chinese side from the Executive Yuan and on the American side from the Direc- 
tor of the International Cooperation Administration. It is a unique organiza- 
tion, the only one of its kind in the world. 

The China Aid Act directs it to “formulate and carry out a program for recon- 
struction in rural areas of China which shall include such research and training 
as may be necessary or appropriate.” 

JCRR provides both technical and financial assistance to Chinese agencies or 
organizations which act as sponsors for various projects which it supports. Its 
interests include selected activities which increase production, improve rural 
living conditions, support or strengthen rural organizations, improve the Chinese 
Government’s services to agriculture or encourage and develop local leadership. 

4. Would it be more economic and efficient to make the JCRR function a part 
of the regular Chinese agencies, and limit United States participation to the ICA 
mission? If not, explain why. 

The Embassy, ICA mission, and American JCRR Commisisoner recently com- 
pleted a review of this very question and concluded that at the present time the 
proposed change would bring no greater efficiency or economy. 

The Joint Commission on Rural Reconstruction was established to stimulate 
improvements in China’s agriculture through modest amounts of aid and tech- 

nical assistance. In keeping with this concept of its functions and with the 
ultimate objective of phasing out all its operations, JCRR has turned over pro- 
grams to Chinese agencies as soon as these agencies have been prepared to as- 
sume responsibility. 

JCRR is supported under the ICA budget and its American employees are on 
the ICA payroll. As reorganization would not necessarily lead to any economy. 

5. How many powerplants are there in Formosa? 

Thirty-six (hydro 26, thermal 10). 
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6. How many are under construction? 

Four (Lungchien, Nanpu II, Shenao I, Ku Kuan). 

7. How many are planned for the future? 

Eight (Shenao II, 1 new thermal (conventional or nuclear), Shihmen, Tachien, 
Chinshan, Ma-an, Shihkan, Yungshu). 

8. What is the planned total electrical output of these plants? 

One-million six hundred sixty-three thousand kilowatts (planned through 
1967) (Tachia Chi Valley, 1,296,000; Shihmen, 80,000; Shenao II, 125,000; New 
Thermal, 160,000; Yungshu, 2,000). 

9. How are the electric rates set? 

By application of a power-rate formula, components agreed to by ICA and the 
Chinese Government, after a review of each calendar year’s operating costs. 

10. Are the rates sufficient to cover production costs and to amortize indebted- 
ness for capital investment? If not, how are the deficits covered? 

Yes. Future increases due to rising costs and to expanded capital outlay for 
new plants must be covered by application of the power-rate formula. 

11. Give following information on the urea fertilizer plant: 

(a) Present status of project. 

Highty-five percent. Startup and testing will occur in December 1957. Com- 
pletion of auxiliary buildings and full production are scheduled for March 1958. 

(b) Reasons for delay in completion of project. 

Delays in provision of drawings, especially the urea section, by process sup- 
plier; mechanical failure of new equipment (GE turbine and coal-handling 
machinery) ; some delay in negotiating contract amendment with Hydrocarbon 
Research, Inc., for startup personnel. 

(c) Principal factors considered in determining whether coke or coal should 
be the basic raw material. 

The decision to use coke was based on the value to Taiwan of the byproducts 
from the proposed byproduct coke-over project. Now that the latter project 
has been delayed in Washington over 2 years, this whole very complicated 
question is again up for discussion. 

(d) Hapected capacity of the plant. 

HKighty-five thousand eight hundred me.ric tons of urea per year (44 percent 
nitrogen). 

Vv. CONTROL OVER NONEXPENDABLE PROPERTY 


1. Describe existing procedures for control and utilization of equipment such 
as motor vehicles, tractors, project equipment, household furniture and furnish- 
ings and office equipment. 

(a) Embassy and USIS. 

Procedures outlined in Foreign Service Manual are followed in the control 
and utilization of motor vehicles, household furniture, and furnishings, and 
office equipment. 

(b) ICA. 

Property accountability records are maintained in all nonexpendable property, 
such as household furnishings, office equipment allocated to the mission execu- 
tive office. Property is purchased for ICA mission use out of technical support 
funds, treated in all respects like United States Government property, and the 
records kept are the same as those maintained on United States Government 
property except for indication that title rests in the Chinese Government. 

(c) Taiwan Defense Command. 

Motor vehicles.—With the exception of Flag sedans, all vehicles are operated 
out of the United States Taiwan Defense Command motor pool under the super- 
vision of a dispatcher. Standard-trip tickets are utilized for control of vehicles 
and are required to be completed by all passengers. Chinese military drivers 
operate all vehicles and are given both written proficiency and road tests prior 
to assignment. Preventive maintenance accomplished at motor pools; all other 
repairs contracted for with civil air transport (motor vehicle repair). 

Tractors—None held by COMTAIWANDEFCOM (US). 

Project equipment.—Not applicable. 

Household furniture.—The houses occupied by the Commander and Chief of 
Staff, United States Taiwan Defense Command, are equipped with United 
States Government-owned household furniture. Control is maintained by the 
Command Supply Office through custody cards signed by the respective aides. 
In addition, a limited quantity of household furniture is held by this command 
for issue to military personnel awaiting receipt of personal household effects 
from the United States. Control is maintained by temporary custody receipts 
signed by the applicable borrower. 





FOREIGN-AID CONSTRUCTION PROJECTS 1187 


Household furnishings—Items of household furnishings held by this com- 
mand are utilized in the Bank of Taiwan houses occupied by the Commander 
and Chief of Staff, United States Taiwan Defense Command, and in the VIP 
quarters located in the headquarters building. Control of household furnish- 
ings located in the houses occupied by the Commander and Chief of Staff, United 
States Taiwan Defense Command,is maintained by the Command Supply Office 
through custody cards signed by the respective aides. Control of household 
furnishings located in the VIP quarters is maintained by the Command Supply 
Office through custody receipts cards signed by the Headquarters Commander, 
Staff, United States Taiwan Defense Command. 

Office equipment.—Control of office equipment is maintained by the Command 
Supply Office through equipage stock card and custody record (Nav. S and A 
Form 306) signed by the various section heads or their authorized officer rep- 
resentative. A semiannual inventory of office equipment is held by the Command 
Supply Office. 

(d) MAAG. 

Except for automobiles, all equipment and furnishings used by MAAG are 
supplied by the Chinese Government. United States Government-owned are 
despatched and controlled through a motor pool under standard Army regulations. 

(e) 138th Air Task Force. 

Procedure for control, proper utilization, and responsibility of public property 
are contained in the following Air Force publications: AFM 67-1, AFR 67-10, 
AFR 5-25, AFM 77-1. 

(f) Naval Medical Research Unit No. 2. 

(1) Vehicles.—A dispatcher’s desk is maintained by an indigenous employee 
who keeps a current log and trip tickets as required by Bureau of Docks. A reg- 
ularly employed auto mechanic makes certain the vehicles receive preventive 
maintenance inspections, and makes minor repairs which are within the scope of 
NAMRU facilities. 

(2) Other equipment and furnishings.—Procurement requests for equipment 
items are received from department heads and screened by the stock control 
section prior to approval, to ascertain if the requested item or a suitable sub- 
stitute is on hand. Upon receipt, each item of equipment is assigned a plant ac- 
count or minor equipment number as appropriate. This number is affixed to 
the item; equipment locator cards prepared and placed in the appropriate file. 
An issue voucher is prepared and signed by the individual in whose custody the 
property is placed. Certain items of household furniture (i. e., beds, mattresses, 
chairs) which can be spared from the unit are temporarily loaned to new ar- 
rivals to the unit until the arrival of their household goods. 

(g) Naval Augiliary Communications Center. 

The US/NACC activity on Taiwan is subject to United States Government 
regulations directing the control and utilization of nonexpendable property. 

(h) Army attaché. 

Under the supervision of the Army attaché and the administrative officer, the 
supply sergeant assigned to this office controls the issue of and accounting for 
all nonexpendable property in according with current Army regulations. Fre- 
quent inventories are made to maintain current accounting for all property issued 
this office. The use of vehicles assigned to the office is controlled by the motor 
officer using the normal United States Army dispatch system. Property is 
issued and utilized strictly in accordance with applicable United States Army 
regulations. 

(i) Naval attaché. 

Motor vehicles assigned for the use of the office of the naval attaché, Taipei, 
are controlled by a transportation officer under the close supervision of the 
naval attaché. Office equipment is controlled by the supply officer in accordance 
with the Standard Navy Property Accounting System, revised July 1, 1957. 
Other categories of property are not assigned for the use of this office or its 
personnel. 

(j) Air attaché. 

Motor vehicles assigned to the office of the air attaché are controlled through 
the use of motor vehicle trip tickets which are closely supervised by the trans- 
portation officer in charge of the motor pool as well as the executive officer and 
the NCOIC of the air attaché office. Office equipment and supplies are con- 
trolled by a supply officer and a supply noncommissioned officer. These two type 
items constitute the supply utilized by the air attaché office. 
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2. Have there been any irregularities within the past 18 months in connection 
with the issuance or utilization of any of these types of items? If 80, explain 
fully and state when and to whom such incidents were reported. 

(a) Embassy and USIS. 

There have been no irregularities within the past 18 months in the issuance or 
utilization of any type of items, except that which occurred during the riots 
a May 24, 1957, which was reported fully to Washington a short while there- 
after. 

(5) ICA. 

A few cases of theft of small items from residences by servants have oc- 
curred within the past 18 months. These thefts were investigated and proper 
accountability established through regular survey board procedures. 

(ec) Taiwan Defense Command. 

There have been no irregularities except for occasional pilferage of gasoline and 
some abuse of motor vehicles by Chinese military drivers. This matter has 
been brought to the attention of Chinese Army and service force authorities, 
who are making a continuous effort to eliminate irregularities. 

(4) MAAG. 

Only minor irregularities in connection with the use of Government property. 
Offenders have been Chinese employees who have been diciplined by the Chinese 
authorities. 

(ec) 13th Air Task Force. 

During the past 18 months there have been no irregularities or deviations in 
policy set by the Air Force pertaining to control and utilization of public prop- 
erty. 

(f) Naval Medical Research Unit No. 2. 

There have been no irregularities in the past 18 months. 

(9g) Naval Auziliary Communications Center. 

There have been no irregularities in connection with the issuance or utilization 
of any of this type of property. 

(h) Army attaché. 

There have been no irregularities within the past 18 months having to do 
with the issuance or utilization of nonexpendable property heid by this office. 

(i) Naval attaché. 

There have been no irregularities within the past 18 months in connection with 
the issuance or utilization of any nonexpendable property assigned to this office. 

(j) Air attaché. 

There have been no irregularties within the past 18 months in connection with 
the issuance or utilization of supply items. This fact was confirmed by the 
inspector general’s office of the United States Air Force within the past month. 


VI. END USE INVESTIGATION 


1. Describe scope and existing procedures for making end use investigations. 

(a) ICA procedures. 

The ICA procedures for making end use investigations are outlined in section 
8200 of ICA Mission Standard Operating Procedures and ICA Manual Order 704, 
previously referred to. Stipulations contained in these two documents are closely 
adhered to by the ICA mission’s end use staff. The scope of the ICA mission end 
use activity is summarized quarterly to our Washington headquarters in three 
reports, ICA 7-69, 7-70, and 7-73, which encompass the major aspects of the 
mission’s end use coverage. The latest issues of such reports are attached hereto 
as indicated: 

(1) Nonproject type assistance or commodity programs (see attachment H 
previously referred to herein), and report 7-73 for the quarter ending September 
30, 1957 (attachment K). 

(2) Review and evaluation of project-type assistance, report 7-70, for the 
quarter ending June 30, 1957 (attachment L). 

(3) Review and audits of counterpart-financed projects, report 7-69, for the 
quarter ending June 30, 1957 (attachment M). 

(4) Individual end use investigations on nonmilitary projects, where the 
mission’s controller staff acts as agent for the military assistance advisory group 
(MAAG). 

(5) Evaluation of technical assistance contracts—activities in this field are 
reflected in a quarterly fund status report on ICA-financed technical service con- 
tracts submitted to ICA/W, the latest issue of which dated June 30, 1957, is 
enclosed (attachment N). 
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(6) End use investigation and evaluation of relief supplies distribution under 
Public Law 480. (See attachment I previously referred to.) 

(7) Utilization of the services of returned technical assistance participants 
(individual reports). 

All ICA mission controller’s reports, except those pertinent to the military, are 
addressed to the ICA mission director, with copies distributed to concerned 
technical divisions of the ICA mission, to CUSA, agencies audited and, in cases 
of “unsatisfactory” reports, to the audit division, controller’s office, ICA/W. 
Reports pertinent to the military are addressed to the Chief, MAAG, with copy to 
the Ministry of National Defense (MND) and the agency audited. 

Attachment O presents a summary as of June 30, 1957, of the ICA mission’s 
activity in the field of audit and end-use control, and the status of such activity 
as of that date. This document is utilized by the mission for operational pur- 
poses in planning and conducting audits, end-use investigations, and studies. 

(>) MAAG procedures. 

Tbe manner in which an end-use investigation is conducted depends on 
wheiher the investigation concerns itself with MAP constructed facilities, MAP 
furnished hard goods, or MAP furnished consumables. Generally, facilities 
investigations are conducted jointly by MAAG and ICA/MSM/C personnel. 
Such an investigation is extremely broad in scope, covering every building of 
the facility to determine if the current usage is the same as that originally re- 
quested and for which the building was programed and constructed. A request 
for change in end-use, based upon a changing military situation, or one which, 
if approved, will improve the facility, is speedily investigated and if a justified 
request, immediately approved. 

The controller, ICA/MSM/C, causes an end-use inspection to be made upon 
the request of MAAG, when diversion of hard goods or consumables to other 
than military usage has either been reported or suspected. This type investiga- 
tion involves a thorough check of all records concerned, such as requisitions, 
waybills, ete., to determine if such diversion actually took place. 

MAAG and ICA/MSM/C share the responsibility for end-use investigations 
of MAP furnished construction materials. The scope is broad and includes 
complete investigation of the manner in which contractors utilized such ma- 
terial in fulfilling their contract. 

2. Describe briefly any irregularities disclosed by such checks within the past 
18 months, and state the disposition made of each. 

(a) Irregularities in use of civilian aid. 

In addition to the “unsatisfactory” cases previously mentioned herein, the 
following irregularities were found during the past 18 months (see attachment 
“J” previously referred to) : 

(1) End-use report E-1200, dated August 20, 1956, on the unsatisfactory op- 
eration of a small freighter procured by the Fukien provincial government with 
counterpart funds (JCRR-sponsored project). The mission has recommended 
that the vessel be scrapped and proceeds be used to offset the disbursements. 
Case pending. 

(2) End-use reports E-1359 and E-1359A, dated June 4, 1957, and October 
14, 1957, respectively, on the unsatisfactory operation of a sweetpotato dehydra- 
tion plant owing to nonavailability of market. CUSA has been requested to 
convene a meeting to explore marketing possibility with concerned agencies. 5 

(3) End-use report E-1371, dated August 12, 1957, on unsatisfactory utiliza- 
tion of a number of housing units constructed under the counterpart-financed 
public housing program. The sponsors of the housing units in question have 
been asked by CUSA to refund the money involved to the special account. 

(4) End-use reports E—1245, E-1310, and E-1341, dated October 23, 1956, Feb- 
ruary 12, 1957, and May 23, 1957, respectively, on nonaccountability on the 
part of several local soap factories for beef tallow received. Refund claims have 
been filed by ICA/W. 

(5) End-use report E-1291, dated October 1, 1957, on certain irregularities in 
the distribution of relief supplies under Public Law 480. Appropriate recom- 
mendations for corrective actions have been made. 

(b) Irregularities in use of military aid. 

The cases listed below represent a very small percentage of the MAP end-use 
investigations conducted during the past year and one-half. The disposition of 
each follows a pattern of joint MAAG/ICA recommendations to the appropriate 
Chinese officials, a rating of either incomplete or unsatisfactory on the end-use 
inspection report, which holds that inspection open until corrective action has 
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been taken and made a matter of record. Many of the investigations resulted 
in requests for refund from small sums to one request for over NT$7,000,000 
The NT$7,000,000 refund request was based upon large scale misuse of funds al- 
lotted for the construction of airfields. The request for refund of this large 
amount was eventually honored, and the money has been deposited in the appro- 
priate special account. 

(1) An investigation of the alleged unauthorized diversion of DFS financed 
soyabeans imported for the use of the Chinese armed forces disclosed that the 
diversion was discovered by Chinese agencies and resulted in the arrest of nine 
persons who were being prosecuted according to Chinese law. A total of approxi- 
mately 52 metric tons of United States aid soyabeans were misappropriated dur- 
ing the period of June 13, 1955, through September 14, 1956, by harbor personnel 
and quartermaster depot personnel in collusion with the surveyer’s tallyiman 
and other parties. Disposition, in addition to the prosecution of those involved, 
was a request by ICA/W for refund of the cost of the diverted soyabeans and 
the recommendation that control procedures be tightened to prevent recurrence 
of such diversion. 

(2) Another example was the routine check of the allocation and processing 
of wheat for direct forces support imported under PA6154. It was learned that 
the Central Trust of China (CTC) was realizing a profit on these transactions. 
The recommendation was that: 

(a) NT$305,896 in the hands of CTC, representing the profit realized from 
the sales of 6,792 metric tons of DFS wheat be immediately turned over to CUSA 
for deposit into the appropriate special accounts. 

(b) The wheat-flour processing agreement presently in effect be completely 
reviewed. (It was apparent that the payment of processing charges by reten- 
tion of bran was too generous as evidenced by the offer of payment of money 
in return for the award of contracts to certain mills. ) 

(c) Contracts for processing wheat into flour be awarded on open bids only 
and not to a few selected mills. 

(d) CUSA advise all Chinese agencies handling the allocation of DFS of 
DS commodities for processing that to seek financial gains from the allocation 
of United States aid supplies, without explicit prior approval from the alloca- 
tion of United States aid supplies, without explicit prior approval from CUSA, 
MAAG, and ICA/MSM/C is contrary to the purposes for which the commodities 
are imported. 

(3) In August, 1956, at the request of MAAG, a special end-use check was 
made of the counterpart-financed barracks built for the CAF in Kangshan Air 
Base. It was discovered that one of the barracks had been partioned into twelve 
rooms which were used for food storage, making of blueprints, a barber shop 
and quarters for the barber, a post exchange, a file room, testing laboratories, 
and storage of general supplies. MAAG and MSM/C recommended that: 

(a) Building B—86 be restored to its original purpose within 30 days. 

(b) A request for minor changes in end-use receive favorable consideration, 
provided the barber shop and PX are not included in the request. 

(4) In March, 1957, an end-use check was made of the Intelligence Bureau 
Hospital, at Khihlin. Inspection revealed that DFS constructed wards con- 
structed for tuberculosis patients, had been turned over to the intelligence 
bureau without authority, that United States aid equipment was being utilized, 
and that dependents utilized this facility, among other things. This inspection 
resulted in the recommendation that: 

(a) Prior to 1 June 1947, the entire facility revert to its original pro- 
gramed and intended purpose. 

(b) The treatment and care of dependents cease immediately. 

(c) Possible misuse of supplies and equipment at this facility be made the 
subject of an investigation to determine responsibility therefore. 

(d) ICA/MSM/C and MAAG be advised of action taken to prevent like mis- 
use of other medical facilities in the future. 


VII. COUNTERPART FUNDS 


1. Is there any conflict between the requirements of the Mutual Security Act 
of 1954, as amended, and the bilateral agreement with China with respect to the 
depositing of counterpart? 

There is a conflict. The bilateral agreement was negotiated under the China 
Aid Act of 1948, and provided for a commensurate deposit of counterpart. The 
Mutual Security Act of 1954 provided a different formula, i. e., a deposit of any 
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proceeds that accrue to the Government by reason of the import of ICA financed 
goods. ICA resolves this conflict by holding that in a situation where the 
bilateral does not conform with the most recent legislation, the agreement may 
continue to be honored so long as there is produced no less counterpart than by 
the new formula. By reason of a special situation in the China operations, the 
bilateral has not yet been amended. In fact, the deposits of counterpart are 
upon the accrual basis. That is, in practice, the Chinese Government is billed 
upon a commensurate basis plus requiring that it also deposit accruals to the 
Government such as customs duties and harbor dues. The decision to effect 
this additional requirement was made because it was considered that China was 
not truly making a commensurate deposit, thus leaving only the alternate of 
following the formula prescribed by the Mutual Security Act of 1954. The reason 
that China was considered not truly making a commensurate deposit was because 
of the fact that China, being unable to make the required deposits, was allowed 
to defer until its budgetary condition was such that it could catch up. 

2. Is any distinction made between private importers and Government 
procurement? 

There is no distinction between private importers’ procurement and Govern- 
ment or Government corporation procurement with United States aid funds. 
The same policies and procedures apply and both pay into the counterpart fund 
via CUSA the commensurate value of the imported commodity at the rate of 
NT$24.78 to US$1. 

3. Are counterpart deposits in arrears? If so, what steps are being taken 
to remedy the situation? 

Since the question makes reference to “deposits” it is believed to be pertinent 
to all local currency deposits, i. e.: 

(a) United States owned deposits (comprising proceeds from sales of agricul- 
tural commodities in fiscal year 54, 55, 56 and 57 under sections 550 and 402 of 
the Mutual Security Act of 1954, as amended, or under Public Law 480, tile I). 

(b) Chinese Government owned deposits, but under joint control of the Chinese 
and the United States Government (comprising “counterpart funds” deposited 
in special account No. 1 derived from proceeds resulting from United States aid 
financed imports, and whatever direct revenues derived therefrom by the 
Chinese -Government). 

With respect to (a), there are no arrears; both mission billings and Chinese 
Government payments on a current basis. 

In regard to (b), “arrears” are defined to be local currency payments which 
should accrue to the special account No. 1 against actual United States dollar 
disbursements (as evidenced by ICA/W “run 13” which constitutes the disburse- 
ment records) upon which billings to the Chinese Government are predicated, 
but for which local currency has not been deposited by the Chinese Government 
as yet. 

According to the Mission’s records the current portion of arrears as of Sep- 
tember 30, 1957, aggregated US$34.5 million. 

However, if certain items for which liability by the Chinese Government exists, 
but for which determination of ultimate collectibility is still pending, are deemed 
to be “arrears,” the total amount thereof would aggregate US$240.6 million, as 
follows: 

Millions of 
United States 








dollars 

Cumulative Billings, since inception of the program, April 3, 1948 to Sep- 
ONE SIC FIN ala nac cnc sunita eevee nace 0s oe cn apsoencirenneetenarie manag aimee Een aie aan 638. 4 
Cumulative deposits to special account No. 1----..-----_-------------- 397. 8 
Cen CN I iin oe rte sta ese neces onuinamnieattinben 240. 6 

(1) Mainland China arrears covering the period from April 3, 1948 

oo ee ee ee a eee 111.7 

(2) Direct Forces Support (DFS) common use items_____------~-~ 94.4 
206. 1 
Current portion of arrears, exclusive of 1) and 2)----------_----- 34.5 


1The exchange rate is comprised of the following elements: Exchange settlement rate, 
15.65 ; defense tax (20%), 3.13; exchange certificate, 6.00. 
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It is pertinent to note that the above amount of US$34.5 million results mostly 
from sales of high cost capital equipment on an installment basis, repayments 
of which are being made on schedule. 

With respect to item (1) above, the mainland arrears represent the value of 
the goods delivered by ECA to China from the inception of the program and 
abandoned by China upon the fall of the mainland. Due to the constant deval- 
uation of the Mainland currency at the time, there was no request for the deposit 
of such amount, except immediately concurrent with its prephased use. The 
matter has been receiving close attention by ICA/W and it is still under study 
and consideration. 

In regard to item (2), this amount represents the value of commodities im- 
ported for military use by the Chinese military. Since these commodities went 
directly to feed and clothe soldiers, there was no income as such to the Chinese 
Government, consequently there were no funds available to the Chinese Govern- 
ment with which to make deposits, except by increasing Government deficit. 

Prior to ICA/W run 13 of October 1956, the Chinese Government was billed 
by the mission for general aid applicable to the special account No. 1 on a 
monthly basis, covering only US$ disbursements effected during the month on 
which run 13 was rendered. However, beginning with October 1956, billings 
of general aid were effected by the mission on a cumulative basis from April 3, 
1948, inclusive of the amounts cited under (1) and (2) above. Billings are 
being rendered to the Chinese Government monthly. 


LIST OF ATTACHMENTS 


(Notre.—The attachments tested below, and referred to in the mission’s re- 
sponses, are primarily statistical in nature and are quite bulky. Consequently, 
they have not been included, but have been retained in the subcommittee files.) 
A—3200 end-use section. 

B—TOICA A-1741, report on review and evaluation of ICA-financed procurement, 
June 26, 1956. 

C—TOICA A-349, review and evaluation of ICA-financed procurement, August 
28, 1956. 

D—Regulations governing the utilization and transfer of aid equipment and/or 
commodities. 

EK—Affidavit. 

F—Hssential conditions to be fulfilled by approved applicants or their designated 
importers for allocation received under ICA-financed commercial procure- 
ment—revised August 23, 1956. 

G—Translation—end-user’s guaranty. 

H—Memo—Baranson to Brent—annual review of cooperating government’s sys- 
tem of procedures and controls relating to the use of nonproject assistance, 
January 18, 1957. 

I—Memo—Baranson to Brent—initial end-use report E-1391, October 1, 1957. 

J—Listing of reports. 

K—Report to ICA~7—73—period July 1, 1954, through Sept. 30, 1957. 

L—Report No. ICA—7-69—period ended : June 30, 1956. 

M-—Report No. ICA—7—70—period: June 26, 1951, to June 30, 1956. 

N—Quarterly fund status report as of June 30, 1957. 

O—ICA-MSM/C—CONT—Audit division activity report as of June 30, 1957. 

P—ICA projects. 

Q—Status of RETSER program. 





Appenprx IIT 


SUMMARY STATEMENT IN RESPONSE TO QUESTIONS SUBMITTED BY THE Harpy 
COMMITTEE, UNITED STATES OPERATIONS MISSION, SAIGON, VIETNAM 


(Attached herewith are summary answers to the several questions forwarded 
by the Department of State on behalf of the Hardy Committee. Should the com- 
mittee desire further information, USOM/Saigon will be pleased to provide it 
either orally or by submission of additional documentation. ) 

1. What is the present status of the refugee program? 

The Cai-San project covers an area of approximately 30,000 hectares. Prior 
to the war, the region known as Cai-San contained more than 100,000 hectares of 
rice-producing lands. The Cai-San project, because it restored security to an 
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insecure area and brought economic activity to a destitute section of the coun- 
try, has caused the return to the region of numerous independent farmers and 
merchants and will be primarily responsible for ultimate full cultivation of the 
area. 

The total number of refugees in the Cai-San area is 47,000 in approximately 
9,400 families. 

It is estimated that for all practical purposes the work of actual resettlement 
has been completed and all refugee villages (316 villages) have been integrated 
into the local economy under the various provincial governments. All that 
remains to be done are periodic checks to assure that resettlement is being 
stabilized within the framework of provincial governments. 

All of the 551,000 refugees or 116,000 families requiring resettlement have 
been resettled. The resettlement Section of the Field Service Division is 
presently engaged in the preparation of the final revision of all refugee village 
subprojects. These revisions will show a substantial reduction (VN$192,500,000) 
in the overall cost of the refugee program. 

The refugee program will be close officially on December 31, 1957. 

2. What control audit procedures were used in connection with heavy equip- 
ment and hand tools allocated to the refugee program? 

The total number of tractors assigned to the Cai-San project was 112 tractors 
of various makes—100 of these tractors were ordered specifically for this project 
while the other 12 tractors were borrowed from 1955 project 30-12-0045 (My-An 
project) in order to begin operations in January of 1956. The tractors ordered 
for Cai-San were obtained from manufacturers in the United States through 
regular United States Government contract purchasing procedures. The landed 
cost of the 100 tractors, accessories, and spare parts was US$655,000. 

The primary use of these tractors at Cai-San was to prepare the land for rice 
cultivation through brush cutting, harrowing and disk plowing. 

It was determined that 9 Oliver tractors among the 100 purchased specifically 
for Cai-San were more suitable in the mountainous area where they were 
urgently needed, and therefore were diverted from the Cai-San project. The 12 
tractors originally borrowed from the My-An project were returned during April 
and May of 1956 after the arrival of the new tractors. 

The distribution of hand tools was the responsibility of the Vietnamese Refugee 
Commission. It was agreed that tools, roughly amounting in value to VN$400 
per family, be distributed to refugee farm families in all villages. 

To date all refugee families eligible for receiving hand tools have received 
their allotment. A few items (with a value of less than $25,000) remain on hand 
and will be used in the current land development program. 

The agricultural hand tools were purchased by the Emergency Procurement 
service (EPS) in Tokyo at a cost of US$1,054,300. 

While crawler tractors, fitted with bulldozer and angle-dozer blades, fall 
under the general heading of earth-moving equipment, the equipment in ques- 
tion was procured for clearing forest lands under the refugee program. 

‘The equipment was as follows: 12 crawler tractors with bulldozer and angle- 
dozer blades, 2 logging arches, 2 anchor chains, 2 brush cutters, 2 heavy duty disk 
plows, 2 low-bed trailers, 4 dump trucks, 5 jeeps. 

Various items of equipment for maintenance and wood-cutting were also 
procured. 

This equipment has proved highly suitable for clearing heavily forested lands 
in the mountainous areas. Upon its receipt it was assigned to work on desig- 
nated refugee projects. Later this year the Government of Vietnam organized 
a mechanical cultivation service to operate and maintain all land clearing and 
agricultural equipment assigned to the refugee and related programs. While 
most of the equipment for this purpose was obtained from United States aid 
projects, some was also supplied by the French Economic Aid Mission and by 
the Colombo plan. USOM provides a technical adviser to the mechanical 
cultivation service and expects the equipment ordered originally for Cai-San 
and other resettlement projects to be used for a long while to come in the 
development of agricultural land in Vietnam. 

3. To what extent have agricultural commodities been distributed in connec- 
tion with the refugee program under title III, Public Law 480? 

All commodities obtained under title III, Public Law 480, for distribution in 
Vietnam have been handled by voluntary agencies. USOM responsibilities in 
relation to the program have been limited to review of the semiannual requisi- 
tions for commodities, payment of the costs of ocean and inland transport of such 
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commodities, and end use spot checks of the program. Although several voluntary 
agencies have participated in this program in Vietnam, by far the largest part 
of the distribution has been handled by the Catholic Relief Services (CRS). 
Consequently, the following description of the criteria, methods, and controls used 
by the CRS in administering their distribution program may be taken as reflect- 
ing the way in which Public Law 480 commodities have been handled in Vietnam. 

(a) Each village or establishment that receives food must fill out a question- 
naire, indicating the number of aged, handicapped, and infirm persons; the num- 
ber of partially or fully unemployed families; and the number of widows and 
orphans that are considered permanent residents of the village. This informa- 
tion is verified by CRS representatives and submitted to Saigon for approval. 

In all phases of distribution, rations are dictated by actual conditions and 
availability of foodstuffs, but never to exceed the following quantities: 

650 grams of rice a day to each needy person—number of days per month 
fixed by conditions and need 
kilos wheat flour each month 
kilos cornmeal 
kilos pinto beans 
can cottonseed oil every quarter 
can powdered milk every quarter 
can processed cheese every quarter 

(b) The supplies are consigned to CRS representatives in various centers who 
redistribute them on a monthly basis. A ration card system has been initiated, 
which shows the quantity of surplus commodities received by each family or 
individual. Staff members of CRS-Saigon make frequent and unannounced 
inspection trips to the field and all records are checked for discrepancies. 

(c) There is some evidence of black marketing of Public Law 480 commodities, 
particularly cheese, powdered milk, and cottonseed oil. One can usually find a 
few cans of these commodities on sale near the central market in Saigon and in 
similar locations in provincial cities. The amount available is seldom very large 
and the problem of black-market sale does not appear to be serious in relation 
to the volume of goods distributed and the real need met by this distribution. 

While the assistance of national and local authorities in using police action to 
suppress this traffic has been obtained, it has been found that other methods are 
more effective than police action. Voluntary agencies have had considerable 
success in teaching the Vietnamese how to use products such as cheese and corn- 
meal with which they were unfamiliar, since it was found early in the refugee 
program that many commodities were sold by the refugees merely because they 
did not know how to use them. Steps have also been taken to eliminate from the 
distribution list products which after a while have been found to be unsuitable 
to the Vietnamese diet. These include butter and butter oil. Finally, the CRS 
has developed a ration card and monthly distribution system based on need, has 
improved its controls over commodities when shipped to the final recipient, and 
systematically inspects the distribution system. At the village level the distribu- 
tion is largely policed by the recipients needing and wanting the food. Thus, 
public opinion stops village leaders from diverting the commodities. This and 
the work of voluntary agencies staff members and the help of the economic police 
prevent any large-scale black-marketing operations. 
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Total amount of surplus commodities received from 1955 to 1957 




















[Pounds] 
Item 1955 1956 | 1957 

I lat id ae EDS. t..c achesamansnetl «—tincammlahiaidibaeaaed 1, 399, 116 992, 040 971, 880 
Milk (powdered) _-......----- bnteig beeen dat hangin eeu miana 3, 251, 174 5, 935, 005 | 3, 835, 458 
Se IN ook io eaten cee cdbbenudebbcanbeadacatinn 74, 156 e, O68 Tain. sud. 
Ce Gia a on Skid 5 ks oad ses eect een oh 2, 436, 612 SB FGRESD bow dcceccanicsas 
a er ee aap <ijidllirtbinienhewnbelitnmieeas 259, 215 PE ED ‘Ts winintvastnicadiee 
ITAL. 2220S 0s ae bes ecins Ailtrpinca a eee atin TITUS, Nooo toth dure es 0 Boe 
RE  ninimeumonnnnibaciweccdpmenaien ochamnadehkathhad eden ABLE iin bailed | 7, 189, 700 1, 689, 811 
EO ING ay ela 5 3c 9 6k onl bea pn bd bben seeing AGA a Oss decmab ied | A ecules . 1, 440, 500 
Corn meal.------ ; 20, 340, 218 | 35, 804, 250 
RS eis a i a Be ee Racha s apne age Met Sek pabaicbs antes A 84, 289, 600 42, 440, 800 
MOON BEL ak Lgl sd Bhd path udebende bn Bebeha de 5,460,000 | 27, 833, 413 

Tb cuhobinsht dd blmhdatthieoonndiaans ede eiheeieen ake 10, 081, 973 132, 863, 839 | 114, 016, 112 
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4. Have Vietnamese agencies accounted for all local currency funds generated 
by ICA cashs grants issued for their refugee program? 

The Government of Vietnam has assembled, reviewed, approved and made 
available to USOM for audit, records covering more than the VN$1,410,445,000 
(equivalent of US$40,298,428), furnished under 1955 project 30-95-075, aid to 
refugees (Operation Exodus). 

The Controller’s Division of USOM to Vietnam has audited and approved 
documentation of two-thirds of this total and is proceeding as rapidly as pos- 
sible to audit the remainder. Until this audit is completed the Government of 
Vietnam cannot be said to have accounted for all local currency generated by 
ICA cash grants, but it appears to have provided the documentation necessary 
for satisfactory accounting. 


BRIEF BACKGROUND OF OPERATION EXODUS 


Operation Exodus was the project through which the Vietnamese living 
in North Vietnam sought refuge in South Vietnam under the terms of the 
Geneva agreement. The emergency nature of this project (30—-95-075) did not 
permit extensive planning. The GVN and its agencies could be described at 
that time as embryonic. The combined efforts of the USOM and the GVN 
could be described as having been on a “crash” basis, with the attendant con- 
fusion, maladministration and inefficiency that besets a war-torn country. Pri- 
mary, however, is the fact that Operation Exodus was successful from the 
standpoint of transporting the refugees to South Vietnam and providing for 
their initial reception and resettlement. Not to be forgotten is the impact that 
Operation Exodus made upon the free world. 


A. ICA financing 
The local currency funds for this project were generated in part through 
provisions of a tripartite agreement between the United States, France, and 


Vietnam, and in part by the deobligation and reprograming of prior fiscal year 
funds. Specifically: 


US$ VN$ 
Cash grant handled by tripartite agreement-_-_...............-....--.......- 28, 571, 428 | 1,000, 000, 000 
Unexpended, fiscal year 1955 balance of mission allotment for refugees__...__- 10, 385, 000 363, 475, 000 
Reprogramed funds from associated states, 1951-54...............-......--..- 1, 342, 000 46, 970, 000 


i agga = ncghononcasuscadqh}utaussanseenasoubintedseanamedaesideaneia 40, 298, 428 | 1, 410, 445, 000 


B. Other financing 


In addition to the local currency generated by ICA financing, the GVN con- 
tributed VN$1 billion—VN$500 million of which was later reimbursed from 
counterpart funds to make a net GVN contribution of VN$500 million. There 
were also miscellaneous donations of VN$4,841,594. Total local currency fi- 
nancing : 


TOA Grameces :contelbtlotesc. ic sii cdo ek VN$1, 410, 445, 000 
Dee Gere Contre ia ks eet i ei ee 500, 000, 000 
DEICOTI AIOE COUURTIOUN ose ii es a Sb ie 4, 841, 594 

DO i Bed seen dae aa ae ae 1, 915, 286, 594 


0. Release of funds to Government 


The GVN advanced funds from its national budget in August, September, 
November, and December of 1954 to cover immediate expenditures. The first 
release of funds by USOM was made in December 1954 and was followed by 
additional releases through September 1956. By September 1956, the entire 
ICA financed contribution had been released. 


D. Handling of funds by Government 

Funds were disbursed in three principal ways: 

(1) By cash advances to refugee commission officials and other responsible 
Government functionaries, totaling VN$1,471,294,104. 

(2) By the National Treasury for sundry expenditures, totaling 
VN$199,564,296. 
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(3) By subreleases to regions totaling VN$106,869,766. There was an addi- 
tional distribution of VN$2 million to Chinese refugees, the payment order for 
which stated that documents of justification need not be submitted. There was 
no explanation for this unusual condition. 


DOCUMENTATION OF EXPENDITURES 
A. Responsibility 

It is the responsibility of the GVN to properly account for the ICA financed 
contribution to this project. It is the responsibility of the Audit Branch, Con- 
troller Division, USOM, to review this documentation. The Audit Branch began 
its examination of documentation in 1956 and this review has continued to 
date as documentation became available and within the limitations imposed 
by current workloads and staffing. The present status of this exercise is shown 
on attachment 1. 

B. Method of review 

Since the ICA contribution, the GVN contribution and miscellaneous dona- 
tions were commingled, it has been necessary to consider the overall financing of 
Operation Exodus, while at the same time keeping in mind that our primary 
interest is the documentation of the ICA financed contribution. 

The mission examination of documentation has been based upon: (1) The 
mathematical accuracy of documents; (2) compliance with GVN budgetary 
regulations; and (3) a selective spot check of vouchers to determine propriety 
of expenditures. 

Of the three principal types of disbursements mentioned above, the mission 
examination has been concentrated on the sundry expenditures and the cash 
advances. Substantiating vouchers for the sundry expenditures are on file at 
the national treasury, as are those pertaining to cash advances, the latter having 
been approved first by the Refugee Commission and then by the Ministry of 
Finance. Total sundry expenditures and cash advances exceeded the ICA con- 
tribution. 

C. Progress of review 

Prior to July 1957 USOM review was centered at the national treasury where 
all approved documents of expenditure are finally recorded and filed. In July 
1957 it became evident that the GVN processing of documents pertaining to 
cash advances, from the Refugee Commission to the Ministry of Finance to 
the national treasury, had come to a virtual standstill. Upon investigation it 
was found that expenditures were being reviewed by payment orders, and that 
the entire documentation supporting individual payment orders was being 
rejected if all expenditures made therefrom were not approved. It followed 
that portions of the rejected payment orders represented acceptable docu- 
mentation. The mission review for the past 3 months has been concentrated at 
the Ministry of Finance and the Refugee Commission, reviewing these portions 
of rejected payment orders. In this manner additional expenditures totalling 
VN$210,585,191 have been examined and approved. 

A review was also made of the reasons for which documents were rejected. 
This review demonstrated the severity and thoroughness of the GVN approval 
procedure. For example, documents were rejected for: minor mathematical 
errors, for lack of distribution lists for various commodities; incomplete in- 
formation on distribution lists with respect to ID card numbers of all benefi- 
ciaries. 

Our examination of vouchers at the national treasury has recently been 
resumed and documentation totalling —VN$313,395,599 has been made available 
to us. This group of documents has been approved by the Refugee Commis- 
sion, the Ministry of Finance, and the national treasury. If they are accept- 
able to us, the ICA financed contribution to Operation Exodus will have been 
completely documented. 

As of October 31, 1957, the cash balance at the national treasury was 
VN$135,558,428. This amount represents funds not disbursed and unexpended 
funds recovered in the course of justifying payment orders. It is not possible 
to determine the source of the original financing that constitutes this balance, as 
all funds were commingled. 


Summary 


(1) The GVN, at the levels of the Refugee Commission, the Ministry of Finance, 
and the National Treasury are proceeding with the tremendous task of accumu- 
lating documentation relating to the 1955 refugee program. What with current 
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business, this process of documentation does not appear to have been given 
priority attention. 

(2) The mission, through the Audit Branch of the Controller Division, has 
been and is making continuous efforts to review this documentation at the various 
levels within the GVN. 

(3)The mission has reviewed and found acceptable documentation totaling 
VN$950,905,702. Further, documentation attested to as destroyed by fire totaling 
VN$147,471,400 may be considered as acceptable for our purposes. 

There is now available at the National Treasury documentation totaling 
VN$313,395,599, which, if found acceptable to us, will complete the documenta- 
tion of Operation Exodus. 


Attachment 1.—-Status of documentation supporting Operation Exodus eapendi- 


tures as of Oct. 31, 1957 
Total funds provided: 
1. United States contribution (counterpart funds) ___ VN$1, 410, 445, 000 
2. Net Vietnamese Government contribution-_._.._______ 500, 000, 000 
S. Miscellaneous donation... ee eh 4, 841, 594 
on US i a ee ee 1, 915, 286, 594 





Status of funds provided: 
4. Cash advances: 
(a) Reviewed and approved *___ VN$751, 341, 406 
(b) Destroyed by fire during 
hostilities—per court bail- 
iff’s affidavit *_...._._____. 147, 471, 400 
(c) Now being reviewed at Na- 
tional Treasury by USOM 


Audit Branch staff *_____- 313, 395, 599 
(d) Being processed by Refugee 
Cena 157, 441, 873 
Being processed by Minis- 
try Of Fimenee.. os 66, 580, 993 
(e) Not yet submitted to Refu- 
gee Commission___.__--_ 35, 062, 833 
TU a nt tie a SBS Slee 1, 471, 294, 104 
5. Sundry expenditures: Reviewed and approved *_____- 199, 564, 296 
G. Babreieiats to TeRIOnR nn nnn ciicsn canine 106, 869, 766 
7, Ald to CHiee) Terence 2, 000, 000 
8. Cash balance, National Treasury, Oct. 31, 1957_-.--_ 135, 558, 428 
TE aia sissy opts eh cn senesced cloaca ictnaaniatl 1, 915, 286, 594 


1 Slightly exceeds ICA financed contribution. 


5. What is the present status of the telecommunications project? 

(a) Has all necessary equipment been procured? 

Most of South Vietnam’s long-distance telephone and telegraph facilities were 
destroyed during World War II and during the Indochina war, which was set- 
tled by the Geneva truce in July 1954. For military and internal security as well 
as economic purposes it was essential that communications within Vietnam 
and with leading centers outside the country be restored and modernized. Re- 
sponding to an urgent request by the Government of Vietnam, USOM in fiscal 
year 1955 initiated a project to provide and install a microwave telecommunica- 
tions system in Vietnam based on the survey and recommendations contained in 
the Adair Telecommunications Report of 1951. In the 1955 and 1956 programs, 
$775,000 was set aside to purchase the first installment of equipment for this pro- 
gram. During this period correspondence was exchanged between USOM and 
ICA/W relative to the technical problems involved in the choice of microwave 
equipment. 

Late in 1955 it was revealed that the United States Department of Defense 
was preparing to remove restrictions from classified modern telecommunication 
equipment based on the latest technology and apparently well suited to the 
topographical situation in many areas of Vietnam. The purchase of micro- 
Wave equipment was, therefore, suspended. A new factor was added by the 
proposal to establish telecommunications for mainland southeast Asia countries 
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on a regional pattern to be financed partly by the President’s Fund ror Asian 
Economic Development. This would require compatible equipment in these 
countries. The firm of Hycon Page Telecommunication Engineers was engaged 
to make a broad survey for establishing telecommunications systems in Thailand, 
Laos, and Vietnam on a regional basis. This firm is now in the process of 
developing a fundamental plan which will, among other things, cover the selec- 
tion and design of a commercial communications system compatible with and 
capable of supplementing Defense and other Government requirements. Tele- 
communications equipment cannot be purchased until the fundamental engineer- 
ing plan is completed and accepted both by ICA and the Vietnamese Govern- 
ment. 

Both USOM and the Vietnamese are concerned that no unnecessary delay shall 
impede the progress of this important program after the completion of the basic 
engineering studies. For this reason, in 1957 a project agreement was executed 
setting aside an additional $593,000 (on a loan basis) for telecommunications 
equipment so that when the engineering data are ready, USOM may proceed 
immediately to order the most urgent rehabilitatiton equipment using the 
$1,368,000 already set aside for this purpose. 

To date no equipment has been ordered. 

6. To what extent has ICA financed the importation of luaury-type commodi- 
ties which are not ordinarily eligible for financing under general agency policy? 

Any consideration of ICA-financed imports for Vietnam must take account 
of the very special circumstances and features of United States aid to Vietnam. 
In summary these are: 

1. Prior to 1955 virtually all foreign trade of Vietnam was with France. 
Because France was financing a war here franc exchange was in abundant 
supply and the importation of merchandise was virtually unlimited. Beginning 
January 11, 1955, the United States had to assume direct responsibility for aid 
to Vietnam. To direct trade to worldwide dollar procurement under ICA 
regulations required considerable time and effort. 

2. Virtually all imports needed by the economy have been financed by ICA. 
The country had no other foreign exchange resources. ICA regulations were 
originally designed for countries where only a part of the import needs were 
supplied under the aid program. 

3. In Vietnam the major part of our aid goes to support the national budget. 
Hence, the generating of local currency counterpart is an important end in 
itself. 

4. During the first 2 years of our program, emergency needs dictated the pur- 
chase of piasters with direct dollar payments to the National Bank. These 
dollars in turn were used to finance imports. However, this process does not 
lend itself to the type of control possible under PA procurement. 

The ICA-financed import program for Vietnam was more comprehensive in 
1955 and 1956 than it is today; and it is more comprehensive today than it 
will be next year. As Vietnam is able to earn more foreign exchange, ICA 
financing is becoming more and more restrictive and selective. 

No “luxury-type” goods have ever been financed with ICA funds under the 
commercial import program for Vietnam. The very few luxury-type items such 
as tennis balls, pocket lighters, and some household appliances, imported due 
to licensing error on the part of the employee of the host government, were 
invariably rejected by ICA auditors and resulted in a claim for refund. 

Although no luxury-type goods have been imported into Vietnam under ICA 
financing, import of some items not normally eligible have in fact been imported 
for reasons explained above. 

The ICA Manual Order enumerates certain commodities which are not 
normally eligible for ICA financing. However, import of these items may be 
financed with ICA funds if such import furthers the United States objectives. 
The application of this criterion naturally requires an exercise of reasonable 
judgment by the USOM in each country, which, of course, varies from country 
to country and from time to time. 

Within this policy tailored specifically to serve the furtherance of United 
States objectives in Vietnam. USOM has recommended and ICA/W approved 
imports of such items as household refrigerators and air conditions because in 
this tropical climate they were considered essential for health and sanitary 
reasons. Other items like malt, hops, bottle caps, beer bottles, and leaf tobacco 
(from United States surplus) were imported to assure continuancce in opera- 
tion of the two largest industries in Vietnam. All the above items were im- 
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ported through the use of triangular frans or cash grant dollars but neverunder 
PA financing. 

6. (a) What is the justification for this divergence from agency policy? 

No justification is necessary in regard to luxury-type imports as there. were 
none. In regard to imports of the other items, they were imported under specific 
waivers from ICA/W in order to meet the requirements of our aid program. 

(b) Is there any evidence that any such commodities are being sold outside of 
Vietnam? 

There is absolutely no evidence to indicate that ICA-financed imports are 
being sold outside Vietnam. 

(c) Briefly describe the Vietnam Government’s procedures for the issuance of 
import licenses. 

Since July 1956 a business firm in Vietnam desiring to participate in imports 
under ICA financing must be a bona fide importer, that is, must be registered 
as such with the GVN and must have made a deposit of VN$350,000 (at VN$35/ 
US$1, equivalent to $10,000). 

The following simplified procedure for the submission, approval, and issuance 
of commercial import licenses, prepared with USOM’s counsel by the Directorate 
General of Commerce is currently in force: 

1. The importer purchases from his commercial bank for VN$300 a set of 
import license application forms, completes them, and returns two copies to- 
gether with proforma invoice, to the bank for submission to the Directorate 
General of Commerce under its daily letter of transmittal. 

2. The Director General of Commerce upon reviewing, approves or rejects 
the import license application. Approved applications become valid liceuses 
which are transmitted to the National Bank of Vietnam for subauthorization 
of the requested foreign exchange. Rejected applications are returned to the 
importer by the Director General of Commerce through his commercial bank. 

3. The National Bank of Vietnam, upon subauthorizing the foreign exchange, 
dates the license limiting its validity for contracting (30 days). The approved 
license is then sent to the importer via his commercial bank. 

7. Briefly describe the information and propaganda project, explaining its 
justification and scope. 

Relationship with the United States Information Service.—The ICA communi- 
eations media program, while it cooperates and is coordinated closely with USIS 
activities, is a separate and distinct program of technical assistance. It provides 
assistance to the Government of Vietnam in creating and strengthening its 
facilities for communicating with its people. USIS is charged primarily with 
the task of bringing to the people of Vietnam information on United States policy, 
objectives, and culture. USOM’s job is to provide the host government with 
physical facilities in the information field and in technical training in their use. 

Justification.—The mission’s present project for the improvement of the Viet- 
namese Government’s information facilities was born in 1954 against the backdrop 
of the Geneva Accords, the vision of the country at the 17th parallel, the move- 
ment of more than 700,000 refugees from Communist North Vietnam to the 
south and the advent of an untried government into office. The most important 
psychological problem facing the new government was to reach its people and 
win their support in spite of the lack of the basic means of communications. 
Equally urgent for the new nation was to combat Communist subversion and 
propaganda which was prevalent in large isolated sections of Vietnam. 

In addition, the demands of the refugees for information concerning their 
settlement and the preparations for the elections scheduled for July 1956 strained 
the Vietnamese Government’s informational capacities to the limit. It was under 
these circumstances that USOM, complementing the efforts of USIS and other 
United States elements, developed a project to assist the Vietnamese Government 
to communicate with its citizens. 

Scope—USOM aid to the Vietnamese Government consisted in training and 
advising the Vietnamese Government in the use of mass communications media 
in the fields of radio, motion pictures, audio-visual aids, community listening 
centers, mobile units, and photography. It included the provision of audio- 
visual equipment to adequately carry out its objectives and with USIS assistance 
provided training for Vietnamese Government personnel here and abroad in 
audio-visual techniques. 

By July 1956, the mission had provided the Vietnamese Government with 75 
mobile information units, equipped 750 community listening centers, supplied 
more than 3,000 information centers with audio-visual equipment, and had 
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trained more than 600 information agents, 30 photographic specialists, and, with 
USIS assistance, supplied 16-millimeter documentary films for the Vietnamese 
Government’s information program. 

Present program (1957).—Direct USOM assistance to the Department of In- 
formation consists of two projects—the national radio project, 30—-92-165, and 
the development of the Government’s information facilities with a total ex- 
penditure of $1,259,330 for the 1957 fiscal year. The Vietnamese Government’s 
contribution for the same period consisted of 102 million piasters (about $3 
million). 

The national radio project, 30-—92-165.—This project was approved by the 
mission in 1957 after the President appointed a new director of the National 
Broadcasting System who reorganized the network along efficient management 
lines. On February 25, 1957, by Presidential decree, Radio Vietnam was made 
a semiautonomous organization and the new director planned to introduce com- 
mercial advertising to cover part of the costs of operation. USOM provides no 
funds for operational expense or salaries. 

The new radio project will provide the Vietnamese Government with (1) a 
local broadcasting network of 12 stations placed at strategic parts of the coun- 
try tied together with Saigon but providing for the use of local programing for 
a part of the broadcast time; (2) an international broadcasting network con- 
sisting of three 20-kilowatt shortwave transmitting stations which is designed 
to permit Vietnam to broadcast to the countries of the free world, and espe- 
cially, its neighbors in southeast Asia; (3) a 50-kilowatt medium-wave trans- 
mitting station near Hue designed to blanket Communist North Vietnam with 
the story of the accomplishments of Free Vietnam. 

Development of Government information facilities, 30—92-006.—The second 
project, 30-92-006, is divided into five subprojects: The United Press News Serv- 
ice, the audio-visual and mobile units facilities, the motion picture facilities, the 
radio electronic facilities and community listening centers, and the photographic 
laboratory facilities. With the exception of the United Press News Service, 
these are continuing projects which are receiving reduced financial support and 
will shortly phase out. 

Part I: The mission is assisting the Vietnamese Government with a year’s 
subscription to the United Press News Service at the cost of $32,000. This 
service was selected because it is the only American news service which spe- 
cializes in southeast Asia. It is the intention of Radio Vietnam to set up a 
combined news center with Vietnam press to handle all the news services now 
operating in Vietnam. 

Part II: The 1957 fiscal year should see the completion of the last 400 com- 
munity listening centers planned for Vietnam, to bring the total operating to 
1,200. The year will see increased emphasis on maintenance and training so 
that the Vietnamese Government will be able to assume complete financial and 
operational responsibility for this program at the end of fiscal year 1958. It is 
expected that the total audiences to be reached through this instrument will be 
more than 2 million daily. 

Part III: The mobile-unit project will continue to supply technical, financial, 
advisory support to the Vietnamese Government. The paramount effort to be 
achieved this year is the establishment of a boat-mobile-unit program in the 
waterways of south Vietnam to reach persons in the isolated and remote sec- 
tions of the country. It is expected that at the end of fiscal ’58 the mission will 
cease financial support to this project and will concentrate on audiovisual 
training in the Department of Information. It is expected that the 75 Govern- 
ment of Vietnam mobile units presently operating in Vietnam will continue to 
reach on the average of 1 million people monthly with increasing amounts of 
materials and better quality films. This program correspondingly has enabled 
USIS to cut back its own field operations. 

Part IV: The Vietnamese Government has contributed more than 7 million 
piasters to the construction of a modern motion-picture center which will be 
completed this year and will be equipped by USOM at a cost of $300,000. A 
training program for 40 Vietnamese technicians has begun and participants are 
being sent to the United States and third countries for specialized instruction. 
Meanwhile, an agreement has been made with USIS to produce the required 16- 
millimeter documentary films needed by the Vietnamese Government for its 
educational, technical, and informational program. 

Part V: With the construction of the Qui-Nhon photo laboratory in north 
central Vietnam, a population of 1 million persons will be served and the last 
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major photographic laboratory will be completed. In addition to this, the pres- 
ent Saigon laboratory will be expanded to cover the area south of Saigon. 
These two installations will be completed in fiscal year 1958, bringing to an end 
the photographic laboratory project. Through this medium, the Government 
will be able to supply adequate numbers of photos for its more than 5,000 in- 
formation centers, for its publications, for press servicing, and documentation 
of its reports. 

8. What is the justification for the highway project? 

When in late 1954 the United States assumed responsibility for financing and 
training the Vietnamese national army, for aiding the Vietnamese Government 
in the reception and resettlement of refugees from North Vietnam, and for other 
responsibilities deemed necessary to save this country from following North 
Vietnam into Communist hands, the restoration of communication facilities in 
Free Vietnam was recognized to be essential both to military security and to eco- 
nomic recovery. The highways in particular had everywhere suffered from 15 
years of neglect, from the ravages of war and, in large sections long under 
Communist control, they had been systematically destroyed. 

United States assistance in highway reconstruction took three forms: (a) 
Grants from the counterpart fund derived from defense-support aid to the Viet- 
namese Ministry of Public Works. These grants plus some aid-furnished equip- 
ment and technical advice enabled the Vietnamese Government to build 78 small 
projects at a cost of —VN$226,000,000 during 1955 and 1956. (b) Repair and 
construction of military roads, and emergency construction on main highways by 
the Vietnamese Ministry of Defense, making use of troops and military engi- 
neering equipment of the army, locally hired labor and local contractors paid 
under the Vietnamese military budget largely by United States defense-support 
aid. (c) The present highway project using American engineers and contractors. 

In light of experience gained before 1955, USOM concluded that a highway re- 
construction program of the extent required by urgent military and economic 
necessity could not efficiently be carried on by the Vietnamese civilian or military 
organizations aided only by counterpart financing and technical assistance. They 
lacked the experience, organization, and technical knowledge necessary to carry 
out efficiently a program of the size needed. The Ministry of Public Works did 
not even have a separate highway department, and there were no local contrac- 
tors qualified or equipped to build roads according to modern standards. 

Recognizing this fact, USOM in early 1955 proposed the employment of 
American engineering firms to design and supervise highway reconstruction, to 
train Vietnamese personnel in modern highway engineering methods, and to 
advise the Ministry of Public Works on the organization of a highway depart- 
ment adequate to reconstruct and maintain the national network. The project 
also contemplated the purchase of enough highway and bridge building equip- 
ment to construct the most urgent projects and to be left with the organized and 
trained highway department for continuing highway reconstruction after com- 
pletion of the initial projects. 

After review of this proposal in Washington and some exchange of correspond- 
ence on details of the plan, a three-point approach to the problem was adopted. 
(a) A reconnaissance survey to be conducted by an American engineering firm 
under contract. (b) Engineering contract to provide plans, specifications and 
supervision of construction, these services to be provided under a separate con- 
tract to be negotiated after completion of the reconnaissance survey. (c) A con- 
struction contract. 

On June 16, 1955, a contract between Capitol Engineering Corp. and the Gov- 
ernment of Vietnam was executed for the reconnaissance work. The work was 
performed and a report issued on August 23, 1955. The report recommended a 
2-phase program for the reconstruction of certain sections of the national high- 
way network. Phase 1 was to be an emergency effort designed to make the 
highways passable. Phase 2 provided reconstruction and widening and 
improvement of necessary roads to bring them up to an acceptable minimum 
Standard for military and civilian traffic. 

Tenders on the engineering contract were not solicited until the summer of 
1956 and were received in Washington on July 27, 1956. Immediately there- 
after official representatives of the Government of Vietnam and the Chief High- 
way Engineer of USOM proceeded to Washington to assist in the negotiation. 
Capitol Engineering Corp. was selected on August 17, negotiations proceeded, and 
the contract was signed on September 28, 1956. The first representative of 
Capitol Engineering Corp. reported in Saigon about the middle of November 
1956. 
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On August 17, 1956, while negotiations for the engineering contract were being 
carried out, invitations on the construction contract were issued. These were 
received on September 21 and the low bidder was selected on September 28 with 
the approval of Vietnamese Government representatives then in Washington. 
The successful bidder was Johnson, Drake & Piper of Minneapolis, Minn. 

A letter of intent was signed by the Government of Vietnam on February 13, 
and by Johnson, Drake & Piper on February 27, 1957. The contractor’s first 
representative reported in Vietnam during March 1957. Work has proceeded 
satisfactorily since that time. The letter of intent was replaced by a formal 
construction contract signed on November 16, 1957. 

(a) List the names of all USOM personnel who have responsibility for this 
project, with some indication of their interrelationship and spheres of responsi- 
bility. 

Leland Barrows, Director of Mission 

W.C. Haraldson, Deputy Director of Mission 

D. F. McCauley, Chief, Transportation, Communications and Power Division 

V. Shahpazian, Deputy Chief, Transportation, Communications and Power Divi- 
sion 

L. G. Smith, Chief Highway Engineer 

Norman Olnick, Controller 


(b) Why has the project suffered such substantial delays between inception 
and contracting, and between contracting and construction? 

While this project has taken more time in getting under way than USOM 
first hoped would be necessary, the only delay in the development of the project 
which is perhaps excessive is that which occurred between completion of the 
reconnaissance survey in late 1955 and the solicitation of the bids for the 
engineering contract in July 1956. The problems of organizing and staffing this 
large operation at so great a distance from the United States and of estimating 
costs and obligating funds were responsible for much of this delay. In addi- 
tion, the Washington offices responsible for contracting were overloaded with 
high priority requests for large engineering and construction projects from this 
and other missions, were shorthanded, and were attempting to strengthen and 
improve their contracting procedures. During this period a special contracting 
division was organized and, as rapidly as created, the staff took over contracting 
responsibilities from the various divisions to which they had previously been 
assigned. 

During the final negotiation of the engineering contract and throughout the 
negotiation of the construction contract the task of the contracting officers in 
Washington was complicated by changes in the scope of work requested by the 
Government of Vietnam in August 1956. The reasons for these changes in 
scope are discussed below. 

(c) What are the reasons underlying the substantial changes in scope between 
the inception of the project and present plans? 

(1) Phase 1 of the highway reconstruction program (putting the roads in a 
passable condition) was largely completed in highway sections of highest pri- 
ority by the Vietnamese Ministry of Public Works and the Vietnamese Army 
under the aid-financed projects referred to above during 1955 and the first half 
of 1956. 

(2) During 1956 deterioration in the political situation of neighboring coun- 
tries, plus improvement in the condition of the Vietnamese national army, 
brought about a change in the basic military plan for the defense of Vietnam. 
To afford increased protection against infiltration across the long border of 
Laos and Cambodia and to permit a basic modification in planning in the 
event of enemy hostilities, it became necessary to open new lines of communi- 
eation into and within the plateau region of south Vietnam. The Government 
of Vietnam brought strong pressure on the United States representatives in 
Saigon to expand the highway program to include a number of new roads of 
doubtful economic value, but considered by the Government of Vietnam to be of 
major strategic importance. As a basis for evaluating highway needs in rela- 
tion to the revised strategic concepts, an engineering team from CINCPAC 
made a reconnaissance survey of virtually all Vietnamese highways existing 
and proposed during the summer of 1956. 

No change in the priorities was made immediately, but indication was given 
to Washington that work on Highway 1 on the section from Tuy Hoa and Faifo, 
which had previously been accorded second priority in the program, would be 
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probably held to a minimum to permit construction of a road or roads from the 
coast into the plateau region. Provision was made for this possible change in 
the engineering contract, without undue delay, but it was not possible to draw 
up a firm construction contract until these considerations of priority were 
resolved. Thus, the construction work began under a letter of intent. Final 
agreement to substitute reconstruction of two roads from the coast into the 
plateau region for the reconstruction of Highway 1 was reached between the 
Government of Vietnam and United States representatives in July 1957. This 


permitted the negotiation of a final contract with the construction contractor 
and its signature on November 16, 1957. 





Apprenpix IV 


RESPONSES TO QUESTIONNAIRE FROM THE INTERNATIONAL OPERATIONS SUBCOM- 
MITTEE OF THE GOVERNMENT OPERATIONS COMMITTEE OF THE HOUSE OF REPRE- 
SENTATIVES, BY UNITED STATES OPERATIONS MISSION TO CAMBODIA 


Subcommittee question No.1. Describe briefly the aid which Cambodia receives 
from countries or other sources other than the United States. 

In addition to United States military and economic aid, economic aid to Cam- 
bodia is being furnished by two groups of countries which fundamentally differ 
in their political ideologies: Free world countries and Soviet bloe countries. 


A. Aid to Cambodia from free world countries 


Besides the United States, the following free world countries are either pro- 
viding, or are negotiating agreements to provide, economic assistance to Cam- 
bodia: France, Japan, certain of the Colombo plan powers (Australia, New 
Zealand, the United Kingdom, Canada), India, and various specialized agencies 
of the United Nations, such as UNTAA, ILO, FAO, UNESCO, and WHO. 

(1) French aid.—France is at present the second largest contributor of eco- 
nomic aid to Cambodia. Reliable French sources have recently informed USOM 
that because of the war in Algeria and other French financial obligations, it is 
probable that no new grant aid will be furnished to Cambodia. USOM has 
also been advised that there is some possibility that, in the future, the French 
Government may consider loans for specific projects. Nevertheless, France will 
finish her two major construction projects, i. e., the construction of Cambodia’s 
only deep-water seaport at Kampong Som and the enlargement and improve- 
ment of Phnom Penh’s airport. France will also continue her substantial pro- 
gram in the technical assistance and cultural fields, especially by providing large 
numbers of secondary school teachers, scholarships, and technical experts. Re- 
lations between United States and French authorities are excellent on the top- 
level. They are generally satisfactory on the working level, although difficulties 
occasionally occur on technical questions, and some French experts fear dis- 
placement by American technicians. 

(2) Aid under the Colombo plan.—Under the Colombo plan, Australia, New 
Zealand, the United Kingdom, Canada, and Japan have made available agricul- 
tural equipment, experts, English teachers, and training facilities on a relatively 
small scale. Australia has provided a significant amount of railroad and public- 
works equipment. The United Kingdom has also provided some police training 
in Malaya for Cambodian police. 

(3) Japanese aid—Negotiations are currently in process between the Cam- 
bodian Government and Japanese representatives for a trade and payments 
arrangement, and for some type of Japanese economic aid to Cambodia. The 
figure of 1.5 billion yen (United States $4.3 million) has been mentioned as 
the amount of Japanese aid, but no reliable information is yet available con- 
cerning the nature of the prospective aid program. Information received during 
the last few days indicates that Japanese aid will be administered throug 
commodity sales, the proceeds of which can be utilized by the RKG without 
controls. 

(4) Indian aid.—Discussions concerning Indian aid to Cambodia were initi- 
ated in March 1955, and Indian technical survey teams consisting of experts 
in the field of agriculture, trade, public health, handicrafts, and police training 
visited Cambodia in that year. However, no agreement has as yet been reached 
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between the two Governments concerning Indian economic aid and it is not 
probable that India will provide any significant assistance. 

(5) United Nations technical assistance—The major contribution of the 
United Nations is the provision of experts to Cambodia. United Nations fellow- 
ships for overseas study are also furnished, and a limited amount of demon- 
stration equipment and commodities are supplied by United Nations Technical 
Assistance Administration, International Labor Organization, Food and Agri- 
culture Organization, United Nations Educational, Scientific and Cultural Or- 
ganization, and World Health Organization. While these experts are imme- 
diately responsible to the Cambodian Government, they participate in several 
instances in the operation of USOM-financed projects. Especially in the fields 
of malaria control, rural health demonstrations activities, and fundamental 
education programs, competent U. N. experts assist USOM and the Cambodian 
Government in the technical supervision of Cambodian staff, thus saving USOM 
the cost of additional specialized American staff. Cambodia will be a bene- 
ficiary of the Mekong Basin survey to be undertaken by the United Nations 
Technical Assistance Administration. 


B. Aid to Cambodia from Soviet-bloc countries 


The only economically important Soviet-bloc aid Cambodia receives at present 
comes from Communist China. Other Soviet-bloc aid has thus far been limited 
to 1-time gifts of a political and propaganda impact nature. These gifts appear 
to be a demonstration of political friendship and a recognition of Cambodia’s 
policy of neutrality. 

The U. S. S. R. has agreed to provide funds and has furnished technicians 
for the construction of a 500-bed hospital in Phnom Penh and has given surgical 
instruments and workshop equipment for a Phnom Penh orphanage. Poland 
has also donated a set of surgical instruments. Unverified reports indicate that 
the Czechs expect to deliver 1 or 2 small electric generators as gifts. Russian, 
Polish, and Czech missions have visited Cambodia for more extensive aid 
explorations with the Cambodian Government, and further Communist economic 
assistance either in form of loans or grants, especially from the Soviet Union, 
must be considered a possibility in the future. 

The economic aid agreement with Communist China was signed in June 1956. 
It provides for aid in the amount of £8 million sterling ($22.4 million) for a 
2-year period. Commodity deliveries began in May 1957. Aid goods imported 
so far have consisted of textiles, cement, and iron reinforcing bars, and minor 
quantities of silver and raw silk. 

The imported Chinese aid goods are sold by the Cambodian Government to 
Cambodian retailers for riels, and the local currency thus generated is used for 
Cambodian Chinese Communist aid projects. To date, the Cambodian Govern- 
ment has allocated, from the proceeds of sale of imported Chinese Communist 
aid goods, 80 million riels for road construction and repair, 25 million for hos- 
pital reconstruction and repair, 17.6 million for a new building for the director- 
ate of plan, and 25 million for provincial budgets for various projects, such as 
repair of provincial roads, irrigation works, ete. Thus, a total of approximately 
150 million riels ($4.3 million) of Chinese Communist aid has already been 
channeled into the Cambodian economy. It is reported that a further 500 million 
riels ($14.3 million) of future accrual has been earmarked for the construction 
of 4 industrial projects: A cement plant, a paper mill, a textile mill, and a 
plywood factory. 

Besides the regular import of aid goods, a Chinese Communist gift of a 
20-kilowatt radio broadcasting transmitter has recently been announced. This 
transmitter has not yet been delivered. In this connection, the first two Cam- 
bodians sent to a Communist-bloc country for technical training left for Peking 
on September 24, 1957, to receive training in radio broadcasting operations. 


C. Answers to individual questions of Section I 


1. What effect does non-United States aid have on United States aid policy? 

(a) Aid from free world countries. 

It is the policy of the United States to encourage economic assistance to 
Cambodia from all free world countries, and to coordinate such aid with United 
States aid. Excellent cooperative relations have been established with all free 
world aid missions. Information concerning current and prospective develop- 
ments is exchanged to avoid any duplication or overlapping. Examples of 
cooperation and judicious coordination are furnished in the development of 
Cambodia’s outlet to the sea, in which French aid is constructing the seaport at 
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Kompong Som, while United States aid is constructing the highway link from 
Phnom Penh to the port. There has been joint planning on such matters as the 
entrance arrangements from the highway into the port area. The French have 
temporarily loaned equipment to the American contractor. 

USOM has asked Colombo plan countries to take on certain aid projects which 
the Cambodian Government had proposed to the United States. Arrangements 
have been made for the United Kingdom to finance certain types of training 
for the Cambodian police in Malaya to supplement training provided in Cam- 
bodia under the United States program. The Royal School of Medicine has 
been developed through collaboration among the Cambodian Government, USOM, 
the French economic mission, and the World Health Organization. 

In several public health and education projects, well-qualified United Nations 
experts assist USOM and the Cambodian Government in the technical super- 
vision of projects for which USOM provides commodities. 

(b) Aid from Soviet-bloc countries. 

Deliveries of significant Soviet-bloc aid began only in May 1957. It is ob- 
viously premature to judge its full impact. In terms of actual economic ac- 
complishments, the effect of this aid has so far been slight. In general, Soviet- 
bloc aid has been used for activities which the United States would regard, 
from the economic viewpoint, as relatively low in priority, and the general 
effect is one of “scatteration.”” However, the psychological impact, assisted by 
skillful propaganda and widespread publicity, has been considerable. While 
there has been no reason thus far to change basic United States policy goals or 
program objectives because of the Communist-bloc aid, great flexibility on the 
part of USOM is needed to cope with day-to-day changes which the impact of 
Soviet activities imposes on the political and economic situation in Cambodia. 

2. How does this aid compare with United States aid in cost and form (type) ? 

(a) Aid from free world countries. 

(1) Costs—The United States carries by far the heaviest burden of foreign 
aid to Cambodia. Total United States aid allocation, excluding military end 
items, were approximately $36.4 million for fiscal year 1955, $46.8 million for 
fiseal year 1956, and $34.5 million for fiscal year 1957. For fiscal year 1958, an 
allocation of $26 million has been made available. This compares with appro- 
priations from other free world countries as follows: 

France: A total of 6.49 billion franes (US$18.5 million) has been outhor- 
ized by France for economic aid projects to be undertaken in 1956 and 1957. 
Since this program is somewhat behind schedule, it is unlikely that the full 
amount will be expended before the first half of calendar year 1959. 

In addition to this amount, France is furnishing about 50 technical experts 
and some 200 secondary school teachers to Cambodia, and is providing a large 
number of scholarships for study in France. The French military training 
mission consists of approximately 400 officers and enlisted men. 

Colombo plan powers: While exact figures are not available, it is estimated 
that these countries are financing an aid program to Cambodia which, since 
its inception in 1953, has made about $2 million of equipment available. The 
largest share of this sum is being provided by Australia ($1.5 million). This 
sum does not include the cost of Colombo plan experts, English teachers, schol- 
arships, or other training arrangements for which accurate figures are not avail- 
able. 

U. N. technical assistance: The total program of all U. N. organizations in 
Cambodia for calendar year 1957 is the equivalent of US$266,000. It includes 
the provision of 26 experts, 12 training fellowships for Cambodian trainees, and 
equipment and supplies worth US$20,000. 

(2) Form of aid.—French aid includes technicians, equipment, training fa- 
cilities, and direct construction of projects. A number of French experts serve 
as advisers to Cambodian ministries. France does not import commodities to 
generate counterpart, but rather buys local currency from the national bank. 
French construction projects, such as the Kompong Som port and the Phnom 
Penh airport, are operated through contracts between the French mission and 
private contractors, with very little Cambodian Government participation in 
the planning or execution of the project. 

The Colombo plan powers furnish equipment, a few experts and training facili- 
ties. The bulk of United Nations’ aid consists of the provision of experts who 
Supervise Cambodian staff in health, education, and development of agricultural 
statistics. U.N. aid includes only a minimum of demonstrational equipment but 
fellowships are provided for Cambodians to study overseas. 














1206 FOREIGN-AID CONSTRUCTION PROJECTS 


(b) Aid from Soviet-bloc countries. 

As previously indicated Chinese Communist economic aid is programmed in the 
amount of £8 million sterling (US$22.4) million) for a period of 2 years. Of 
this amount, approximately 150 million riels ($4.3 million), representing the 
proceeds of the sale to Cambodian retailers of Chinese Communist imported aid 
goods by the Cambodian Government, has already been allocated to various 
Chinese Communist aid projects. 

No official estimate of the cost of the 500-bed hospital to be constructed with 
Russian aid funds in Phnom Penh is yet available. However, this mission 
believes that the construction and equipping of this hospital will cost from $4 to 
$5 million. Other Soviet-bloc gifts are small in monetary value. 

The bulk of Chinese Communist aid is furnished from the Chinese Communist 
Government directly to the Cambodian Government in the form of commercial 
aid goods to be sold by the Cambodian Government; a small amount of project 
equipment (i. e., radio broadcasting transmitter) is also being furnished. Chi- 
nese Communist technical advice and experts appear to be available for the ask- 
ing, but have been used relatively sparingly by the Cambodian Government. 
Training facilities in Soviet-bloc countries have so far been used to a minimum 
(two Cambodian radio technicians in Communist China); while they may be 
employed to a greater extent in the future, the Cambodian Government has 
recently refused a U.S. 8S. R. proposal for the training of Cambodian doctors in 
the Soviet Union. 

Thus far, the Chinese Communists have not required any project agreements, 
or any accounting for the counterpart proceeds of their aid nor do they exercise 
any control of the selection of counterpart financed projects or audit the execu- 
tion of such projects. While the Chinese Communists are known to have sug- 
gested certain general priorities, they have not insisted that the Cambodian 
Government follow their suggestions. They apparently have not provided any 
technical supervision of their projects and have emphasized, in their propaganda, 
that Chinese Communist aid is “without strings.” The provision of a local 
public works fund to each Provincial Governor, to be administered by him very 
largely at his own discretion, is an example of the Chinese aid technique. 

3. Could any non-United States aid be considered military aid? 

The French military instructors in the training schools of the Cambodian 
armed forces (FARK) are the only non-United States foreign aid with a direct 
military significance. Several French police instructors are also assigned to 
Cambodian police training schools and, as already indicated, the United King- 
dom is financing the training of some Cambodian police officers in Malaya. 
Other free world aid is not of military nature. 

Soviet-bloe aid has no direct military character. Aid for four industrial 
enterprises (cement plant, textile mill, plywood and paper mill under Chinese 
aid) and the hospital under U. S. S. R. aid is clearly nonmilitary. No military 
significance is apparent in end uses of local currency funds 


1 


originating from 
the sale of Chinese Communist commodities. 


4. To what extent are non-United States programs coordinated with and/or 
supplemented by United States aid programs? 


Free world aid is well coordinated with United States projects. Coordination 
is achieved through frequent working meetings between USOM and other free 
world representatives. 

It has been the USOM policy to attempt to secure the maximum possible 
amount of assistance from the free world countries in the fields which seemed 
most important to Cambodian economic development. This obviously dimin 
ishes the need for United States aid. 

There is no formal coordination between free world and Commiunist-bloc aid 


USOM and other United States agencies attempt to follow S 
opments very closely. No duplication occurs because the RKG has agreed 
with USOM that it will not intermingle funds made available from United State 
aid with projects financed from other funds, spec 
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the Soviet bloc. 
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ifically assistance rendered by 


The proposed Soviet hospital, as a hospital, is not in conflict with United 
States objt etive _ 





The United States would not consider it as a high priority 


requirement. A hospital of this size may well turn out to be a financial “white 
elephant” for Cambodia, which lacks tax revenues to finance adequately its 
present hospital facilities. 

The proposed Chinese Communist-financed factories will presumably be 
operated as state-owned enterprises. As such, their success is problematical, 


especially because of the lack of managerial skills within the Cambodian Govy- 
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ernment. If these factories establish a nationalized pattern of industry for 
Cambodia, they will be a real danger to private enterprise. They will tend 
to discourage private investment and, if they turn out to be high-cost producers, 
they may lead to high tariff barriers to keep our foreign competition. 

5. To what extent are these aid programs in conflict with United States aid 
program objectives? 

Free world aid is in full harmony with United States aid objectives. Com- 
munist-bloc aid, in the form of general support to the Cambodian budget does 
not necessarily run counter to United States aid objectives. In fact, this method 
may offer an opportunity for United States technicians to influence the use of the 
resources which Cambodia secures from Chinese Communist aid. At the same 
time the publicity and praise which the Cambodian Government gives to Chinese 
Communist aid tends to build up that country in local popular opinion, encourages 
Cambodian neutralism, and is a potential source of Communist subversion. 

6. Under which circumstances or conditions is non-United States aid made 
available to Cambodia? 

The methods of financing specific projects are similar for all sources: experts 
are paid directly by their respective countries or organizations, commodities 
are imported and turned over to the Cambodian Government, and training pro- 
grams are paid for by the respective aid countries. 

The methods of local currency generation, however, differ significantly among 
the non-United States donor countries. 

The French simply pay French francs to the Cambodian National Bank and 
receive riels, utilizing them for the local currencey costs of such projects as the 
port of Kompong Som and the airport for Phnom Penh. 

The Russians thus far have had no need to spend substantial amounts in 
riels. However, once actual construction of the 500-bed hospital starts, they 
will have to make provisions to generate local currency funds. According to the 
Soviet-Khmer aid agreement, the Russians will follow the system employed by 
Chinese Communists for obtaining local currency. This involves importations 
of salable commodities. Upon arrival, such commodities are sold by the RKG 
to local merchants. The proceeds therefrom accrue to the RKG, and presumably 
will be made available for the local currency costs of the hospital. 

The composition and type of goods to be imported under the Russians’ com- 
modity import program have not been determined as yet. Presumably, they 
will be easily salable consumer goods, particularly textiles, some construction 
materials, such as structural steel, cement and asphalt, and conceivably some 
light industrial equipment, such as small electric motors, pumps and generators. 

The Chinese Communist method of counterpart generation so far has run 
smoothly with aggregate proceeds amounting to 150 million riels, or $4.3 million 
equivalent. 

As previously stated, the Communist method of direct imports of commodities 
does not require any controls, end-use checks, project agreements or other 
“blueprint” formalities. Hence, in contrast to United States aid, this feature 
of “no strings attached” is of considerable Communist propaganda value and 
presents certain competitive features which create problems for the United 
States in Cambodia. 

7. To what extent are proposed projects and/or programs discussed with 
Cambodia prior to approval by the country extending the aid? 

Aid from free world sources is agreed in advance with the Cambodian Gov- 
ernment, not only so far as overall programs are concerned, but also in regard 
to specific projects to be undertaken. 

Chinese Communist aid, on the contrary, has apparently been planned with 
Cambodians only in its overall aspect. While Chinese Communist technicians 
have visited Cambodia at various times for the pupose of working out an overall 
plan, detailed project planning has been largely left so far to the Cambodian 
Government. There is no indication that Chinese Communist representatives 
have ever interfered with RKG decisions on the use of local currency funds 
originate from the import of commodities. There are reliable reports that the 
Chinese have raised questions concerning the economic feasibility of a cement 
plant, in the light of the small Cambodian market. However, when the Cam- 
hodian Government reiterated its desire for such a plant, the Chinese apparently 
withdrew their technically well-founded objections. 

Soviet Russian aid, involving the building of a 500-bed hospital, was the 
subject of a specific agreement between the U. 8. S. R. and Cambodia. Technical 
details of this project are still being discussed between the two countries. 
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8. In carrying out an aid program, is ICA in effect in competition with other 
countries and sources extending aid to Cambodia? 

It is the policy of the United States not to compete financially with other aid 
programs, or to attempt to outbid other countries. 

There is careful coordination between United States aid and assistance furn- 
ished from other free world countries. The United States attempts to supplement 
the resources which can be provided from other free world sources in the fields 
which are of high priority for Cambodian development. For example, (1) the 
United States provides supplies and equipment to the Cambodian Government 
under the malaria eradication program, the United Nations furnishes qualified 
supervisory specialists, thus saving the United States the cost of supervisory 
personnel. At the same time, the United States checks on the malaria eradication 
project as a whole to make sure that the United States equipment and supplies 
are properly utilized and that sound technical methods are used; (2) the French 
concentrate their educational effort in the field of secondary education, the 
United States provides assistance in the field of primary education, especially 
in rural areas; (3) United States, the United Kingdom and Australia are con- 
ducting their work for the teaching of English to Cambodians. 

There is no doubt that United States aid in Cambodia is in active competition 
with the Soviet bloc. This competition is not in the magnitude of aid furnished, 
but in the choice of activities and in the method and manner in which individual 
programs and projects are carried out. 

It is the United States hope that American aid can be administered more ef- 
fectively and efficiently than Communist aid and that the Cambodians will rec- 
ognize that the tighter United States financial controls are an advantage to them- 
selves. Moreover, while the Cambodians may still have some suspicions of the 
United States, they are gradually learning that the United States has no colo- 
nialist interest in their country. Despite their formal neutralism, they seem to 
be far more suspicious of the Soviet-bloe activities. The cordial personal rela- 
tionships which are developing between many United States personnel and their 
Cambodian opposite numbers, assist the United States to compete with the ob- 
vious attempts of the Chinese Communists and other Soviet-bloc representatives 
to penetrate the Cambodian Government. 

9. Does the Government of Cambodia discuss with the United States the aid 
which has been offered from other sources or which they intend to seek from 
other sources? 

Cambodia’s policy of neutralism prevents formal discussions with the United 
States regarding aid which has been or will be offered from Soviet-bloe sources. 
As already indicated, the United States usually receives advance information 
about other free world aid from the prospective donor. 

The Cambodian Government has never raised any objections to discuss at 
the working level all aid proposals with United States representatives. Such 
informal discussions have taken place frequently. 

10. What percentage of this aid (non-United States) is in grants and what per- 
centage is on loan? 

To date, aid from all sources has been on a grant basis. As already indicated, 
French officials in Phnom Penh have advised USOM that future aid to Cam- 
bodia might be on a loan basis. The United States has also begun discussions 
of financing certain possible future economic projects on a loan basis under the 
new economic development loan fund. 

Subcommittee question No. 2. In connection with our commodity import 
program, how are Cambodian import needs determined? 

Cambodian import requirements, to be financed by United States aid, are 
jointly determined by representatives of the Royal Khmer Government and 
USOM representatives. 

Determinants are: (1) historical supply and import records of the Ministry 
of National Economy, the National Bank of Cambodia, and the Customs Service; 
(2) seasonal factors affecting commodity needs, i. e., cement is required during 
the dry season (November-May); (3) estimates of assistance from governments 
other than the United States to avoid oversupply of the market; (4) estimates 
of requirements from principal private importers. 

Specifically, USOM bases ICA financing and its recommendations on the 
following factors: 

(1) The findings of the RKG as above indicated. 

(2) Independent surveys of prices, inventories and forward supply. 

(3) The special projects financed by ICA for the development of Cambodia, 
and the counterpart needs therefor. 
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(4) The findings of the USOM Controller in end-use and commodity investi- 
gations. 

The selection of the individual commodities for ICA financing is based upon 
the following factors: 

(1) The maintenance of adequate supply in key imported items, such as flour, 
cement, textiles, pharmaceuticals, sugar and reinforcing steel, to avoid shortages 
and undue price inflation. 

(2) The maintenance of a supply of goods for commercial importers from 
free world sources, rather than undue dependence upon Communist aid goods 
in such items as steel, cement and textiles. 

(3) The need for raw or semifinished materials by existing Cambodian in- 
dustry. 

(4) The needs and timing for counterpart, i. e., saleability of the commodities. 

(5) The status of present or anticipated inventories. 

(6) The reasonable expansion of a market for American goods. 

Subcommittee question No. 3. What administrative controls does Cambodia 
exercise over import business? 

The RKG exercises the following controls over the commercial import busi- 
ness. 

A. The Ministry of National Economy, in collaboration with other RKG de- 
partments, determines the amounts of foreign exchange to be allocated for 
commodity imports. 

B. The Department of Foreign Commerce establishes criteria as to the quali- 
fications of importers, end-uses, prices, sources of supply, etc., to determine 
allocations of foreign exchange for each commodity. 

C. Importers must have a business license (patente) to be eligible for an 
allocation of foreign exchange. The registration fee is 63,000 riels (about 
$1,500). Restrictions on the members of business licenses (patentes) have been 
very few in the past, but the Government is now severely limiting the licensing 
of new importers. Additional control mechanisms have recently been estab- 
lished and importers may lose their business licenses for malfeasance or non- 
performance. 

D. The Department of Foreign Commerce, through the Exchange Allocation 
Board, receives applications for foreign exchange and reviews them. 

E. Importers applying for a foreign exchange allocation, are required to de- 
seribe in detail their proposed imports, including prices, quantities, sources, 
shipping costs, end uses, etc. 

F. An importer, having obtained a foreign exchange allocation and an import 
license, makes his contract in accordance with the terms of the import license 
and establishes a letter of credit through his commercial bank. The National 
Bank of Cambodia guarantees this letter of credit and also checks that the 
terms of the letter of credit conform with the terms of the import license. 

G. For most imports, a 25 percent advance deposit is required at the time an 
import license is issued. This deposit may be forfeited in case of any irregu- 
larity or failure to perform according to the terms of the import license. 

H. Upon arrival of the merchandise in Cambodia, the Customs Service checks 
each import against invoices and the import license. The Customs Service may 
institute forfeiture action if there is noncompliance with the authorized terms. 

I. If the commodities are financed through United States aid, USOM staff 
members advise the Government on the steps listed in A, B, and D, above. 

USOM also verifies the advance deposits and makes other checks on the whole 
system, as indicated elsewhere in this report. 

The principal exceptions to the above procedure are: 

A. Chinese Communist aid commodities are delivered directly to the Cam- 
bodian Government. These commodities are sold through public bids by the 
Cambodian Directorate of Plan to individual retailers. 

B. A limited amount of imports are still made through the exchange reten- 
tion system. Exporters of certain products (e. g., lumber) which the Cambodian 
Government desires to encourage, are allowed to retain a percentage of their 
export proceeds for the purpose of financing imports into Cambodia. This is 
the source of the luxury goods found in the local market and is a carryover 
from previous French administrative practice. 

C. The administrative weaknesses of the Cambodian Government and lack 
of qualified personnel have resulted in certain instances of fraudulent trans- 
actions, such as (1) overpricing of commodities, (2) underdeclaration of com- 
modity values at the time of entry into Cambodia, and (3) bribery of customs 
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officials. The Cambodian Government, with USOM assistance, is making a 
sincere effort to eliminate these abuses. 

Subcommittee question No. 4. What system of end-use checks does ICA use 
in connection with the commodity import program? 

The system used follows the general guidelines set forth under ICA Manual 
Orders (704 series) relating to the carrying out of the USOM’s responsibility in 
reviewing the control procedures in effect in Cambodia for the proper utilization 
of ICA-financed assistance and in maintaining a system of regular end-use 
checks, beginning from the time the commodities arrive into Cambodia to the 
time of their utilization by end users. 


(a) What is the scope of these checks? 


The scope of end-use checks depends upon the nature of the commodity, area 
of source, the special and general provisions contained in the procurement 
authorizations, and other data that may indicate the need for special investiga- 
tion. End-use checks and supporting reports are the recognized systematic and 
standardized methods employed by ICA in assembling factual evidence to verify 
that commodities were imported into the country and used for the purposes 
intended. Such verification includes, but is not limited to, a determination that 
the commodities were eligible for procurement, that they were not reexported, 
that the prices paid were not excessive, that adjustments and claims were 
properly handled, and that ICA labeling requirements were followed. 

The program for end-use checking is generally determined in advance on a 
quarterly basis; at the beginning of each calender quarter, the Chief Field 
Investigator submits to the Controller for approval a list of end-use checks con- 
templated to be carried out during the following 3-month period. Copies of such 
memorandum are made available to the Director and Program Offices. USOM 
attempts to end-use check approximately 25 percent of the paid shipments under 
each procurement authorization. 

The carrying out of an end-use check consists of the following three steps: (1) 
preliminary correlation and recording all basic information available from the 
documentation on hand pertaining to the shipment, (2) making necessary 
verifications with custom officials, importers and end-users, and (3) reports on 
findings. End-use field checks begin with the arrival of the commodity at the 
port of discharge, followed by their inspection and identification at the location 
of the ultimate consignee or end-user. Documents such as the supplier’s pro 
forma invoice, inventory records, bills of lading, Cambodian customs inspection 
reports, and importers’ arrival certificates are examined in carrying out these 
checks. 

The findings disclosed by reason of the above described action are made a 
matter of permanent record; the investigator enters the data called for on 
Form 1, Notice of Arrival of Shipment, and Form 2, End-Use Work Sheet, and 
completes his report on Form 3, End-Use Final Report. Copies of these forms are 
attached herewith as exhibits 1, 2, and 3. Reports of end-use checks are filed 
and a card system is maintained through which investigations are classified into 
pending cases, satisfactory, and unsatisfactory. After completion and review of 
reports by the Chief Field Investigator and/or Controller, satisfactory cases are 
filed ; pending and unsatisfactory cases are considered open until further data is 
secured or corrective action has been taken by the Cambodian Government or 
refund requested by ICA/W. 

(b) Have end-use checks or other investigations disclosed any misuse of ICA 
doliar allocations, speculation or fraudulent practices? 

End-use checks have thus far been made on about $16 million of the approxi- 
mately $54 million in commercial import shipments to Cambodia from the incep- 
tion of the USOM to September 1957. These checks have disclosed that approxi- 
mately $548,536, or about 1 percent of the shipments made, represent a misuse 
of ICA funds, for which the USOM has recommended to ICA/W that refund be 
requested from the Cambodian Government. Included in this amount is $250,358 
representing cases of nonutilization of imported equipment; the Cambodian 
Government is currently undertaking special efforts to assure that this equip- 
ment is put to use, rather than being retained in warehouses. Cases of over- 
pricing involving shipments totaling $237,126 are included in the total figure. 
One clear case of fraud, involving nonimportation of goods costing $61,052 is 
also included. In addition, USOM has investigations pending involving an 
additional $982,000 on which further investigation may indicate that refund 
action is justified. 
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The great majority of these cases arise from the Cambodian Government’s lack 

of administrative experience. The Government’s real desire to encourage a 
Cambodian business community to compete with long-established French and 

Chinese importers has resulted in licensing an excessive number of inexperienced 
Cambodian importers. Many of these small Cambodian importers lack sufficient 
eapital and have engaged in the selling of foreign exchange allocations or import 


licenses. The Government’s desire to help small importers has resulted in 
' unrealistically small individual foreign exchange allocations. In some instances. 


the Cambodian Government’s general policy of refusing to permit transfers of 
business profits has led to the use of import licenses as a technique for capital 
flight. 
The Cambodian Government’s import licensing deficiencies have not led to 
serious price increases. During a period from approximately September 1956 to 
March 1957, the Government severely limited the issuance of licenses while it 
was endeavoring to install a more effective import system. This curtailment of 
imports resulted in temporary shortages of certain basic imported commodities, 
} such as textiles and cement, with consequent price increases. However, when 
additional imports were authorized, the prices returned to a normal level. 


Exuisit No. 1 
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: FORM 1. NOTICE OF ARRIVAL OF SHIPMENT 
Documents have been received covering the ICA-financed shipment described 
below : 
Wasmne 0@ inepettlis suid cadena Sa eee st. we 
pe gS. ee See eee? AED Beenie cere dhe 
Pert and Gate of losding.......sinddi niceties ee eee 
Sehedaied Gate:of arrival in. Phnom Pemlisiosss sek ee 
| entrintion:. 06. BOUGR Ss oa. cicmnniimaenmnmmsa 0 ee eS 
TG ini ici tian ies ea Ria ct clita ac alni ig ebea giants i eiadaaeai een 
WRONG, increas eect es caer erent inttn teas asian aca sini n a eenpeipeecnmetnenenanepagpenngs Tiemann 
) We hs. DG cats nacitttinnmereccsictmnnphiattanaliinicdabtnashiidtitp itt cate a ee ee nee 
EY tee iheicinteereni arent ect tet EN a Ie ran ele eo ecm eens eaaget at on eden coca 
Commodities have been seen, arrival at dockside on__----_---_________-___ 
EOD scotia ts ec cick Gun carga etn an ncaa ab iinnocgpee ag ae eee neem el ate ae 
| cc to 
Signature 
COTO itis is cn sis ince tine tog tern hase deine ae eigenen Oieb taeda ian ate aaiidaaetintaelini 
Sa aa a si cv nes ecrbeta neces gangs cencidtnli atic ciedtaacncdieeciaag aca ated inde cli ed taetien  e 
Exurnir No, 2 
UNITED STATES OPERATIONS Mission TO CAMBODIA | 
FORM NO. 2 END-USE WORKSHEETS (NONPROJECT) 
y 
2 ares ys | Mpa ed ne ee Tah hehe ihe oo ex i 
metcrintion of commngihy aus seeae i ak SS, BA ew, 
ai kas acer bene ae ~ Edad dala ee tbs Shab daddeanth doce od lies hdd 
‘ah 42.00 BS) - Ue Bh Gish hie cet ea eh Be So oe, 
ME ETNIES. ones cic. sscscaadeeh oie salen mani Pines Titte@ia casio Fil ne i eo) 
Date transshimnegscc.. cas -ssecels Place: trentehinpetic 6k. 
ene. Sreivel. im: Camboeie nn el ee ee te eed 
EGR OF CUsLOUON: TING TORO cis ti dob See. aes eee ad 
Serene. FOURIREIONRR. 6. asi ts eed. bi 5s ke t 
COREG CLONr  COTMRCI OOD Saco nk dein BAe ine cba eed koh at load i Sb bee 
Peer O8 Stone tcnn soc eel cdl aed Name of supplier_..........-.._-__- 
aeeress OF agora? is ediicct ae Siie Address of supplier____.----_--___-_-- 
Is importer the end-user___-__-__----_-_ MOMs Sil peat Mmecicrl sus Gas. 


Commodity (ies) has been sold to 
Name Address In stock (1) Retailed (2) 
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(For all commodities in stock) 


US $f. o. b. US $f. o. b. US$ f. o. b. 
Commodity (a) Installed but (b) Not installed (c) Awaiting to 
description not utilized be sold 


SERGI LT Goeth AiG TP Ree ane 


Investigator 


Exurstit No. 3 
UNITED STATES OPERATIONS MISSION TO CAMBODIA 
FORM NO. 3 END-USE FINAL REPORT (NONPROJECT) 


(Compiled and condensed from “End-Use Worksheets” exhibit No. 1) 


Sn I a i 
I i i sca 

a nu UNI RT i tcaieeencnmnincnialel 

. Amount of investigation’s coverage: US $ f. 0. b 
Rec of PA. 


9 A OV OOS 
o 
- 
A 
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Below is a narrative report of the investigation discussed under the following 
headings: (a) Introduction, (b) conduct of observations, (c) findings, (d) con- 
clusions; and (e) recommendations. 

Subcommittee question No. 5. What luxury-type commodities (those not on 
eligible lists) have been financed under the import program? 

USOM/Cambodia’s commercial import program commenced January 1, 1955. 
The purpose of this program is (1) to obtain sufficient local currency for sup- 
port of the military establishment and individual economic aid projects, and (2) 
to main the flow of imported commodities required by the Cambodian economy. 

The normal system for ICA-financed commercial imports involves the issuance 
of procurement authorizations for specified commodity groups. Under this pro- 
cedure, commodities costing approximately $54 million have been imported into 
Cambodia since January 1, 1955. Examination of all end use investigations and 
all other records of this mission has not disclosed any instance in which the 
Cambodian Government has licensed or imported with ICA funds any commodi- 
ties on the ICA ineligible list. 

For a period of 6 months, beginning in January 1955, emergency cash grants 
totaling $12 million were made to the Cambodian Government against equiva- 
lent counterpart deposits. These grants were necessary to provide the local 
currency required for the pay and allowances of the Cambodian armed forces. 
During the initial stages of United States aid to Cambodia, the normal procure- 
ment authorization system could not provide this local currency with sufficient 
rapidity. This extraordinary arrangement was terminated in June 1955. The 
Cambodian Government fully complied with the counterpart deposit requirement. 

It has not been possible for the mission to obtain all the information neces- 
sary to permit detailed verification of all the imports licensed by the Cambodian 
Government from its own resources and from these cash grants during this 
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emergency period. The Cambodian Government’s report concerning its import 
program during this special arrangement does not indicate any importation of 
luxury or ineligible items. 

Subcommittee question No. 6. Has there been any increase in Cambodia's for- 
eign exchange reserves during the past 3 years? 

When the Cambodian National Bank was established on January 1, 1955, its 
foreign exchange reserves were the equivalent of about $10 million. Cambodian 
reserves in gold and foreign exchange as of September 30, 1957, amounted to 
the equivalent of $87 million. 

The composition of these reserves is not disclosed by the national bank. It 
is believed, on good authority, that over 50 percent of these reserves consists 
of deposits in French francs either with the French Treasury or in banks of 
metropolitan France. It is possible that some of these reserves are in blocked 
franc accounts or at least in accounts not freely convertible into other currencies. 

The question of whether Cambodia is accumulating excess reserves is subject 
to differences of opinion. According to the Cambodian National Bank statute, 
the central bank is required to back its note issue with a minimum of 33 percent 
holdings in gold and foreign exchange. If this interpretation of excess reserves 
is applied, there are very substantial excess reserves because, as of August 
1957, the ratio of reserves to currency in circulation amounted to 147 percent. 

Under accepted central banking standards, however, central bank reserves 
should provide cover, not only for the note issue, but also for the deposit liabili- 
ties of the central bank, since these two components constitute the volume of 
money in circulation. The Federal Reserve System of the United States is re- 
quired to carry a reserve of 25 percent in gold certificates against both deposits 
and Federal Reserve notes; the Bank of Canada is required to carry reserves at 
25 percent of its notes and deposit obligations in gold coin or bullion; the Bank 
of France is required to carry gold reserves of not less than 35 percent of its 
combined note and deposit liabilities. As an example of a new, underdeveloped 
country, the Burmese Central Bank is required to keep a minimum gold and 
foreign exchange reserve of not less than 25 percent of its liabilities on account 
of deposits and note issue. 

Under this second and sounder practice, the reserves of the National Bank of 
Cambodia are less impressive. As of September 30, 1957, currency in circulation 
plus deposit liabilities in the total amount of $130.9 milion were covered by $87.4 
million of actual gold and foreign exchange reserves, amounting to a reserve 
percentage of 66.8 percent. Since over 50 percent of these reserves (about $45 
million) consists of relatively nonconvertible French francs—and thus is not a 
true hard currency reserve—it is doubtful whether “excess reserves” are actually 
in existence. 

USOM has already informed the Cambodian Government that the accumula- 
tion of further reserves appears unnecessary and that the current reductions 
in United States aid might be compensated for by the utilization of the resources 
represented by these reserves. This use of reserves may involve some deficit 
financing and obviously cannot be pressed too far because of the danger of a 
runaway inflation in a country like Cambodia. 

Subcommittee question No. 7. What percentage of Cambodia's total defense 
budget did our budgetary support for military establishment represent in 1955, 
1956, and 1957? 

Prior to 1954, Cambodia, as one of the Associated States of Indochina, received 
United States military assistance through France. The French logistic base for 
the military area including Cambodia, was in Saigon. On the termination of 
the Indochina war and the dissolution of the Associated States of Indochina, 
Cambodia had neither the financial capability for supporting an armed force, 
nor the necessary logistic base from which to support operations. 

In 1955, a United States military aid program was instituted which was 
threefold in nature: (1) it provided pay and allowances for the Cambodian 
armed forces; (2) it equipped those forces and provided for operation and 
maintenance of that equipment; and (3) it initiated a modest construction pro- 
gram to provide the necessary logistic base within the country. This program 
of assistance had as its primary objective furnishing the minimum assistance 
necessary to support the forces essential to maintain the internal security and 
legitimate defense of Cambodia. 
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United States budgetary support to the Cambodian national defense expendi- 
tures dufing calendar years 1955 and 1956, and estimated support in calendar 
year 1957, is indicated below. 


[In mhillions of United States dollars] 


| | 
Calen- | Total ex- | And Cam- | Percentage 
der /| penditures Of which United States aid was— bodian con-| supported 
year were— tribution | by United 
| was— | States aid 
1955 26.5 | Pay and allowances 16.5 8.5 68 
| Budget deficit __- 1.4 
POL ; 1 
18.0 
1956 | 128.3 | Pay and allowances 17.7 0.6 06 
i POL. ‘ 2 
| Construction .8 
| 18.7 
i 
1957 | 126.1 | Pay and allowances 15.8 10.0 62 
Construction 3 
| 
| 16.1 


} 
1 
i 


1 Estimated. 


Not included in the above is the value of the United States military assist- 
ance program (MAP) and items of vehicles, weapons, equipment, consumables, 
and construction materials, ete. The total amount programed under these 
areas of support were, in millions of United States dollars: (1) Material 
program, fiscal year 1955, $34.0; fiscal year 1956, $12.1; fiscal year 1957, $2.12; 
and (2) the consumable program fiscal year 1955, $0.1; fiscal vear 1956,.$4.5; 
fiscal year 1957, $2.9. The figures for 1955 and 1956 include the value of the 
equipment redistributed as Indochina excess. 

The basis of this support has been: (1) the JCS approved force level for 
the accomplishment of the mission prescribed by the United States National 
Security Council; (2) the financial capability of the country. Revenues of the 
country have not and will not be sufficient for the foreseeable future to provide 
adequate funds to support the JCS approved force level. 

The increase in United States aid between 1955 and 1956 is due to the fact 
that pay and allowances were supported 12 months in 1956 against 11 months 
in 1955. Moreover, implementation of the construction program was slow in 
getting underway. The decrease between 1956 and 1957 is due to a reduction 
in United States support to pay and allowances, occasioned by the Armed Forces 
being temporarily below the approved force level. 

It is anticipated that Cambodian revenues will moderately increase in future 
years. The United States country team in Cambodia plan to continue to insist 
that the Cambodian Government increase its contribution to the defense estab- 
lishment. It is believed that Cambodia’s contribution toward meeting the cost 
of its armed forces can be further increased by at least 10 percent per annum 
progressively above the calendar year 1957 level. This level as shown in the 
official Cambodian calendar year 1957 budget document amounted to 350 million 
riels, or the equivalent of $10 million. 

Subcommittee question No. 8. Describe briefly the internal security project. 

The civil police assistance project is a long-term program designed to improve 
and strengthen the Cambodian civil police forces. It is one of the principal 
means of helping Cambodia maintain its independence and sovereignty. Detec- 
tion and control of internal subversion is a primary responsibility of the civil 
police. 

Briefly, the program will provide technical and material assistance over a 
period of approximately 5 years (subject to availability of funds) to assist in 
an administrative and organizational realinement of the several separate Cam- 
hodian police agencies so as to result in a unified national police force; develop- 
ment of police mobility to meet internal security threats by providing suitable 
vehicles and maintenance facilities: establishment of a police communications 
system to permit police mobilization and rapid transmission of information; 
improvement of the police training program so as to enhance the capabilities 
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of the individual policemen; establishment of a central records and criminal 
identification system; greater adequacy and standardization of police arms and 
munitions ; and general improvement of crime detection and operational methods 
and techniques, as well as administrative procedures. 

(a) What is present status? 

The program is presently in the initial stage of operation. A Police Planning 
Commission has been created by the Minister of National Security to guide 
implementation of the project. USOM police technicians are members of the 
commission, as are representatives of each of the Cambodian police services. 
No other foreign countries except France are represented. The commission 
serves as an advisory board to the Minister of National Security, and in its 
councils the advice and guidance of USOM technicians is sought and encouraged. 
This commission is given leadership and continuity to cooperative planning 
between the representatives of both USOM and the Cambodian police services. 

The sum of $774,800 was allocated to the project from fiscal year 1955 funds 
to support the initial equipment requirements of the program. Of this amount, 
only $85,650.65 has been expended to date to assist the police in initiating their 
training program, and to provide a small number of vehicles urgently required. 
The balance will be used for equipment procurement during fiscal year 1958 as 
additional specific subproject agreements are developed through the Police Plan- 
ning Commission to provide for the various segments of the program. Equip- 
ment needs of the Cambodian police are currently being studied and screened. 
Two police advisers are presently on the USOM staff, and others are being 
recruited in the United States, in accordance with agreed fields of United States 
technical assistance set out in the basic project agreement. 

(b) What are the future plans? 

In fiscal years subsequent to fiscal year 1958, the project will be implemented 
progressively in accordance with a timetable, currently in process of develop- 
ment, based upon the estimated rate of improvement in the Cambodian police 
services, and within the limits of funds allocated to the project by ICA. An 
overall cost estimate is being compiled, and a procurement schedule is being 
prepared. It is anticipated that the procurement phase of the project will 
terminate in fiscal year 1961. Surplus military stocks of commodities which 
may be appropriate for police use will be utilized to the fullest extent in meet- 
ing the equipment requirements of this project. 

(c) Was there any misunderstanding regarding the scope of United States 
aid and execution of project? 

From the initial stage of the project in June 1955 until June 1957, police 
officials of the Cambodian Government felt they were politically restricted to 
acceptance of United States aid only in the field of police equipment and empha- 
sized they had no authority to accept American technical aid. The reasons 
underlying the Cambodian reluctance to receive United States police technicians 
are not entirely clear, but it seems probable that there was political hesitation 
about American “domination” of the Cambodian police. USOM believed that 
provision of American equipment without training in the use of that equipment, 
or without reorganization of the Cambodian police forces, would be wasteful. 
On April 22, 1957, the Director of USOM advised the Cambodian Government 
that he would be compelled to withdraw funds previously allocated to the project 
unless a satisfactory agreement, which included the acceptance of American 
technical advisers, was reached by June 30. This USOM action resulted in new 
instructions from Prince Norodom Sihanouk, which enabled the Ministry of 
National Security forthwith to conclude a mutually satisfactory technical aid 
agreement. Full cooperation between responsible representatives of Ministry 
of National Security, the Cambodian police services, and USOM has existed 
since the agreement was executed on June 17, 1957. 

Subcommittee question No. 9. Does the Mission have any staff recruitment 
problems? If so, please explain. 

A Mission located in an isolated, non-English speaking area so little known 
to Americans inevitably has staff recruitment difficulties. The humid tropical 
climate of Cambodia, the inadequacy of educational facilities for American 
children, the very limited facilities for medical care, and the paucity of recrea- 
tional and cultural opportunities all tend to discourage prospective staff mem- 
bers. This has been felt in practically all USOM offices and technical divisions 
Understaffing in the clerical and secretarial posts has been an especial impedi- 
ment, aggravated by the lack of qualified local personnel normally relied upon 
by other Missions for routine work. On the side of progress, USOM has sub- 

24700—58—pt. 1-78 
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stantially improved the staff housing situation, and more adequate food facili- 
ties are now available. Elementary school facilities have been bettered. 

The deliberate USOM policy of trying to make life in Cambodia less difficult 
for its staff has resulted in improvement in the rate of recruitment notably in 
the last 6 months. There has also been an increased willingness of staff mem- 
bers to return for a second tour, thus reducing the turnover problems and the 
loss of experience. USOM expects beneficial effects from the ICA career devel- 
opment program, which should help assure this Mission of a fairer share of 
experienced personnel to fill vacancies in positions where overseas experience 
with the organization is a prime requisite. 

Obviously the lack of longer range career security of the type provided in the 
Foreign Service is also a general problem for all ICA recruitment. 


American personnel 














! 
| Approved Total on 
staffing payroll 
pattern 
| 
ary 
June 30, 1955........-- ; i cine iaaacas Mine ciple hee eear tn ihe cmlvgisoapae 63 24 
ENOL non oe eatdeewensecesn - 7 iwkase cee eeyaee Senne me 89 45 
EE MOT aia adh cheba d dbo aneds Cal dao eekt baba wce actin eeib adkee Oban ad : 102 | 58 
Qateber Shy 4067 6 acts ob cge-- 5550s balsa csdbvenss cans achietaliniatiags 109 | 72 





Subcommittee question No. 10. What is the present status of the port construc- 
tion work by the French at Kampong Som? When will it be completed? 

Construction of the port of Kompong Som, according to officials of the French 
Economie Mission and personal observation by USOM Staff, is proceeding ac- 
cording to schedule. 

Construction is approximately 40 percent completed. Completion date of this 
project is estimated June 1959. 

Specifically : (1) The roadway to the major pier has been completed and only 
asphalting remains to be done. (2) The bridge connecting the roadway with 
the major pier is three-fourths completed. (3) Construction of the 800—foot pier 
is progressing. Three concrete pier embuttments have been placed, and a fourth 
and final one will be installed as soon as weather conditions will permit. (4) 
One breakwater dam, which also acts as an auxiliary pier for small vessels, has 
been finished and construction of a second 400-foot breakwater dam is about 70 
percent completed. (5) Filling in of a warehouse area between the breakwater 
dampier and the roadway to the major pier is well underway. 

The USOM has been assured by the Director of the French Economic Mis- 
sion that sufficient funds have been allocated by the French Government to as- 
sure completion of this project. 





APppENpDIx V 


QUESTIONNAIRE FOR INTERNATIONAL OPERATIONS SUBCOMMITTEE OF THE COMMITTEE 
ON GOVERNMENT OPERATIONS, THAILAND 


1. What is the justification for fiscal year 1958 increases in local currency 
generation to meet local costs of economic and technical projects and military 
construction? 

(a) To what extent, in cash and kind, respectively, is the Government of Thai- 
land contributing to these programs? 

Answer.—Local currency programmed for generation under the nonproject sec- 
tor of the fiscal year 1958 defense support program totals $15.7 million. This 
compares with $25.2 million programed in fiscal year 1955, $20.3 million pro- 
gramed in fiscal year 1956, and $5 million programed in fiscal year 1957. $10 mil- 
lion loans were made in fiscal year 1956 and fiscal Year 1957. $10 million of the 
fiscal year 1956 and approximately $3 million of the fiscal 1957 local currency 
component of the program was on a loan basis to the Thai Government. The 
balance of the fiscal vear 1957 $10 million loan, approximately $7 million, was 
in the project sector of the program. 

The level of local currency generation for fiscal year 1957 was dictated by the 
amount of baht unutilized on June 30, 1956, amounting to approximately $8.9 
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million with $24.7 million remaining to be generated from the fiscal year 1955 
and fiscal year 1956 programs. $21 million-of the local currency for fiscal year 
1955 and fiscal year 1956 was earmarked for utilization by JUSMAG, and as of 
June 30, 1956, less than $1 million had been approved for withdrawal. The 
mission, therefore, was of the opinion that the fiscal year 1957 local currency 
generation should be kept at a minimum level to preserve the pipeline, pending 
an accelerated rate of withdrawal. 

The Thai Government contribution to the counterpart local currency require- 
ments of the technical cooperation program since 1955 has been the equivalent 
of $3 million a year, about $1.5 million annually more than would be required on 
a commensurate value basis. Prior to 1955 their contribution consisted of the 
deposit of the commensurate value of commodities furnished on a grant basis 
under that program. In addition, the Thai Government contributed $8.7 million 
in fiscal year 1955 and $5.4 million in fiscal year 1956, and $5.7 million in fiscal 
year 1957 in cash and in kind to the projects under the technical cooperation 
program, as shown by project agreements. 

Contributions in cash and in kind to the defense support program were: 


epee your 20002. nn nk hn eee $1, 200, 000 
OD, SOIR TN ci coca Si wind ecpitine aeinel delice ne mpeg eae aon canara 900, 000 
NOG VOOR 1006 anion sb nscn ck ccanwnnnnennbaaal tae 17, 000, 000 

COI in ss a es ebpeeresiin eee seminal siods leblanc aaa cena oe 19, 100, 000 


The large contribution in fiscal year 1957 was mainly in the procurement of land 
and rights of way for the highway program. Data with respect to the fiscal 
year 1958 program was not available at this time since the program is under 
review by the Thai Government. 

In the military construction program in Thailand, the Thai Government pur- 
chases all real estate required for the implementation of construction projects. 
No United States dollars or counterpart are utilized for the purchase of required 
real estate. The funds required for purchase of said real estate are included 
in the Thai military budget by respective services. As an example, land has 
been procured by the Thai Government for improvements to and/or construc- 
tion of airfields at Chiengmai, Udorn, and Ubol, and for the site of the Replace- 
ment Training Center at Pranburi. It is the policy of the JUSMAG to provide 
no more than 50 percent of family quarters only to and including noncommis- 
sioned and company grade officers. The remainder are constructed from Thai 
budgeted military construction funds. 

2. What is the relationship of the economic and technical assistance programs 
to the objectives of the military assistance programs and of SEATO? 

Answer.—The overall objective in Thailand is to assure a stable anti-Commu- 
nist government oriented toward United States policies and able and willing 
to play an effective role in free world collective security arrangements. To fur- 
ther this objective the MDAP and DFS, administered by JUSMAG, are designed 
to enable Thailand to resist external aggression and maintain internal security. 
The economic and technical assistance programs, in support of the military pro- 
gram and United States interest in Thailand’s defense effort, is designed to 
assist the Thai Government in furthering economic stability and development, 
so that its economy can bear the defense burden. The program is concentrated 
in three major fields: agriculture, transportation, and power. Programs in 
public health, education, and public administration support these major activities. 

The Thai Government is making a great effort on its own toward economic de- 
velopment. Some of the highlights of this development are as follows: 

1. In the education field it has a program underway for building 104 million 
baht worth of school buildings. Of this amount about 80 million baht is for 
teacher training facilities. Each year between 150 and 200 scholarships are 
awarded by the Government for study in foreign universities. During 1953 
there were over 1,000 Thais studying abroad, and most of them were on Thai 
Government scholarships. 

2. The Ministry of Public Health employs about 10,000 people. It has two 
medical schools, three nursing schools, and schools of public health, dentistry, 
pharmacy, midwifery, and dental hygiene. It has 85 hospitals, 58 of which 
have been built since 1951. In addition, there are 80 municipal health centers, 
which it has established and maintained. 

3. The highway department has a continuous program of improving and 
Maintaining the roads of the country. It is building some secondary roads in 
South Thailand, in order to provide an outlet for the minerals mined from the 
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area as well as the production of the rubber plantations . Its major efforts on 
primary highways support the ICA-assisted programs. 

4. To assist in solving the electric power shortage, the Goverument bas re- 
cently concluded a $66 million loan for the building of a 560,000 kilowatt bydro- 
electric plant at Yan Hee. 35 million baht of its own funds will be expended in 
this venture. 

3. To what extent is the development loan fund being utilized to finance the 
project assistance component of the defense support program? 

Answer.—There have been no DLF funds used to finance any projects in Thai- 
land. Several of the projects formerly proposed for defense support financing 
are not now eligible, due to the change in definition of “defense support.’’ These 
projects, as well as others for which the Thai Government may request assist- 
ance from DLF, are as follows: 


1. Bangkok electric power distribution 

2. Bangkok water system improvement 

3. Toan Nga Chong hydroelectric power project 
4. Bangkok thermal power plant 

5. Alternate deep water port 


4. What are the amounts of current commodity PA’s and to what extent have 
they been liquidated? 

Answer.—aActive commodity PA’s outstanding as of October 31, 1957, total 
$39,633,835, against which $29,587,405 had been disbursed as of August 81, 1957. 
(Disbursements under commercial PA’s are made by ICA/W and reported 
monthly to the USOM. The report of August disbursements is the most recent 
USOM has received. ) 

Additionally, commercial PA’s totaling $13,656,354 have been liquidated up to 
the present time. 

5. What systematic procedures have been developed for reviewing PA’s to pro- 
vide for cutbacks of slow-moving imports and increasing those in greater demand? 

Answer.—USOM and the Bank of Thailand conduct a continuous review to 
reduce outstanding PA’s to amounts required under that PA. | Periodically, 
USOM receives from the Bank of Thailand a report of the total amount of letters 
of credit issued for those PA’s for which the contracting period recently expired. 
On the basis of this information, USOM forwards a request to ICA/W asking 
that the balances of letters of commitment concerned be reduced to the amount 
of letters of credit issued under each letter of commitment, When this is done, 
USOM requests ICA/W to reduce the amount of the PA’s concerned to the 
amount of the amended letters of commitment (which agrees with the amount 
of irrevocable letters of credit outstanding). The PA’s cannot be closed finally 
until all payments have been made under the letters of credit. After the de- 
livery period under each PA has expired, the Bank of Thailand requests and 
receives from each Thai commercial bank concerned a report of expenditures 
made under the latter’s portion of the PA. When all reports are received and 
totaled, the total is verified against ICA/W reports of payments under that PA. 
Any differences are reconciled, and ICA/W is requested to close the PA at the 
final expenditure figure. 

The continuous USOM/Bank of Thailand review seems to have been quite 
successful. In the last three years, against a total of $53.5 million in commercial 
PA’s issued, disbursements total $43.2 million, leaving a present pipeline of $10.1 
million in unliquidated PA balances. Of this $10 million pipeline, almost one- 
half ($4.7 million) is represented by very new PA’s issued against fiscal year 1958 
funds. No disbursements as yet have been made against those new PA’s. The 
other half of our unliquidated obligations ($5.4 million) is encumbered in active 
PA’s for the most part, plus some inactive balances in process of being closed. 
This is a low figure for a normal pipeline. And even this figure would be 
slightly lower as of today if we had ICA/W expenditure reports for September 
and October, which usually follow about 2 months after the close of the month 
covered by the report. 

To concentrate commercial import program PA’s to fast-moving commodities, 
the Bank of Thailand has agreed for this fiscal year to limit PA’s to financing 
of three commodities (petroleum, iron and steel, and vehicles) to the extent 
that imports of these commodities are needed by the Thai economy. 

6. To what extent does the USOM/Thailand review the project operations 
which are under the direct supervision of the Thai Technical and Economic Com- 
mitte, particularly as sueh operations relate to procurement of equipment and 
commodities and the utilizaiton thereof? 
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Answer—TTEC represents the Thai Government in planning with USOM the 
eontent and objectives of the overall program, the resolution of common policy 
problems, and compliance with ICA rules and regulations. In this function 
TTHC is a coordinating agency of the Thai Government and does not have direct 
supervision over the projects implemented by the various ministries. However, it 
does have control over the release of counterpart funds used in financing the 
projects. 

As an operating function, TTEC has under its supervision a procurement 
division. ‘This division operates as a central procurement office, which pur- 
chases a substantial amount of commodities required for ICA/Thai projects. 
In support of this function, USOM contributes a United States technician, as 
supply advisor, who maintains his office in TTEC. The supply advisor assists 
the procurement division in conducting a purchasing operation under efficient 
procedures. The responsibility for making awards is solely that of the purchas- 
ing officer, as an agent of the Thai Government. USOM supply advisors are 
specifically charged by the ICA not to concur in any awards, since this might 
prejudice the filing of claims against the host government in the event of 
imprudent procurement. 

Commodities procured by TTEC with ICA dollar funds are consigned by the 
supplier to TTEC. Upon arrival of the commodities in Thailand, TTEC receives 
the shipment and forwards it to the Thai Government department sponsor of 
the project for which the commodities were purchased. The department forwards 
to TTEC; for transmittal to the USOM controller, an acknowledgement of receipt 
for the shipment. The controller’s office then reconciles the receipted arrivals 
with ICA/W-paid shipment reports. This assures that all commodities pur- 
chased by TTEC from ICA dollar funds arrive in Thailand and are received 
by the Thai Government department concerned. The utilization of the com- 
modities is subject to end-use verification in the same manner as project com- 
modities, procured by United States Government agencies. 

7. What percentage of the fiscal year 1955, fiscal year 1956, and fiscal year 1957 
commodity import programs has been covered by end-use investigations? 

(a) What were the findings of such investigations? 

Answer.—The percentage of fiscal year 1955, fiscal year 1956, and fiscal year 
1957 commodity import programs covered by end-use investigations is as follows: 


{Dollar amounts in millions] 


| 


| End-"se | Percent of 
PA’s | Paid ship- | investiga- | shipments 
issued | ments tions | investi- 
| gated 
——— -_—_—_——— {—— - ee | | — 
| 
| 
1955 ; i | $17.8 | $17.4 $3.6 20.7 
1956 . i . 22. 6 21.6 1.1 5.1 
1957 Ses 8.6 | 3.6 cone 
1958 . . 1.7 | a 
Total_- ‘acelin 53.7 | 42.6 4.7 11.2 
| 


Our end-use investigations follow somewhat behind the arrival of commodities. 
Our quarterly report to ICA/W (ICA-7-73) on the Review and Observation of 
Non-Project Assistance as of September 30, reports on the status of end-use in 
vestigations as of that date. Compared with total paid shipments of $41.3 
million, end-use investigations total $4.6 million, or slightly more than 10 percent 
of cumulative arrivals. The greater part of these investigations pertain to com- 
modities financed under 1955 PA’s. In the current and following quarter, 
coverage will continue for 1956 PA’s and extend to paid shipments for 1957 au- 
thorizations. 

Under the nonproject aid and end-use program, all investigations were rated 
satisfactory except two. Corrective action has been taken in each instance. One 
involved a $26,490 shipment under a fiscal year 1955 PA, wherein some zine prod- 
ucts were purchased under an iron and steel PA. ICA/Washington corrected this 
situation by issuing a waiver and charging the funds against the PA. The second 
unsatisfactory investigation, made under a fiscal year 1956 PA, concerned a small 
shipment of white petroleum wax, in which an inferior grade was shipped. 
The supplier, after investigation by ICA/Washington, refunded $761 to correct 
the situation. The Thai Government was not involved in this claim. 
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8. What control procedures, in connection with the commodity import program, 
are being used by ICA and the Thai Government to insure against: 

(a) The reexport of import program commodities? 

(b) The diversion of ICA dollar allocations? 

(c) Delivery of defective goods? 

Answer.—USOM relies upon its end-use investigations and arrival accounting 
records, upon Thai Government customs controls, and economic incentives of 
importers to assure that ICA-financed commodities are not reexported or di- 
verted. 

To assure against delivery of defective goods, USOM, to a large extent, relies 
upon the self-interest of importers. Since the baht is a hard currency, readily 
convertible, no incentive is seen for the importer to accept inferior commodities 
with a compensating kickback from suppliers. On the other hand, if defective 
goods are received, the importer, as with any purchaser, has every economic 
incentive to pursue a claim. 

To assure arrival, USOM receives from the supplier a non-negotiable copy of 
the bill of lading. The ICA/W reports of expenditures are verified to assure 
that shipping documents are received for each shipment. The bill of lading is 
sent to the Bank of Thailand with a form of notification. The Bank of Thailand 
returns the form ith a copy of the deposit slip, evidencing the importer’s payment 
of counterpart and its deposit to the special account. Under end-use investiga- 
tions, the USOM investigator inspects the importer’s records with respect to 
supplier’s invoice, shipping documents, and a custom’s receipt evidencing clear- 
ance through Thai customs and payment of duty. If duty has been paid, this 
constitutes evidence of entry into the economy of Thailand. As further check, 
the USOM investigator inspects the commodity, if not yet sold, or if sold, a copy 
of the sales ticket. The extent of this precise inspection depends upon the type 
of commodity. Fora vehicle, which is identified by serial numbers, the operation 
is precise; for liquid petroleum, the precision is considerably less. Thus, the 
combination of arrival accounting, the importer’s payment of local currency 
sales proceeds, and custom’s duties, and end-use investigations gives assurance 
that ICA-financed commodities arrive in Thailand. 

For reexports, however, an export license is required for the importer to be 
entitled to customs drawback on imported commodities. If an importer re- 
quested license to reexport an ICA-financed commodity, the request would be 
compared against the original customs entry. The request would be denied, 
since an ICA-financed commodity would be involved. This is a Thai Government 
responsibility, over which the USOM has not control. To reexport without duty 
drawback would lack any incentive, since Thai customs duties range from 25 
percent to 50 percent on imported value. 

9. To what extent has there been an occurence of items (a), (0), or (c), above 
(question 8), during the past 18 months? Give examples. 

Answer.—No occurrences of discrepancies of the type referred to under para- 
graph 8 above has been noted in the operation of the commercial import program 
in Thailand. 

10. What is the justification for the northeast highway project? 

(a) List the names of all USOM personnel who have or have had responsi- 
bility for this project, with some indication of their interrelationship and spheres 
of responsibility. 

(b) What. methods are employed to insure that the engineer and contractor 
are properly performing their contracts? What steps does the USOM take to 
assure itself that Thai Government “Certificates of Performance” have been 
issued on a proper basis? Are regular physical inspections performed? How 
frequently? 

Answer.—Factors supporting the justification of the northeast highway proj- 
ect are as follows: 

1. Thailand was faced with politically unstable conditions along her eastern 
and northeastern borders. At the time of the decision, Communists were in 
control of northern Vietnam and two provinces of Laos. They posed a threat, 
both military and political, to the balance of southeast Asia. There was no 
existing highway into the northeast capable of carrying the traffic imposed by 
modern mechanized military forces. The major threat to Thailand from a mili- 
tary point of view is considered to be from the direction of the northeast. 

It would be practically impossible to support major military operations in this 
area logistically if the roadnet was not improved. The Thai military forces have 
been furnished transport to support field operations, but such vehicles could not 
be properly utilized unless the road facilities were improved. The northeast 














1g 
i- 


eS 
ly 
es 
ve 
ie 


of 
re 


nd 
nt 
‘a- 
to 
\r- 
Lis 


on 
he 
cy 
ce 
be 
re- 
be 


nt 
ity 


ra- 


8i- 
res 


tor 


"en 


FOREIGN-AID CONSTRUCTION PROJECTS 1221 


highway represents a major start in the direction of adequate tactical and logis- 
tical support of troops in this area of high strategic value. The Thai Armed 
Forces are not capable of supporting operations in this area by air transport. 
It would require both rail and road facilities capable of accommodating present- 
day military loads. 

2. There is a necessity, as a result of Communist successes in Vietnam, of show- 
ing visible evidence of the continued interest of the United States in maintaining 
Thailand’s resistance to Communist infiltration. The northeast area continued 
to be the area of greatest political unrest, due to Communist activities. Subse- 
quent events have dispelled, in part, the military threat, but the covert Com- 
munist threat in an area with poor communications, without easy access to other 
areas of the Kingdom, still remains. 

3. The northeast section of Thailand is the most economically depressed area 
in the country. The highway will provide a modern artery of communication 
with the large market area in Bangkok and its environs. The completion of this 
highway will greatly aid economic development of Thailand by helping to relieve 
some of the basic deficiencies of the Thai economy, i. e., transportation, power, 
and communications. 

4. The northeast highway, when completed, will provide the means to tie the 
people of the northeast more closely to those in the central plains area, which 
will tend to strengthen their relations with the economic, political, and cultural 
life of the Kingdom. 

The highway was proposed for construction and engineering by United States 
firms for the following reasons : 

1. The Thais do not have the capacity to undertake a job of this magnitude, 
considering the type of construction included and the shortness of time. 

2. To speed construction of this strategic highway and to furnish an impetus 
to the Thai Highway Department overall program of constructing a primary high- 
way system linking major areas of the country. 

3. To demonstrate the techniques and advantages of modern mechanical meth- 
ods of highway construction and to afford firsthand training to the Thais in the 
application of these techniques and methods. 

Officials concerned with the project from its inception are listed below. The 
titles of their positions indicate their responsibilities. 


Directors of Mission: 
Edson O. Sessions: July 1954 to July 1955. 
Lloyd K. Larsen : November 1955 to October 1956. 
William J. Sheppard : December 1956 to May 1957. 
Thomas E. Naughten: September 1957 to date. 
Deputy directors : 
William A. Sponsler : August 1953 to November 1955. 
Allan Loren : December 1955 to date. 
Program officers: 
Dewey T. Jones: January 1951 to April 1955. 
Robert M. Cabot : December 1955 to September 1957. 
Leland A. Randall: September 1957 to date. 
Controllers : 
Henry N. Cooper: September 1950 to March 1955. 
Winthrop A. Travell: February 1955 to November 1956 (deceased). 
Charles N. Martin (acting) November 1956 to March 1957. 
Marvin McFeaters: March 1957 to date. 
Technicians: 
Thomas R. Hill (Public works and engineering officer) : May 1955 to June 
1957. 
T. C. Elliott (deputy public works and engineering officer) : September 1955 
to August 1957. 
H. T. Larsen (chief, highways and bridges section): September 1955 to 
August 1957. 
S. Anderson: January 1956 to July 1956. 
C. R. Miller: July 1956 to October 1956. 
C. J. Chidester : October 1956 to June 1957. 
E. Atkinson: June 1957 to date. 
W. R. Vawter (public works and engineering officer) : August 1957 to date. 
J. L. Nelson (acting chief, highways and bridges section) : September 1957 
to date. 
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The technicians assigned to the project have worked directly under the super- 
vision of the chief of the highways and bridges section. Their assignment to 
the project, due to the shortage of USOM technicians, has never been on a full- 
time basis. They have been required to handle various other duties at the same 
time. USOM supervision on actual construction phases of the project has been 
confined almost entirely to inspection trips scheduled at the most frequent 
intervals compatible with these other duties. The utmost effort has been made 
on these trips to physically inspect all phases of the construction operations 
and to point out to the contractor’s supervisory personnel any instances 
where it was felt improvements could be made or where a lack of efficiency 
was noted. Such instances have not been frequent and there has been a whole- 
hearted effort on the part of the contractor’s top supervision to promptly correct 
these few. Production has been satisfactory, especially in view of the fact 
that this is an overseas job with its attendant problems such as (1) person- 
nel recruitable for overseas jobs are in many instances not top craftsmen because 
of the reluctance of such men to leave permanent statside jobs; (2) the con- 
tractor has had to train and to utilize inexperienced local personnel in all 
phases of the job, which has created added responsibilities and difficulties for 
their supervision and has increased maintenance costs on equipment; and (3) 
distant sources of supply for most material creates problems in planning and 
added expense. 

USOM, as previously stated, has had an insufficient number of technicians te 
maintain more than a token check of the contractor’s costs. Takeoffs, however, 
have been made of quantities of materials in cases such as asphalt, cement, and 
form lumber to see that requirements are not exceeded by the purchases and no 
evidence of waste or mismanagement have been found. The Thai Highway 
Department keeps a very close check on expenditures for locally purchased ma- 
terials to see that prices paid are in line with those current. Inspection trips 
and participation in some of the engineer’s field tests indicate that the engineer 
is performing his duties conscientiously and effectively and the quality of the 
work performed is excellent. 

With regards to the issuance of “Certificates of Performance,” the Thai Gov- 
ernment has been requested to accept the first 35 kilometers of highway east- 
ward from Saraburi (representing completion of work under the original con- 
struction contract scope of work), but this has not yet been accomplished because 
of repairs being made as a result of October floods. Thus, no certificates of 
performance have been issued to either the engineering or construction contrac- 
tors to date. Final inspections by Thai Highway Department, the engineer, and 
USOM are now scheduled prior to November 30, 1957. It is anticipated that 
issuance of the certificate of performance on the first 63 kilometers will follow 
early in December. 

Concerning the “regularity and frequency of physical inspections,” public 
works and engineering division has had insufficient staff to assign a technician 
to the northeast highway on a full-time basis. At all times, however, there has 
been one technician specifically designated as project engineer on the highway, 
and inspection trips have been made with the greatest regularity and duration 
consistent with his other duties. Frequency of the trips have varied but the 
interval between them has rarely exceeded 2 weeks. In addition to these routine 
inspections, all reported instances of problems have been promptly investigated. 

During trips, the USOM technicians attempt to physically inspect all phases 
of the construction work and to check the alignment and grades established 
by the engineer to assure the selection of the most economical location consist- 
ent with sound engineering and construction of a modern highway. 


Aprenpbix VI 


INTERNATIONAL COOPERATION ADMINISTRATION UNITED STATES OPERATIONS 
MISSION TO PAKISTAN 


USOM/Pakistan’s answers to questions submitted in advance by the Inter- 
national Operations Subcommittee and handed to the subcommittee upon their 
arrival in Pakistan—November 23, 1957. 
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1. How much counterpart was on deposit at the end of fiscal year 1955? Fisa- 
cabsyear.1956? Fiscal year 1957? What is your estimate of the amount which 
will be on deposit at the end of fiscal year 1958? 


Answer.— 
[In millions] 
ae — viata -ettaiseianiaamenaintienad ——_--—— aa ki 
Dollar 
| Rupees | ed 
Fiscal year | equivalent 
(1) (2) 
1955. - - ses conee ee cynksandnnsb an ons pa pdageietanone testinal o Lad 0 
1956... -. ees haga <cwep eins clhierircsiaeveaiel 153.7 | 29.2 
1957 - - - pbdbaddibad innccieeew : adutlecuskdoubbsubtincabkeedbude ! 211.3 | 40.2 
SU CemmbaNNORE) . - noni onsen. 02 ne ccc i cnn ote esse bo Sekd pneu euneaeh Seda 100.0 | 19. 1 





1 Represents dollars required to generate rupees column 1. Rupees generated include standard exchange 
rate of PRs. 4.76=$1 plus import duties averaging PRs. 50=$1. Total PRs. 5.26=$1, 


To date USOM/P has been slow in releasing counterpart. Of the PRs. 350.2 
million deposited through June 30, 1957, only PRs. 142.3 million were released. 
In United States fiscal year 1958, however, the USOM/P proposes to release 
at least Rs. 375.0 million. ICA/W has already authorized release of Rs. 130 
million. The prineipal problem to date has been to find ways and means to 
release counterpart to specific development projects through Government of 
Pakistan budget while providing the records necessary for the USOM/P con- 
troller to make the required end-use review. 

The mission has developed a set of guidelines for a counterpart release 
procedure. Government of Pakistan agreement in principle has been secured, 
and Washington concurrence has been requested. The key guideline calls for 
joint Government of Pakistan-mission discussions at the time the budget is 
being formulated. Quarterly release of counterpart against pledges of equiva- 
lent expenditure on ICA-approved projects are contemplated. 

2. Is there any hesitancy on the part of ICA to approve the release of counter- 
part because of its possible inflationary effect? 

Answer.—The answer to question 2 is “No”; we have never hesitated to release 
counterpart because of fear of compounding the inflationary element that admit- 
tedly is present in the economy. Our hesitancy in releasing counterpart, as 
pointed out in the answer to question 1, has been due to the necessity of finding 
mechanical devices that would satisfy both United States and Government of 
Pakistan regulations, 

In answer to the more general aspects of the question, counterpart does not 
have an inflationary element when released through the budget as it is in 
Pakistan. The inflationary element in the budget is the overall rate of spending. 
If spending is too greatly in excess of taxes and other Government revenue plus 
the value of aid goods received, there will be an inflationary situation. In 

*akistan, the Government has not only borrowed the money to maintain idle 
counterpart deposits but also an additional amount which has excessively 
added to the money supply. 

During the coming year, relatively large amounts of counterpart will be 
released. Sut these will not exceed the amount of aid goods arriving in the 
country, plus gains in productivity. Whether or not the monetary imbalance 
worsens will depend on the courage of the Government in sticking to its 
announced policy of minimum deficit financing. The mission intends to encourage 
the Government in this policy, but not through counterpart release, which is 
an ineffective tool for abridging the deficit finance plans of another government. 

Are there any projects (open or proposed) which are being delayed or cur- 
tailed due to lack of host country loeal currency financing? 

Answer.—While there have been projects in the fields of health and sanitation, 
agriculture, village aid, and education which have been delayed in prior years 
due to lack of host country local currency financing, this is not currently a seri- 
ous problem. An examination of USOM/P’s project discloses only two which 
are not being fully implemented for this reason. In the case of the Jabba sheep 
farm, Rs. 80,000 have been budgeted by the Government of Pakistan but have not 
been approved for release at the provincial level. As a result, certain pens and 
other protective covering for the sheep have not been built and this has caused 
some loss of life to lambs, although most of the $40,000 investment in the sheep 
isintact. Efforts are being made to secure the immediate release of these funds. 
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Lack of financial sanction has held up the release of Rs. 295,000 for con- 
struction of the East Pakistan fish market project. In an effort to effect speedy 
release of these funds, ICA has postponed procurement of the imported com- 
modities for this project until the construction is implemented. 

In general, difficulties arising out of shortage of local currency for projects 
were not due to lack of funding by the Government of Pakistan, but rather to the 
extremely involved method of disbursing the money. The GOP system of dis- 
bursement contains many checks, with each checking level having the right 
to initiate new surveys of need, etc. Even after the funds have been appropri- 
ated, it is necessary to go back through almost the whole process to get the 
money released. In many of our projects, there has been the added difficulty of 
having both the central and the provincial governments involved with a result 
that the whole checking process has been multiplied. Progress, however, has 
been made in eliminating many of the roadblocks and as most of our projects 
are continuing ones, this difficulty is considerably less than it was in the past. 

4. Is United States aid being coordinated with Pakistan’s Five Year Plan? 
Explain briefly. 

Answer.—The Pakistan Five Year Plan is a well rounded plan designed to 
secure a 15 percent gain in gross national product. Since the population increases 
at a rate of 114 percent per year, the per capita gain will be considerably less. 
The plan touches all facets of the economy, but places the greatest emphasis on 
the income-producing sectors rather than the social services. The greatest em- 
phasis is on the public sector for overhead investment, e. g., power, transport, 
water, etc. Private capital is extremely limited and untutored in investment, 
although almost a third of all investment is reserved for the private sector. 

The plan covers the period 1955-56 through 1959-60. The plan was not intro- 
duced until mid-1956, a year after the plan period started ; and it was not officially 
accepted by the National Economic Committee until this year. It is expected that 
the approved version of the plan will be published soon. The Ministry of Finance, 
however, had made extensive use of the planning board staff; and it is generally 
agreed that development in the past 2 years has generally followed the outline 
of the plan. 

The plan was developed by the planning board and its advisers. These were a 
group of technicians, mainly American, sponsored by Harvard University and 
financed by a direct grant of the Ford Foundation to the university. The tech- 
nicians in the group have been extremely capable, and their advice is reflected in 
all parts of the plan. 

We believe that, by and large, the plan is a sound one. Some of the assumptions 
were wrong; the worst error was in assuming that net grain imports during the 
5-year period would be nil. This resulted from a series of good monsoons in the 
years immediately prior to the plan. The large amounts of the Government of 
Pakistan’s export earnings (these were in addition to Public Law 480 aid) 
which have had to be spent on food grain depleted the expected resources and 
intensified the emphasis on agriculture. The assumptions as to foreign aid and 
loans which would be available were also on the optimistic side. Also, the 
board’s assumptions of the Government’s ability to administer a large investment 
program were on the far side. With the exception of the availability of foreign 
finance, most of the difficulties have been or are being straightened out. 

In planning the aid program, USOM/P and the Government of Pakistan keep 
in mind the priorities of the Five Year Plan. Most of the priorities are sound, 
and consequently the aid program has generally supported the Government of 
Pakistan plan. The mission, however, has never formally committed itself to 
the plan, and it maintains the right to establish its own priorities within the plan 
and to undertake projects outside of the plan. 

5. What is the formula for sharing military support costs between Pakistan and 
the United States? 

Answer.—The answer to this question has been provided by the MAAG and is 
as follows: 

There is no “formula,” as such, between the two governments for sharing these 
costs. The United States Military Aid Program for Pakistan is based upon 
requirements considered necessary to achieve mutual security objectives. On the 
Pakistan side, their annual defense budget of rupees 890 million ($187 million) 
is 65 percent of the central government revenue, 31 percent of the central govern- 
ment revenue plus capital budget, and 4 percent of the GNP. 

6. How do you determine which military forces are eligible for United States 
support? 
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Answer.—The answer to this question has been provided by the MAAG and is 
as follows: 

Based on the United States Joint Chiefs of Staff determinations, the United 
States and Pakistan Governments have reached understandings on which military 
forces are eligible for United States support. 

7. Give brief statement of background, development (including names and 
addresses of engineers and contractors), and present status of the following 
projects, together with explanation for extensions of original completion dates: 

(a) Taunsa barrage; 

(b) Daudkhel fertilizer factory; 

(c) Karnafuli multipurpose dam; 

(d) Karachi water supply; 

(e) Ganges-Kobadak irrigation; 

(f) Punjab ground water survey; 

(g) Intercollege exchange program; 

(h) Railway rehabilitation; 

(i) Grain storage. 

Answer.—The answers to this question are detailed in the attachments. 


(a) Taunsa barrage 


Background.—The Taunsa barrage project agreement was originally signed 
with the Government of Pakistan on February 22, 1954. The project provides 
for construction of a diversion dam on the Indus River to provide perennial 
water supply to 600,000 acres and summer water supply to 700,000 additional 
acres of agricultural land on which refugee families will be settled. 

Development.—The main portion of the United States contribution to the 
project consists of financing a contract between Brown & Root, Inc., of Houston, 
Tex., and the Government of West Pakistan. The contract provides for design 
of a steel fabrication plant and of control gates and supervision of their con- 
struction, fabrication and erection. 

In addition, USOM furnished specialized items of mechanized construction 
and earthmoving equipment, an operations and maintenance superintendent, and 
established a parts stock system and the maintenance of equipment records. 

Actual project operations are carried on by Pakistani personnel under the 
Irrigation Department of West Pakistan which is responsible for planning, 
engineering, design and supervision of the project. 

ICA dollar contributions have been as follows: 


I | ee dooce os ab eau anptealacaiaued ama iciaeo wea __.. $3, 500, 000 
RE, I  o ieenh hes ninling ce onlin ee tehaeed men maine neta Gatetie actu peslinace 2, 500, 000 
ne OO nei cel pt dial 195, 000 
PME RNID © LOU Ease ceveieieviens esp eels cclgp Secseaoe eee Se eee 125, 000 

Oe etihipbidieisima tang eimdetnaeataldal anita 6, 320, 000 


No further dollar assistance is to be provided. 

Present status.—Actual construction of the barrage is approximately 95 per- 
cent complete. A number of bays of the highway bridge, some miscellaneous 
sections of the concrete apron and weir remain to be completed. The main 
item to be completed is the diversion of the river through the barrage; this is 
now scheduled for May 1958. 

Explanation for extensions of original completion dates—Work was consider- 
ably delayed as a result of (a) lengthy lead times in procurement of foreign 
equipment and (b) failure of the Government of Pakistan departments charged 
with project implementation to coordinate their construction activities with 
each ohter and with Brown & Root. 

The initial anticipation that construction would be completed within approxi- 
mately 4 years from the date of commencement was overoptimistic. 

Completion of the steel fabrication plant and control gates was originally 
scheduled for November 19, 1956. The Brown & Root contract, however, was 
extended under a provision of the contract, to September 30, 1957. At that time 
the work covered by the contract was actually completed. 

(b) Daudkhel fertilizer factory 

Background.—The project agreement covering the Daudkhel fertilizer factory 
was signed on May 17, 1952, with the Government of Pakistan. This agreement 
is for a project to design, construct and place in operation a fertilizer factory, 
including power station and auxiliary services, capable of producing 50,000 tons 
of ammonium sulphate per year. 
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The Belgian firm, Union Chimique Belge (Brussels) sent a mission bo Pakis- 
tan in 1950 to investigate the possibilities of building a fertilizer plant. A de 
tailed technical study of the raw materials, machinery and costs of a projected 
ammonium sulfate factory at Daudkhel was prepared by Union Chimique Belge 
for the Pakistan Industrial Development Corporation, and was issued on March 
15, 1952. 

During 1952, different processes were compared by technical representatives 
of PIDC and by American consultants. The latter included the United States 
Department of Agriculture, the United States Bureau of Mines, and Charles 0, 
Brown, a private consultant to TCA. 

The UCB process, including the Lurgi Co.’s pressure gasification of coal with 
oxygen, was selected, and a contract was signed between PIDC and UCB on 
November 1, 1952. The negotiations leading up to this contract were conducted 
in the presence of a representative of the Bureau of Mines acting as adviser 
to TCA. TCA agreed at the time to finance $1,190,000 of the $1,700,000 fees 
portion of the gradually scheduled payments provided for UCB’s services to 
PIDC. 

This sum of $1,190,000 is part of the $4,000,000 made available by the Gov- 
ernment of the United States of America under the above original agreement. 

Development.—The history of United States funding is as follows: 


WING \Mere oo oe ee IR SIO Sr RE Sk peso $4, 000;000 
See rt Se ek eee 2S eS re Se ee 3, 000, 000 


en ee eA ee Se ee ae Sea Se od . 8, 500, 000 
Papen Bee ee 2 A A SOE AE Be Oe: tee __. 1, 412, 690 
A nn ee ee ee he ee ce ag ae A 995, 000 
ee ee ae ee eee bee) ake ae Re ee eee 25, 
o | She SAR es 0 ee _.. 12, 932, 680 


The above dollar funding is in accordance with the original estimates of 1952. 

Under UCB supervision and coordination, construction at the site has been 
carried out by (1) Incos, an Italian firm (Milan) dealing in relatively compli- 
eated concrete construction; (2) Cementation, Ltd. (London) driving the pil- 
ings; (3) various local contractors for simple construction; (4) erector per- 
sonnel of the suppliers of process equipment. 

Present status.—A series of events during the past year has resulted in post- 
ponements by UCB of the scheduled startup dates. These postponements were 
caused by certain incomplete construction details, a small explosion in the power- 
house boiler and the discovery that a number of foundations were sinking. More 
recently, there has been an explosion in a coal silo (which, fortunately, has not 
stopped test operations) and difficulty with one of the gas compressors resulting 
from excessive piston ring wear. 

Early in November 1957, Ralph L. Baber, startup engineer on leave as a 
consultant to ICA from the United States firm, Allied Chemical Corporation, ar- 
rived at Daudkhel. He is to make an independent appraisal of the project 
status and return to Karachi with a report and recommendations on what is re- 
quired to get the plant into regular operation at full capacity. 

Explanation for extensions of original compietion dates._—The UCB contract 
eovered 60 months terminating in the first quarter of 1958. There has been no 
contract extension (or completion date extension) as yet but the plant is still 
not in full operation. UCB’s ability to bring the plant into full operation has 
therefore not yet been tested. The next few months will provide the answer 
(c) Karnafuli multipurpose project 

Background,—The Karnafuli multipurpose project is an earth dam project on 
the Karnafuli River, 30 miles upstream from Chittagong in the Chittagong Hills 
Tract area of East Pakistan. 

The project was begun by the Provincial Government under their own organi- 
zation. It soon ran into trouble due to lack of experienced engineers to properly 
design and undertake a work of this magnitude. 

The desirability and urgency of this project led the mission to enter into an 
agreement (January 19, 1954) with the Government of Pakistan to provide 
consulting engineering services to investigate, design, and prepare specifications 
for the project. Based on the report of the consulting firm—International Engi- 
neering Co. of San Francisco—an expanded agreement was signed June 30, 1955, 
to provide for the construction of the project by an American firm to the specifi- 
eations prepared by the American consulting firm. The project is proposed to 








kis- 


ted 
ge 


rch 


y52. 


on 
ills 


ini- 
rly 


an 
‘ide 
ons 
i1gi- 
15, 
ifi- 
to 


FOREIGN-AID CONSTRUCTION PROJECTS 1227 


have an initial power production capacity of 80,000 kilowatts and an ultimate 
capacity of 150,000—160,000 kilowatts. 

Development.—The project is organized on a turnkey contract basis for engi- 
neering and construction. The International Engineering Co. of San Francisco 
signed a contract in June 1956, for the engineering, and Utah International of San 
Francisco contracted in February 1957, to do the construction. 

The status of ICA financing to date is as follows: 


IE INNS LO cscs sabe ks gt cis dd Di chieba asepdali tanec bee __.. $359, 164 
SE PORE SUG Keca ten deeansamunewe Lb aie ee re ee ee 8, 500, 000 
meen WORY 190... ns odd ods. ee ee eee 8, 400, 000 
Wate POE TOON ho oa dk. deh a Se ee 4, 800, 000 

POR an. ee ee ee ee ee ee a es 17, 059, 164 





Present status.—At this time, both the engineering and construction contrac- 
tors are fully staffed and on the site. It is anticipated that the 1957-58 con- 
struction season will be fully utilized by the American contractors. The local 
provincial staff is to be utilized for training in construction and operating meth- 
ods. Additional foreign exchange funding of approximately $15.2 million is 
required for this project and the Government of Pakistan is expected to apply to 
the Development Loan Fund for this financing. 

Eeplanation for extensions of original completion dates.—It took longer to 
negotiate contracts than anticipated and, as a result, the 1955-56 and 1956-57 
eonstruction seasons were substantially lost to the American contractors. 

Under the Utah International contract, construction is to be completed in 1961, 
the original completion date envisaged for the project. 


(ad) Greater Karachi water supply and sewage disposal 

Background.—tThis project agreement was originally signed with the Govern- 
ment of Pakistan on February 20, 1954. The agreement is for a project to pro- 
vide an adequate and reliable water supply and sewage disposal system for the 
city of Karachi. 

The agreement initially provided $1,750,000, of which $250,000 was for techni- 
eal assistance. The balance was for construction equipment and for a power 
pumping plant for the system. A sum of $3,795,000 was made available in 1955 
to provide additional equipment for construction and to finance two sewage 
treatment plants to be constructed under contract. One hundred fifty thousand 
dollars was used under the Ralph M. Parsons Co. (Los Angeles) engineering 
services contract for the assignment of three technicians to the project. 

The project was generally planned and recommended by a firm of municipal 
water supply engineers: Lischer & Hill of St. Louis. The firm was employed 
under Technical Cooperation Administration funding and completed its survey in 
1952. The present project generally follows their recommendations. The proj- 
ect presently involves construction of a bulk water supply system providing 70 
million gallons per day to Karachi, dehabilitation and/or construction of the 
Karachi water distribution system and construction of an expanded system of 
sewage disposal for Karachi. 

Development.—Under the agreement, ICA is furnishing technical advice with 
respect to the project as a whole and economic assistance for two features of 
the water supply system: a 7,000-foot tunnel required in the conduit system 
and the power and pumping plants. Assistance in design and supervision of con- 
struction has been provided under the Parsons contract. 

ICA funding has been as follows: 


Fiscal year 1954_____- : sa Sie caye cones en Oe 
Fiscal year 1955. a ee hea nae ee ay 
Serene SOOO a ee AS 0 oe ee tee thee * 10, 000 
wise Year 1957 _.........- sansa cibhase lash Sond eat aimee itll erie a ame a= ee * 6, 000 

ae cc i an eb i a ae a _... 5,561, 000 


? Participant training in the United States. 


Present status.—Most of the project elements are now under construction by 
local contracting firms. Construction of the main aqueduct is about 40 percent 
complete. Within the next few months, all remaining elements of the project 
are scheduled to be under construction including Dhabeji pumping plant and the 
sewage treatment plants. As of November 1957, the entire project is estimated 
to be 50 percent complete. 
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Explanation for extensions of original completion dates.—Completion is stil] 
officially scheduled for the end of 1958, although the existing percentage of 
completion indicates a delay of 6 months or more. Delay has resulted from (a) 
shortage of Pakistani organizational and technical personnel and (b) long 
lead times in commodity procurement. 

(e) Ganges-Kobadak irrigation 

Background.—The Ganges-Kobadak irrigation project agreement was signed 
with the Government of Pakistan on January 30, 1954. It provided for the 
United States financing of construction equipment, pumps, control gates, and tech- 
nical assistance to aid the Government of Pakistan in the construction of an 
irrigation and drainage system in the west-central part of East Pakistan. 

The present United States participation is in one phase of a broad scheme 
supported by the U. N. Food and Agriculture Organization and Canada (via the 
Colombo plan). 

Development.—In March 1955, a contract for pumps and motors was awarded 
to Hitachi, Ltd. (Tokyo). The contract was later amended to include the 
pumphouse design. The first pump is scheduled for delivery by the end of 1957, 

Automatic steel watergates are being furnished under contract with Neyrpiec- 
Afrique (Algiers). Installation is expected to take place during the 1957-58 
construction season. 

ICA has provided technical assistance in the form of a construction engineer 
adviser and, intermittently, a heavy equipment superintendent adviser. 

The status of ICA financing is as follows: 








RN I ig a ciate ie teehee beet acca teenie hic $1, 670, 000 
RE EE RS ieiciidins head ee iene cen be evitnemeaes 430, 000 
NN i a ar a 25, 000 
EE SNC ita keer eo ree ee ee he Ons pen aie 411, 000 

OR Buc Sects aU Ure ah I ean ee sts S 2, 536, 000 


Present status.—The powerplant of 10,000 kilowatts furnished by Canada is 
95 percent complete and the canal distribution system for the current project 
phase is 80 percent complete. An investigation of the technical plan and the 
pumphouse has been made by Jenks & Ballou, consultants (Providence, R. I.), 
under contract to ICA. Their report is due late in November 1957. 

USOM/P is awaiting ICA/W decision regarding further financial participa- 
tion in this phase of the project. 

Explanation for extensions of original completion dates.—Delay in completion 
of this first phase of the Ganges-Kobadak project results from (a) shortage of 
Pakistani organizational and technical personnel; (b) delays in construction 
and installation of the pumping station; and (c) difficulties in transporting and 
maintaining equipment within Pakistan. 

Although completion was originally scheduled for 1958, it now appears that 
construction of the pumphouse will be delayed about 2 years. 


(f) West Pakistan ground water survey 


Background.—This project agreement was signed with the government of 
Pakistan on May 17, 1954. It supersedes and expands the former project, 
ground water exploration and test tubewells (June 29, 1953). The project is 
for the purpose of inventorying the ground water resources of West Pakistan 
with consideration of related land-use problems. 

Development.—ICA has furnished technical assistance and equipment to. 
cover investigation of the ground water, drainage, and reclamation of water- 
logged and saline areas. HExploratory test tubewells have been sunk. Implemen- 
tation of the project has been effected mainly through USGS, supplemented by a 
contract with the Ralph M. Parsons Co. (Los Angeles) for drilling superin- 
tendents. 

ICA funding has been as follows: 


Eee ee eR ee eee satin Citas te $858, 000° 
SPER NE. WR oc eine ec cmb Goa eea dae 780, 000 
ks ie aaah aati 1, 893, 000 
I NT I ia ate chalk ae at cgi all aalaiaahatibera coms cites taeabinpelin caida dati amacbigpetiok 152, 500 


SI isnt Fi cichings tanh aedcoreeancneiodantatr ny Eeregiaimonaeleicn tans iter wae 3, 683, 500 
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Present status—No major problems are apparent on this project at present, 
and it is progressing as planned. It is contemplated that only minor financial 
assistance will be required in fiscal year 1958 for contingency spare parts and 
technical assistance. No ICA assistance is proposed for this exploratory and 
training project beyond fiscal year 1958. 

Explanation for extensions of Original completion dates.—There has been no 
extension of the original completion date. 


(g) Intercollege erchange program 

Background.—Partition divorced Pakistani students from the Indian univer- 
sities, and it was necessary to develop new colleges to supplement the two 
institutions at Lahore and Lyallpur. New faculties had to be developed using 
relatively untrained teachers. The United States agreed to supply advisers 
in order that the training process could be hastened. Accordingly, the project 
agreement was signed February 22, 1952: ICA predecessor agency agreeing to 
finance exchange contracts between 5 American universities and 5 Pakistani 
universities. These contracts involve technical assistance in the form of United 
States educators, technicians, equipment and the training of Pakistanis in the 
United States. 

Development.—The American institutions were selected in 1953 and their 
representatives visited Pakistan in the spring of 1954. Contracts were signed 
with four institutions in the summer of 1954 and the fifth contract was signed 
in June 1955. 

Although the original contracts were for 3 years, they have been extended as 
follows: 








Contracting universities Contract Original termi-| Revised ter- 

signed nation mination 
ET UE hac anlc od gaan occhaah maak cies aad aoe June 24,1954 | June 24,1957 | Sept. 2,1958 
State College of Washington. -- <i alashdnatnacn detec Geictgamioe alate ackUeetas . ee Sept. 15, 1958 
I a ee an Aug. 16,1954 | Aug. 16,1957 | Dec. 31,1958 
rr Or. PE CIU RO oo cacncéhecmnenaneenasnswes Sept. 24,1954 | Sept. 24,1957 | June 30, 1959 


i SON ME 6.0 nccakccacsdediewrdadeatalanestaunt June 14,1955 | Feb. 7,1958 | Feb. 7, 1958 


Present status.—USOM is conducting an intensive review of these intercollege 
exchange contracts to determine, on the basis of the experience gained, to date, 
which contracts it would be desirable to curtail and which should be extended. 

Explanation for extensions of original completion dates.—The purpose of this 
program was to introduce American teaching skills and curricula into specified 
sectors of Pakistan universities such as agriculture, engineering, and mining 
which were of crucial importance to the country’s development program. At 
the time the project was started it was recognized that there would be difficulties 
in introducing American education into what was essentially a British system. 
It was impossible at that early stage to judge how long it would take American 
methods to take hold, and in this sense impossible to place time limits. One 
unexpected delay did take place; it was found that through poor liaison between 
the provincial and the central governments living and teaching facilities were 
not available as soon as they should have been. That situation, however, was 
straightened out early in the contracts. At the present time, ICA is reviewing 
its experience with the ICX contracts in order to assess the individual contracts, 
and the wisdom of their continuance. 


(h) Rehabilitation of Pakistan railroads 


Background.—Post World War II, the railroads of Pakistan were in bad 
shape. During the war, practically no replacements were made and maintenance 
was done in name only. Partition brought added problems of rerouting West 
Pakistan traffic through Karachi rather than Bombay and in the east wing, 
Chittagong rather than Calcutta. In addition, the increase in population put 
added strain on the railroads’ already inadequate capacity. Soon after parti- 
tion, the railroad adopted a 5-year plan for rehabilitation ; the first phase dealt 
mainly with roadbed and renovation of equipment. The second 5-year railroad 
plan called for replacement of obsolete and uneconomical equipment with mod- 
ern engines and wagons, etc., and called for the expenditure of $175 million. In 
fiscal year 1956, ICA agreed to assist in this program with a project calling for 
expenditure of $6,242,700 and followed with a second allotment in fiscal year 
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1957 of $8,502,000. These projects provide technical and commodity assistance 
including diesel electrical locomotives, ties, coaches, wagons, tank cars, and 
miscellaneous equipment. 

In addition to ICA financing, the Government of Pakistan has received loans 
for the railroads of approximately $53 million and has used large amounts of 
its own foreign exchange. 

Development.—Only one United States technician, the electric welding expert, 
has been recruited and is now in Pakistan. Procurement of commodities is 
proceeding on schedule. As of November 1, 1957, all funds for commodities have 
been subobligated and most of the purchase contracts have been awarded. 

Present status of project—Commodity procurement, 99 percent of the dollar 
value of the project, is being effected without significant difficulty. 

ICA assistance under this project has been coordinated with the IBRD loans 
to the railroads. 

Explanation for extensions of original completion dates.—The commodity 
procurement component of the project has proceeded approximately on schedule. 


(i) Grain storage 

Background.—FOA and the GOP entered into a project agreement on April 
29, 1954, to initiate a program for the construction of modern grain storage in 
Pakistan. This agreement established a fund of $1,485,000 for United States 
technical and economic assistance. 

A study of the proposed project was made in February 1954 by Harvey E. 
Bross, FOA grain consultant in Turkey, who was released for temporary duty 
in Pakistan. As a result of this study and independent investigations by the 
GOP and USOM, the project agreement was drawn to provide the construction 
of 3 steel grain elevators each of 10,000 tons capacity, to be located at the ports 
of Karachi and Chittagong and at Lyallpur, an inland location. 

On April 9, 1954, FOA entered into a contract with the Ralph M. Parsons Co., 
as an addendum to an existing contract, to provide the services of a grain stor- 
age expert in Pakistan. 

As a result of field investigations, it was mutually agreed between the GOP 
and USOM that the Lyallpur elevator would be deleted from the project and 
that the Karachi and Chittagong elevators would be of 15,000 tons capacity 
rather than 10,000 tons. 

Subsequeent to the issue of a bid invitation and receipt of bids, it was de- 
termined by FOA/W that a construction contract should not be awarded on 
the basis of the current invitations and specifications and all bids were can- 
eeled.* $1,390,000 of the United States contribution was reallocated to the 
fiscal year 1956 program. 

Development.—In 1956, Mr. Paul O. Berg, professional engineer, of Fort 
Wayne, Ind., was hired under contract to make a survey and develop specifica- 
tions to be used as the basis for bidding on the job. On July 3, 1956, Mr. Berg 
submitted his report—Survey of Grain Storage Requirements for Government 
of Pakistan—wherein the design and costs for two steel grain elevators were 
set forth. This report subsequently was reviewed at the request of ICA/W 
by the Tudor Engineering Co. of Washington, D. C. Their report was en- 
titled “Review of Report Entitled Survey of Grain Storage Requirements for 
Government of Pakistan, by Paul O. Berg.” In the report they state, “Mr. 
Berg’s report is generally satisfactory and appears to meet all of the require- 
ments of the first phase of his contract.” 

Present status of project—Although Berg’s contract called for design esti- 
mates and costs for steel elevators, his report raised the question of the desir- 
ability of concrete construction in place of steel. The GOP indicated its pref- 
erence for concrete construction and the mission concurred as to the superiority 
of concrete under prevailing conditions in Pakistan. ICA/W was so notified, 
and, in October 1957, an amendment to Paul O. Berg’s contract was requested 
which would permit him to develop designs and cost estimates based on con- 
erete construction. 

Explanation for extensions of original completion dates.—The chain of events 
given above explains the delays in initiating construction of grain storage fa- 
eilities. Changing from steel to concrete will require new specifications and 
eost estimates, thus further delaying commencement of construction. Weigh- 
ing all factors, including new estimates based on concrete, inviting bids and 
awarding of a construction contract, it seems reasonably sure that construction 





1 When collusion in the preparation of bid invitations was alleged, Mr. Stassen, the FOA 
Director, ordered all negotiations stopped. 


























a 


ince 
and 


ans 
s of 


ert, 
S is 
lave 


lar 
ans 


dity 
lule. 


pril 
e in 
ates 


y E. 
luty 

the 
‘tion 
orts 


Co., 
stor- 


rOP 
and 
icity 


; de- 
i on 
can- 

the 


Fort 
ifica- 
Berg 
nent 
vere 
A /W 
| en- 
; for 
‘Mr. 
uire- 


esti- 
esir- 
pref- 
ority 
ified, 
sted 

con- 


rents 
e fa- 
and 
eigh- 
and 
etion 


FOA 


FOREIGN-AID CONSTRUCTION PROJECTS 1231 


will not begin before the latter part of 1958, and the completion of the elevators 
at Karachi and Chittagong will not be accomplished until 1959. 

At the time of the initial project agreement, the estimtaed completion date 
for the first elevator was fiscal year 1955. 

8. What use was made of supplies furnished under the 1955 flood relief pro- 
gram which were not used during the flood period? 

Answer.—The 1955 flood relief supplies, with the exception of medicinal and 
pharmaceutical items, were completely distributed in West Pakistan. Medical 
supplies were utilized to replenish used-up reserve stocks of the GOP Health 
Directorate. Leftover stocks were issued to meet the flood emergency of fiscal 
year 1956. In East Pakistan it was agreed by USOM/GOEP that leftover med- 
ical supplies would be used by Public Health Services in their normal distribu- 
tion to hospitals, clinics, and public welfare institutions. 

9. What was the final disposition of the wheat shipped to Pakistan pursuant 
to Public Law 77, 838d Congress? 

(a) Comment on adequacy of storage facilities and amount of spoilage. 

(b) What use was made of local currency from sale of wheat? 

Answer.—(a) The following table shows the disposition of the 610,803 long 
tons shipped to Pakistan pursuant to Public Law 77, 838d Congress: 


Long tons 

I: WR ea doigc tic coc ds secs sgh oc cong neers mec aegigicnnes helene pala eid he ee arena 479, 301 
arm, CURIDC MMDONOCR EWG CUE. CORO cere cence 124, 296 
OS UTE AW CCR GOUN CRP io sis cates sb eerie nein 556 
Transit losses, godown shortages and handling damages_______________ 6, 650 
oe ee Oe Ge reese idince heed ede 610, S03 


The total of 6,650 long tons which comprised losses in transit and due to 
godown shortages and handling damages represents only 1.08 percent of the 
total and is not considered to be an excessive amount. Since godown shortages 
accounted for only a portion of this 1.08 percent loss it can be assumed that 
at least on this particular shipment, storage facilities were adequate from a 
record security standpoint. However, the actual extent of deterioration due 
to inadequate storage of the grain reported as distributed to consumers in 
an undertaking of this nature is practically impossible to assess. 

The 479,301 long tons of wheat were sold to Provinces or States for Rs112,- 
481,019. The 124,296 long tons of wheat were allocated to Provinces or States 
for distribution among the needy based upon the GOP decision to utilize a 
substantial fraction (about 30 percent) of the wheat for this purpose. 

(b) Of the Rs95,287,589 (net of internal handling costs) generated by the 
sale of this wheat, 82,901,652 were allocated as follows: 


I I wc: cn:shttse ah Bis aemsakon asa alacant 95, 287, 589 
Rupees allocated : 
I SI ict cinch isabel inichranillpe picasa 4, 764, 379 
UN ORE NIN a icoccsins snes eats di mcieiebonedpebadionsiil 20, 000, 000 
GLOW MOT TOOE HPOBTRI =... ceed inn ectnnne 22, 500, 000 
Storage foodgrains program____...-----..-----._- 24, 000, 000 
NO, SI CRN ania nipsieclaienticeininohnceamebabatal 4, 658, 828 
SOON GRP CRON COUN ask icici chicane 6, 978, 445 
Oc cents a ad ipi icas Ki calla eae iat Rs82, 901, 652 
I IE CNG a5: ssn nntieicicbe decent ceaiasincaaaigiistens eden 12, 074, 120+ 
merece GO Ue Genital, (068) nai cccitanisttinkenacctinwkntiabndaata 311, 817 * 


1To be released to village agriculture and industrial program, fiscal year 1958. 


For a more complete account of the physical disposition of the wheat stocks as 
well as of the utilization of local currency derived from the sale thereof, please 
refer to the attached End-Use Investigation No. 1, dated June 1, 1956. 


{International Cooperation Administration, United States Operations Mission to Pakistan] 
END USE INVESTIGATION No. 1, JUNE 1, 1956 
UNITED STATES EMERGENCY WHEAT AID TO PAKISTAN (1953-54) 
1. General 


In 1953 Pakistan was faced with famine conditions which threatened starva- 
tion and mass sufferings. 


24700—58—pt. 1 
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Recognizing the gravity of situation, the United States Government adopted 
legislation (Public Law 77, 83d Cong., Ist sess.) authorizing food assistance to 
Government of Pakistan. An agreement was executed between the two Govern- 
ments on June 25, 1953, whereby the United States Government undertook to 
supply wheat not exceeding 1 million long tons to Pakistan. Part of this wheat, 
not exceeding 700,000 long tons, was to be provided immediately as a grant and 
the balance as a reserve supply, if required, subsequently on terms to be mutually 
settled. The following transfer authorization, together with its amendments, 
issued by FOA/W (now ICA/W) covers the supply of 22,859,683 bushels (611,988 
long tons) of wheat valued at $67,402,854.27 : 


FOA No. 91-0101-00—-1—A9, dated February 4, 1954 (USDA Ref. No. 
CP-44-01-A9). 

FOA No. 91-0101-—00—-1-A10, dated March 24, 1954 (USDA Ref. No. 
CP-44-01-A10). 

FOA No. 91-0101-00-1-(A10), dated June 22, 1954 (USDA Ref. No. 
CP4401). 


A sum of $6,285,785 was also provided to cover the dollar cost of ocean trans- 
portation. 

GOP undertook to distribute wheat within Pakistan by sale or free of cost in 
the case of people who were too poor to pay for it. It also agreed to open a 
special account in its own name in the State Bank of Pakistan, and to deposit in 
this account all incomes accruing to the Central, Provincial, and State govern- 
ment as a result of import of wheat, after deducting all inland and ocean 
transportation expenses and handling costs as allowed in the agreement. At the 
end of the program, the net amount to the credit of the account was to be used 
by GOP, with the concurrence of USOM/P, for the execution of such projects 
and programs as may be beneficial to the people of Pakistan. 

This investigation was undertaken to review the carrying out of the agree- 
ment, to check end utilization of the aid furnished and to assess what funds 
were ultimately available for the implementation of the various schemes spon- 
sored by GOP. It was a financial audit which was commenced in February 
1955, and was concluded in May 1956. 

(N. B.—1. While audit was in progress, the former provinces and states 
ceased to exist as a result of the establishment of West Pakistan unit and East 
Pakistan unit last year. Nevertheless, their names have been retained in con- 
formity with the records of the Ministry of Food and Agriculture, Government 
of Pakistan.) 

2. Unless otherwise stated in this report, tons imply long tons.) 

2. Findings 

(a) The Ministry of Food and Agriculture, GOP, received all wheat arriving 
in Pakistan under the agreement except 10,171 tons which was shipped directly 
to East Bengal from United States. 

(b) Records scrutinized were those of the Ministry of Food and Agriculture, 
GOP, and of the Food/Civil Supplies Directorates of Karachi Administration, 
Baluchistan Administration, Baluchistan States Union, Punjab, Azad Kashmir, 
N. W. F. P., and East Bengal. This covers data relating to some 90 percent of 
the wheat arrivals. To save time, figures for the balance were accepted 
unverified. 

GOP records were incomplete, with data constantly changing. The Prov- 
inces/States seldom kept any separate records for the United States wheat, 
particularly the financial records, contending that no advice to this effect had 
been received from GOP. The system of accounting was found to be unsatis- 
factory at each place visited. 

(c) There was a general complaint about the quality of wheat distributed due 
to one or more of the following reasons: 

(i) The American red hard wheat, without being mixed with a softer 
variety (which was not possible in the initial stages due to food shortage), 
was not much liked by people who had been accustomed to eating softer 
wheat. 

(ii) Long journeys within Pakistan, coupled with inadequate storage 
facilities, must have caused some deterioration to wheat which was said to 
be rather old, in view of its low germinating power indicated upon arrival 
from United States. 

(iii) The Provinces/States were permitted by GOP to utilize their re- 
serve stocks of wheat, if any, for feeding the masses and subsequently 
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replenish them from the aid wheat supplies. This afforded the State/ 
Provinces an opportunity to dispose of their own old stocks, some of which 
may have been deteriorated. 

(d) Wheat arrived in West Pakistan was 608,505 tons, including 556 tons 
arrived sea damaged, while that which arrived in East Bengal direct from 
the United States was 10,171 tons, making a total of 618,676 tons. Subsequently 
a loan of 7,873 tons was given to Afghanistan by GOP under a separate agree- 
ment concluded with USOM/P. The balance of 610,803 tons, or more precisely 
610,247 after the deduction of sea-damaged quantity, was available for distri- 
bution within Pakistan. 

(e) GOP sold 513,031 tons of wheat to Provinces/States for a total sum of 
Rs.121,169,400. For finalization of these figures see (g) below. This included 
a quantity of 33,730 tons being unlifted quotas of free what allocated to Sind 
(9,530 tons), Khairpur (450 tons), and East Bengal (23,750 tons). Sind and 
Khairpur were subsequently allowed to utilize their own surplus stocks for free 
distribution while Bast Bengal was partially supplied 12,764 tons of rice from 
Karachi in lieu of free wheat and partially allowed to utilize provincial stocks 
or make local purchases (vide (hk) below). The cost of 33,730 tons of unlifted 
quotas was subsequently refunded to Sind (Rs,2,983,419), Khairpur (Rs.140,- 
875) and East Bengal (Rs.687,800) and also adjusted in the cost of 12,764 tons 
of rice supplied to East Bengal. GOP net sales for special account purposes 
are hence 479,301 tons valued at Rs.112,481,019. 

A total of 108.590 tons of wheat (including 33,730 tons mentioned already) 
was allocated free of cost to Provinces/States for free distribution among the 
needy according to GOP’s decision to utilize about 30 percent of wheat for this 
purpose. The handling expenses incurred on this by Provinces/States (cost of 
free distribution) was reimbursed to them by GOP resulting in over payment 
of Rs.2,664,212—vide schedule No. 3. 

With the concurrence of USOM/P, the aid wheat stocks remaining on hand 
both in the Central and Provincial godowns were declared free of cost and 
allowed to be distributed free without any claim for cost of free distribution. 
This applied both to the quantity categorized as fit for human consumption and 
that found unfit for human consumption but fit for cattle feeds. Azad Kashmir 
was, however, allowed to use the stocks fit for human consumption for price 
reduction after mixing if with other wheat. The total quantity thus disposed 
of is 15,706 tons in addition to 3,969 tons which were sold to private parties at 
Rs.1/9/—per maund. 

Six thousand six hundred and fifty tons (1.08 percent) were declared by GOP as 
transit losses, godown shortages, and handling damages. 

(f) The handling expenditure of GOP amounted to Rs.22,434,696 (vide sched- 
ule No. 2) or Rs.1--7 per maund as against Rs.1-9—0 per maund initially al- 
lowed as a working formula subject to subsequent audit review in the light of 
actuals. 

The cost of distributing wheat free in the Provinces/States was Rs.4,314,233 (as 
against Rs.6,978,445 as was claimed from and paid by GOP—vide schedule No. 
3). Of this sum, Rs.1,963,136 are verified actuals, Rs.2,234,722 derived from a 
revision of rates of incidental expenses and Rs.116,375 accepted unaudited. 

(g) East Bengal Government received in 1954 a total of 10,171 tons of wheat 
as direct shipment from the United States. It sold 5,072 tons as wheat and 
wheat products leaving a balance of 5,099 tons as of March 1955. The price of 
this consignment, Rs.5/8/—per maund f. 0. b. Karachi, was fixed by GOP in 
June 1955. 

GOP also sold to GOEB 18,800 tons out of the aid wheat which arrived in 
West Pakistan. This information was not furnished by the Ministry of Food 
and Agriculture, GOP, to the ICA Audit Party when it visited East Bengal to 
audit the accounts of 10,171 tons of wheat. Subsequently GOEB was requested 
to furnish sales and stock-on-hand figures relating to this wheat but, despite 
several requests, no information has been forthcoming except that there was a 
balance of some 9,800 tons out of the total aid wheat received in East Benga! 
in the Provincial godowns as of June 1955. With the concurrence of USOM/P 
this was declared free of cost, as already mentioned in (c) above, and GOEB was 
advised to distribute it free in the Province after selling a quantity just sufficient 
to recover the handling costs. To finalize this report, it was decided, with the 
concurrence of the Ministry of Food and Agricuture, GOP, that 8,800 tons of 
wheat be treated as sold to GOEB at Rs.11/8/—, 5,299 tons at Rs.6/4/—per 
maund and 9,800 tons as distributed free (vide schedule No. 1). 
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The 9,800 tons mentioned above was originally sold by GOP to GOEB and 
later declared free by a joint GOP-USOM/P decision. Although GOP was sup- 
posed to make immediate deposit to the special account of sums charged to the 
Provinces for Wheat sold to them, such deposit was not made for this 9,800 tons. 
Therefore, when this quantity was declared for distribution free of cost, it was 
not necessary to make any adjustments to the special account. 

(h) Free distribution of wheat was organized by Provinces/States under their 
own schemes through the agency of officials like the District Commissioners/ 
Magistrates. In almost all cases, it was simply assumed that the commodity 
ultimately reached the consumption points and ultimate end-users after it had 
been issued to these officials. No final reports or certifications of distribution 
had been called for from them until audit started. 

Out of the total quantity allocated for free distribution (108,590 tons), 1,102 
tons were distributed free in NWFP for seed purposes under Governor’s orders, 
37,724 tons sold (6 tons in NWFP—price not known, 3,988 tons in Azad Kashmir 
for Rs.1,224,562, and 33,730 tons by GOP as already explained under (€) above), 
and 2,215 tons remain unaccounted for (Punjab 114 tons, Baluchistan administra- 
tion 105 tons, and East Bengal 1,996 tons). The rest was distributed free. 

The Azad Kashmir Government was perhaps not clear as to what quantity 
was charged to them by GOP and what was supplied without cost for free 
distribution. 

The GOEB received from GOP 12,764 tons of rice valued at Rs.4,876,287 in 
lieu of its free wheat quota of 23,750 tons valued at Rs.5,564,087 and also Rs, 
687,800 as cost of rice to be additionally distributed free out of the Provincial 
stocks or from local purchases. It decided to issue rice from its own go- 
downs at Rs.19/14—per maund, i. e., 1,271 tons of rice for Rs.687,800, while the 
open market price was said to be not more than Rs.15—per maund. This re- 
duced by about one-third the total quantity which could have been otherwise 
procured and distributed free. The total quantity available for free distribution 
was thus 14,035 tons, not 18,369, on which distribution cost was claimed and sub- 
sequently received from GOP. 

GOEB district officials accounted for a total free distribution of 12,039 tons 
of rice leaving a balance of 1,996 tons unaccounted for, although it was con- 
tended by the relief department that the entire quantity of 14,035 tons had 
been distributed free. 

(i) Incidental expenses claimed by Provinces/States out of sales prices and/or 
claimed in cost of free distribution of wheat were revealed as generally inflated, 
besides including items like refugee tax, octroi, interest on capital, storage 
surcharge, establishment charges, etc., which were inadmissible on accepted 
principle of “no gain no loss.” Establishment charges, where specifically in- 
curred for this program were, however, admitted, e. g., Rs.57,783 in the case of 
additional staff recruited in Baluchistan administration to handle free distri- 
bution of wheat. 

(7) A special account was opened by GOP in the State Bank of Pakistan. Its 
administration is the responsibility of Mr. Moazzam Husain, Assistant Secre- 
tary, Ministry of Economic Affairs, GOP, who holds the checkbook and must 
sign all checks for withdrawal. 
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A sum of Rs.90,426,120 was deposited under sanction letter from the Ministry 
of Finance, GOP, No. 4959-DELYV 54, dated June 8, 1954. 
Total amounts so far withdrawn are as follows: 


For United States administrative charges__..._...______________ Rs4, 500, 000 
CE IRMNRIINIDS - SUID x, signs capes chee tchdesdid denial taneeadia tse taeda mieten tai 20, 000, 000 
I WOOL: ROU oo sin mo neciscincuhqncvds sasnanerengtnotniginrainoncinnnniiameasaiaiaan caiadare 4, 658, 828 
marcos of free distribution of WRORt. <<. sctdicendee edn 6, 978, 445 
Oe STAIN BCOTASS COMMON once es teen eesmsietay tae 24, 000, 000 
SNE INPUPTEIOTO-TOGG, THONG iiss cic ecrie sn ceirrpioeretenseec eli nbnniiiagemmend 22, 500, 000 

corse ns cyinseerm ween nsec niece agenda aaeeeeaee 82, 637, 273 


There is a credit balance of Rs7,788,847 as per the statement of account dated 
February 14, 1956, rendered by the State Bank of Pakistan. 


8. Conclusions 


(a) Publicity given by GOP to the wheat aid was on the whole fair. 

(b) Inadequacy of records and accounting systems of GOP and Provinces/ 
States principally caused an ‘nordinate delay in the accomplishment of this audit. 

(c) Audit indicates about a 20 percent reduction in the total expenditure claim 
of GOP and a 5 percent increase in the income from wheat. 


4. Recommendations 


(a) For any future wheat aid or similar program(s), maintenance of separate 
records should be required of GOP and the East and West Pakistan units on the 
lines already indicated during the course of audit. 

(b) GOP must have a preplanned scheme to carry out a program and issue 
clear-cut instructions to all involved. USOM/P may render assistance by indi- 
eating what records and reports will be necessary. 

(c) Both USOM/P and GOP are advised to give due consideration to financial 
implications, where applicable, before taking a decision. 

(d) Submission of reports by and flow of information to those concerned must 
be regular, timely, and without ambiguity. 

(e) It-is recommended that GOP accept claims from Provinces/States (now 
units) only after adequate scrutiny. The importance of visits for spot checking 
must not be underrated. 

(f) USOM/P is recommended to conduct frequent end use checks during the 
course of a project/program instead of starting investigations at its end. 

(g) It is recommended that 2,215 tons of wheat which has not been accounted 
for by Provinces as distributed free and also the 6 tons of free wheat sold by 
H. W. F. P. (vide para 2 (h) of this report) be charged to the Provinces. A 
decision by GOP and USOM/P is also needed on the 1,102 tons of free wheat uti- 
lized for seed distribution in N. W. F. P. 

(h) GOP is advised to install a more effective, standard accounting system. 
USOM/P might render technical assistance by providing an accounts adviser to 
guide GOP in the task and impart necessary training to the accounts staff. It 
is also recommended that some of the Government staff be sent to United States 
of America for necessary training in accounts. 

(Signed) M.M.AKurtar, Senior Auditor. 

Distribution : 

Mr. Bell, 1 copy. 

Mr. Whitman, 1 copy. 

Mr. Erricsson, 1 copy. 

Mr. MacDonald, 1 copy. 

Mr. Jenner (Lahore), 1 copy. 
Mr. Richardson (Dacca), 1 copy. 
Mr. McIntosh, 3 copies. 

Mr. Rees, 3 copies. 

Mr. Luongo, 2 copies. 

. Central files, 3 copies. 
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INTERNATIONAL COOPERATION ADMINISTRATION, UNITED STATES OPERATIONS 
MISSION TO PAKISTAN 


OFFICE MEMORANDUM 


JUNE 1956. 
To: Mr. John O. Bell, Director. 
From: A. P. Battleman, Controller. 


Subject : Summary memorandum, Public Law 77 wheat audit. 


1. Briefly summarized below is the position of the wheat aid special rupee 


account based on the audit findings. Footnotes indicate points of agreement or 
disagreement. 


Description Quantity Amount 
(long tons) (rupees) 


ee ——— _---—— 


A. Income: 


Gross sales of wheat_. Sane 479, 301 | 112, 481, 019 
| 4 


> 
Less handling costs_- Gis ceawahedaderaes. 22, 434, 696 
Total_. De kate etetbn etd 1 90, 016, 323 
Possible addition to special account funds... aie ital 25 


C | 2 5, 241, 266 
Wheat distributed free 108, 590 | 


Free disposal of stock on hand ; ‘ 15, 706 
Handling/godown losses, transit damages, etc___. 5 7, 206 
Total... 610, 803 95, 287, 589 


B. Expenditure: 
5-percent United States administrative charges (5 percent of 90,046,323) _| 4, 502 
Flood relief 
Grain storage construction 
Grow-more-food project - 
Cost of free distribution of wheat_- 


, 316 

20, 000, 000 

24, 000, 000 

22, 500, 000 

§ 4,314, 233 
Total. _- oe = } ; 

Additional expenditure of 5-percent United States administrative 
charges (if GOP accepts possible addition to special account of 
Rs, 5,241,266) . - -- 


475, 316, 549 


262, 063 


7, ee ne dditatine tivis eipnas Sulina ‘ : ‘ 75, 578, 612 
Balance due per audit.......- 5 he , 19, 708, 977 


Total... paatciea ccdaiies 95, 287, 589 





1 This amount is undisputed and represents funds to be desposited into the special account. 

2? This amount represents income recoverable from Provinces/States due to selling wheat at inflated rates, 
sale of gunny bags, sale of free wheat, ete. Ministry of Food does not want to accent it without referring it 
to Provinces/States. 

3’ This amount represents partial acceptance in audit of GOP’s total claim of Rs. 6,978,445. 
of Rs. 2,644,212 represents overpayments to Provinces/States. 
it without referring it to concerned Provinces/States. 

4 This amount is undisputed. 


The balance 
Ministry of Food does not want to accept 


2. Above figures, with the exceptions noted, have been accepted for the Min- 
istry of Food by Mr. Imtiaz Ahmad Khan, Assistant Director of Accounts (Stor- 
age), Ministry of Food. 

3. Reasons for requesting additional deposits are that States/Provinces would 
otherwise profit from: sales of wheat supposed to have been distributed free; 
earnings from sale of gunny bags; profits due to charging prices higher than al- 
lowable on “no gain no loss” basis. 

Reasons for disallowing portion of cost of free distribution are that audit of 
accounts of States/Provinces revealed that (a@) actual expenses incurred were 
less than claimed, (}) less quantity distributed than that allocated for free dis- 
tribution, although cost of free distribution had been claimed on total alloca- 
tion, (c) revision of incidental expenses claimed by Provinces to eliminate inad- 
missible items like taxes, interest on capital, storage surcharge, establishment 
charges, etc. 
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Appenpix VII-A 


REPLY TO QUESTIONNAIRE OF SUBCOMMITTEE OF GOVERNMENT OPERATIONS 
COMMITTEE, HOUSE OF REPRESENTATIVES—TEHRAN, IRAN 


1. What control procedures are being used by ICA and Iranian Government 
to insure maximum beneficial results under the program? 

Answer.—Procedures followed by ICA and the Iranian Government under the 
commodity import program are as follows: 

Application by GOI for procurement authorization—After receipt of program 
approval from ICA/Washington and announcement of the level of aid in various 
categories to the GOI, consultations are held with Iranian officials concerned 
with the commodity import program. Bank Melli Iran plays the principal role 
in this area and has the responsibility for dealing with private importers and 
Government agencies utilizing ICA financing for commodity imports. The bank 
submits the broad categories of imports which it considers to be essential to the 
Iranian economy and which it proposes to be ICA financed. This list of com- 
modity categories is reviewed by appropriate mission officials to determine ac- 
ceptability of the categories under existing ICA policy, suitability of the cate- 
gories for economic improvement in Iran and rial generating potentiality of each 
of the categories. Upon completion of this review, Bank Melli is notified of the 
mission’s views with respect to the list of commodity categories. If the cate- 
gories are all considered acceptable by the mission, a procurement authoriza- 
tion application is prepared by the mission, signed by an authorized representa- 
tive of Bank Melli and by the mission director or his designee, and is forwarded 
to ICA/W. 

Issuance of procurement authorizations —ICA/Washington reviews the Iranian 
request for commodity imports and, after approval or modification, issues and 
forwards the necessary copies of the procurement authorization to the mission. 
The Supply and Contracts Office sends 5 copies of the approved Procurement Au- 
thorization to Bank Melli and asks for return of 2 signed copies indicating 
GOI approval. 

On the basis of the approved procurement authorization, Bank Melli issues 
subauthorizations to importers. 

Purchasing of nonproject commodities—Nonproject commodities are procured 
by private importers and by Iranian governmental agencies. The Government 
agencies are required to comply with ICA regulations in the Same manner as 
private importers. 

(1) Subauthorization procedures: Subauthorization (SA) procedures under 
which Bank Melli and importers operate were approved by ICA/Washington and 
were put into effect on May 23, 1957. The SA procedure (see attached four 
documents) is published in English and Farsi, and a copy is furnished to each 
importer when the importer is granted an SA. 

(2) Instructions to importers: ICA Regulation No. 1 has also been published 
in Farsi. In addition to furnishing each importer with a copy of the SA pro- 
cedure, the importer is furnished by Bank Melli, upon request, with one copy of 
the Farsi version of ICA Regulation No. 1. The ICA commodity import program 
has been advertised by the Iranian Government by radio and in the leading 
newspapers. Also, Bank Melli has had all major importers attend a question and 
answer session at Bank Melli for the purpose of explaining applicable ICA regu- 
lations. USOM/Iran officers were panel members, and assisted Bank Melli 
officials in answering questions. 

(3) Commodity eligibility: Checking of applications for eligibility of the 
commodity for import under ICA manual order requirements is handled by Bank 
Melli. By decree of the Council of Ministers, all importers desiring to import com- 
modities classified under codes listed in ICA PA’s are required to use only ICA 
funds under the SA procedure until such funds have been exhausted. Bank Melli 
publicized this fact plus the SA procedure on the radio and in newspapers. 
Studies of imports by the Audit Branch have revealed no significant violations 
of commodity eligibility requirements. 

(4) Small business requirements: The procedure in Iran is that notices of 
proposed procurement of nonproject commodities are sent to the Office of Small 
Business by the importer through Bank Melli, when orders are to exceed $5,000. 
The mission procurement officer reviews and grants OSB waivers on orders under 
$5,000 to eliminate the possibility of repeat orders being placed to evade the re- 
quirement of sending notices to the Office of Small Business. 








1238 FOREIGN-AID CONSTRUCTION PROJECTS 


(5) Financing procedure : Importers are authorized under the SA procedure to 
finance imports either under the letter of credit procedure or by sight and time 
drafts. 

(6) Procuremeat office controls: The Procurement Office receives copies of all 
subauthorizations issued to importers under Procurement Authorizations, and 
checks these for (a) source, (b) appropriateness of commodity against PA, (c) 
contracting period, (d) delivery period, and (e) conformity with SA and PA 
procedures. 

(7) Issuance of import licenses: Import licenses are issued by the Iranian 
Customs Administration on behalf of the Ministry of Commerce at the time the 
importer requests release of the goods at the port of entry. The issuance of 
import license is merely a formality after foreign exchange has been made avail- 
able and the goods have arrived in the country. 

Deposit of counterpart—An agreement has been signed by the Director, 
USOM/Iran, the Minister of Finance and the Governor General of Bank Melli, 
whereby no deposits will be made into the special counterpart account except 
upon specific instructions of the mission. The mission bills for counterpart on 
the basis of disbursements for shipments by banks in the United States, as 
reflected on the ICA/Washington notification report. This procedure gives the 
mission full control of counterpart deposits. 

Arrival accounting —During the past year, we have established a system which 
provides for 100 percent coverage of nonproject shipment arrivals. The basic 
eontrol for this system is the ICA/Washington notification report. Each ship- 
ment which appears on this report is posted to our arrival accounting control 
ledger, and customs arrival and release dates are determined. If a shipment 
remains in customs for a period longer than 6 months, the Iranian Bank Melli is 
advised that the consignment must either be expeditiously cleared through 
customs and be released into the economy, or the cost of the commodity may have 
to be refunded to the International Cooperation Administration. This system 
is now working smoothly and effectively. 

(a) Nature and scope of end-use observations.—End-use observations by exam- 
ination of importer’s records were stopped in April 1956, after objection by the 
Iranian Ministry of Commerce. However, a written agreement was signed in 
February 1957, between the Director, USOM/Iran, and the Minister of Commerce, 
whereby representatives of the Ministry work together with representatives of 
the Mission Audit Branch in the conduct of nonproject end-use observations. 
One difficulty in full implementation of this agreement has been inability of the 
Ministry to find men whom they consider to be satisfactory representatives ‘to 
work with our auditors. Nevertheless, since July of this year, we have been 
averaging more than one end-use investigation and report each working day. Of 
a total of $75,479,992.42 in nonproject shipments since July 1, 1954, end-use 
observation reports have been prepared on shipments totaling $40,720,013.15. 
These investigations, which have been made on a selective basis to cover all types 
of commodities, have revealed relatively few violations of our regulations. 

2. During the past 18 months, have you found any evidence that ineligible 
end-users have received commodities imported under this program or that any 
of the imported commodities have been defective? If so, please give a brief 
statement of the facts in each case and the disposition of the matter. 

Answer.—During the past 18 months we have found no evidence that ineligible 
end-users have received commodities imported under this program. Only one 
instance has been noted of an imported commodity being defective. In this in- 
stance, the importer has received an appropriate refund from the supplier in the 
United States, and the Mission in turn has advised ICA/Washington, and has rec- 
ommended that a refund of equivalent value be requested from the Iranian 
Government. 

3. During the past 18 months has there been any deviation from standard ICA 
regulations and procedures in connection with the administration of the program? 
If so, please explain and state reasons for deviation. 

Answer.—(a) Improperly prepared specifications : Many private importers, in 
an attempt to satisfy the requirement of reporting to the Office of Small Busi- 
ness, have forwarded specifications in English, European, or Japanese standards, 
instead of specification on United States or international standards. In each 
case, the Office of Small Business has reported these facts to the mission, and 
the mission has worked through Bank Melli to have the specifications changed 
to comply with ICA regulations. 
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(b) Excessive storage in customs: The mission determines the dates of arrival 
and release from customs of all commodities shipped under the program. There 
have been a number of instances of commodities being permitted to remain in 
customs for periods longer than 6 months. In these cases, the mission on instruc- 
tions of ICA/Washington has requested the Iranian Government either to have 
the commodities moved into the economy, or to refund to ICA the value of the 
commodities. 

(ce) Other deviations from ICA regulations: Our refund ledger and statements 
as of November 20, 1957, show that refunds have been requested from the Iranian 
Government because of deviations from ICA regulations as follows: 

(1) Items ineligible for ICA financing: 


Cat) Gai i ae $143, 513. 98 

CCAP: TR a scncecheneecce cms ae as nsec 29, 022. 20 

(c) Importers commissions and discounts__.__...---~ 8, 239. 40 

(3) FRG Gs itscsdtiodinidieh ce acceadains 2, 574. 39 

Total ineligible tein 183, 349. 97 

2). Delayed. atiline thetic nc is osc eee ee 1, 226, 807. 53 
Ca) - Recreate GE as icssiceitnicecstenciicinipicsceentagoies 1, 465, 375. 61 
SO) OU. cost. Bs a, eae 12, 010. 11 
Potad veluaiin: wemweneee 3. ec 2, 887, 543. 22. 


As a result of the $2,887,543.22 in refund requests to date, a total of $284,551.05 
has been refunded to the International Cooperation Administration, $2,444,441.93 


has been cleared by acceptable corrective action, and $42,918.91 represents claims 
still in process of collection. 


SECTION II. DEPOSIT AND USE OF LOCAL CURRENCY 


None of the questions in this section of the questionnaire relates specifically 
to the deposit of counterpart notwithstanding the title of the section. The pro- 
cedures currently in effect for the deposit of counterpart have been described. 
however, under the preceding section entitled “Commodity Import Program.” 

1. What procedures are followed for the release of counterpart funds? 

Answer.—(1) Releases for special activities accounts: These releases are 
based upon an annual budget by object class for each project covering total local 
currency needs and indicating the source from which funds will be provided, 
i. e., GOI agency or agencies and counterpart. These annual budgets must be 
approved by the appropriate GOI agency or agencies, the Iran-United States 
Joint Commission, and the director, USOM/Iran. Funds to finance the operations 
of the master joint fund (project 89) are approved by the Joint Commission and 
the director, USOM/Iran, on the basis of an annual budget similar in format to 
those approved for joint projects. However, the disbursement of funds for the 
operation of the master joint fund is made directly by the controller, master joint 
fund, and not through the special activities account. 

Actual releases are made, however, quarter-annually on the basis of quarterly 
budget requests which reflect actual requirements. The sum of these quarterly 
budget requests for the year may not exceed the approved annual budget. 

(2) Releases for other purposes: At the present time, the only other purposes 
for which counterpart can be used, are local currency requirements for the mili- 
tary construction program of the United States Army gulf district engineers, 
and local currency derived from the $23 million Export-Import Bank loan to in- 
crease the capital of three Iranian banks, i. e., the Agricultural Bank, the Con- 
struction Bank, and the Mortgage Bank. 

As funds are needed for the purposes described above, the Minister of Finance 
submits for the approval of the director, USOM/Iran, a written request to with- 
draw the amount required from the special account. These requests are care- 
fully reviewed in the light of available information as to actual requirements 
and other factors. If such information supports the request for withdrawal, 
written approval for the withdrawal over the personal signature of the direc- 
tor, USOM/Iran is transmitted to the Minister of Finance. 
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TABLE 1.—Comparative contributions of Iran and United States to joint local 
projects 
Tran (dollar equivalents) 
Fiscal year ! | United States|__ ec ce Raa ee 
| dollars | | 
| Cash | Inkind2 Total 
a i Be fe a 7 atl 
1955 _- ies ca capaci daaea Sail | $7,713, 000 | $2,078,000 | $6,313,803 | $8,391, 803 
ME eon eee ee. oe aa ree 9, 636, 000 4,018,000 | 8,621,342 | 12, 639, 342 
1957_. ee re a ne 6,531,000 | 5,945,935 | 10,946,258 | 16, 892, 193 
Total... ; , ee: 23, 880, 000 12,041,935 | 25,881, 403 37, 923, 338 
Percent projects total. -.-- ted i ae i. 


kcal 38.64 | 19.48| 41.88 "61.36 


1 Comparable Iranian fiscal years are: 1955-1334 (Mar. 21, 1955, to Mar. 20, 1956); 1956-1335 (Mar. 21, 1956, 
to Mar. 20, 1957); and 1957-1336 (Mar. 21, 1957, to Mar. 20, 1958). 
2 These are unaudited figures. 


Note.—These figures exclude counterpart funds. 


2. What percentage of the cost of joint local projects is paid by the Iranian 
Government, exclusive of counterpart? 

What were the dollar equivalents of total Iranian contributions, by cash and 
in kind, in fiscal years 1955, 1956, and 1957? 

Answer.—See table 1. 

How was this percentage determined? Who made the determination and 
what were the principal factors considered? 

Answer.—The percentage fixed for fiscal year 1956 was negotiated directly with 
the Prime Minister. In negotiations held in August 1955, Mr. Gregory informed 
the Prime Minister that the Government of Iran would be expected to furnish 
increasingly larger proportions of local currency expenditures of projects. The 
Prime Minister replied under date of August 13, 1955, stating that the Govern- 
ment of Iran would contribute 300 million rials toward local currency costs of 
TC projects. The United States Government was then providing budgetary 
assistance to the Government of Iran, and this contribution was considered in 
discussions between Mr. Gregory and the United States Embassy as constituting 
a reasonable contribution by the Government of Iran. 

In negotiating the fiscal year 1957 program, Mr. Gregory informed the Gov- 
ernment of Iran that the Government of Iran would be required to pay at least 
half of the local currency expenses of projects. Simultaneously with this an- 
nouncement, the Government of Iran was informed that the United States was 
not prepared to place at the disposal of the Government of Iran any further 
funds for budgetary assistance. It was agreed that the Government of Iran 
would contribute $5 million equivalent in rials and USOM agreed to the release of 
counterpart funds on a matching basis up to $5 million equivalent in rials. In 
view of the fact that no further budgetary assistance was being provided the 
Government of Iran, and that the Government of Iran was expected to have a 
budgetary deficit of approximately $25 million, it was considered that a con- 
tribution of $5 million from GOI revenues was a reasonable contribution. This 
initial determination was made by Mr. Gregory in consultation with the United 
States Embassy. 

At the 101st meeting of the Iran-United States Joint Commission (September 
25, 1957), the Government of Iran was informed that it would be required to 
contribute 80 percent of local currency costs of projects beginning in its fiscal 
year 1337. These cash contributions are expected to amount to approximately 
$8 million against releases of counterpart of $2 million. The Government of 
Iran stated that it would attempt to finance $8 million in its fiscal year 1337, but 
eannot give definite assurance until its budgets have been approved by the Majlis. 

(b) If the percentage of Iranian contribution varies with different projects, 
please give reasons, 

Answer.—There are variations in the percentage of Iranian contributions, 
exclusive of counterpart. Such contributions are based upon the local currency 
needs of the project and, because of the character of the project as a whole or of 
the particular phase to be undertaken during a given fiscal year, such needs will 
vary. For example, in fiscal year 1957, no dollar funds were provided for proj- 
ect 61 but Iranian cash contributions for the project amounted to the equivalent 
of $18,455. The lack of dollar contributions in this case was due to the fact that 
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the USOM had fulfilled or was phasing out its obligations under the project agree- 
ment. In other projects involving local currency expenditures for fiscal year 
1957 Iranian contributions varied from one-half to all of local currency con- 
tributions because of the nature of the project or the particular phase being 
financed. 

3. What percentages, in cash and in kind, of the cost of the administration of 
the program are paid by the Iranian Government? 

Answer.—Assuming that here again counterpart is excluded, no cash contri- 
butions have been made and “in kind” contributions have been generally limited 
to providing office facilities to technicians. 

4. What efforts, if any, have been made during the past 18 months to have the 
Iranian Government assume a larger share of the cost of joint projects and 
administrative costs? 

Answer.—See reply to question 2 above. 

5. Are aid funds used to supplement the salaries of any Iranian Government 
employees? 

Answer.—No dollar funds are used for this purpose and there is a strict pro- 
hibition against use of counterpart funds to supplement the salaries of Iranian 
Government employees. 


SECTION IIIf. ECONOMIC AND TECHNICAL ASSISTANCE PROJECTS 


1. Do any of the active projects contained in your technical cooperation pro- 
grams go beyond the scope of training and demonstration? If so, please describe 
briefly. 

Answer.—No. 

2. List all active projects, giving a brief description of each including: 

(a) Date project was approved; 

(b) Date project was actually started ; 

(c) Present status; 

(d) Estimated completion date; 

(e) Financial status (obligations, subobligations, expenditures) ; 

(f) Estimated total cost in dollars; 

(g) Amount of host country contribution (show separately counterpart and 
other) ; 

(h) Justification for project. 

Answer.—Appendix I, attached presents a listing of active projects with de- 
tailed answers to the question by project, based on the following assumptions: 

1. Active projects are those TC and DS projects with unexpended funds on 
September 30, 1957, for which PPA’s were issued utilizing fiscal year 1956 and/or 
fiscal year 1957 appropriated funds. Excluded are projects in process of termina- 
tion. 

2. The date project was approved (item @) is the date that the initial project 
agreement was signed. 

3. The date project was actually started (item b) is the earlier of the follow- 
ing: date of the first obligation for technician costs or participant training ; or the 
first subobligation for commodities, contract services, or other costs. 

4. The financial status (item e) is shown as of September 30, 1957 (As sub- 
obligations are not made for technician and participant training costs, total ex- 
penditures may exceed amounts subobligated). This information is taken from 
the D-8 quarterly project report as submitted to ICA/W by the mission for the 
period ending September 30, 1957. 

5. The estimated total cost in dollars (item f) is shown as of June 30, 1957, and 
covers fiscal year 1957 and prior fiscal years. 

6. The amount of host country contribution (item g) does not include esti- 
mates of contributions in kind. 

8. Have all construction delays been overcome in connection with the con- 
struction of the beet sugar refineries? 

(a) Has all United States-financed machinery been installed? If not, please 
explain why. 

Answer.—All construction delays have been overcome, all United States- 
financed machinery has been installed, and all three plants are in operation. 

(b) Is local supply of sugar beets sufficient for full capacity operation of 
plants? If not, how has this problem been solwed? 

Answer.—Daily capacity of each plant is 350 tons. Tonnages* processed per 
plant, through continuous operation, are as follows: 





1 Obtained from Engineer Rishi, director of sugar affairs and member of high council of 
sugar, plan organization. 
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[Tons] 
Location Fassa Bardsir Cheneran 
NG cae oon is Sta 0 oo se nw dace mela eee aeaiatt 4 65 65 
I a 13, 000 None None 
ree ata thts cided evinknsidkghcbaetecancs Socenest coeds eens eldiehs ean twrestetbioanonseeed 30, 000 6, 000 6, 000 
Be Nas oa Snnnmanwtecnbvcanndddismbererabudaceba eee 45, 000 15, 000 45, 000 


Above tabulation indicates that present beet crop at Fassa and Cheneran is 
sufficient for a 100 to 120 days’ operation at capacity of 350 tons. The situation 
for these two plants is considered satisfactory. 

The anticipated supply of sugar beets for the Bardsir plant has been only 
approximately one-half of that considered satisfactory in relation to plant 
capacity. Three major factors limit production to support the plant: (1) Poor 
roads in the area; (2) inadequate insect control; (3) poor cultural practices. 

The problem has not as yet been resolved. While there is little likelihood 
of improved transportation, there is the possibility that improved insect con- 
trol and better cultural practices will appreciably increase the supply avail- 
able to the plant. Under the present contract between plant and growers, 
the plant is responsible for the application of insecticides and has not lived 
up to its contract resulting in a loss of crops. Consideration is being given 
to a plant under which the growers would protect their own crops and re- 
ceive a higher price for the beets to offset the spraying costs. With respect to 
improved cultural practices, the Iranian Agricultural Extension Service with 
USOM advice, is actively engaged in attempting to raise the level of cultural 
practices in the beet-producing area. 

4. Has all of the equipment been procured for the Tchitsazi cotton mill project? 
Has all of the equipment been installed? If the answer to either of these ques- 
tions is “no,” please explain. 

Answer.—Project No. 8 (expanding Tchitsazi) includes spinning and weaving 
equipment, all of which was procured and installed prior to January 1957. 

Project also includes finishing equipment, which at this time is neither in- 
stalled nor fully procured for the following reasons: 

(a) Approximately 75 percent of finishing machinery arrived before January 
1957 but was not installed because it lacked important components which even 
at this time have not arrived in Iran. 

(b) Differences in opinion between ICA/W procurement and GSA have result- 
ed in delays in following PIO/Cs: (This information is taken from procurement 
status of project No. 8 prepared by procurement officer under date of October 
2, 1957.) 

PA 430-520-08-1451—Shipment date extended to August 1957 (items 10, 
11, 14, and 17) and to October 1957 (item 29) ETA by end of 1957. F. 0. b. value 
$86,273. 

PIO/C 65-23-008-41247.—Items 1 through 9 contracted for December 1957 
shipment. ETA February—March 1958. F. o. b. value $67,716. 

PIO/C 65-23-008-9-40780.—This order shipped as follows: B/L 84 Steel Arti- 
san June 15, 1957, 2 boxes; B/L Steel Voyager June 26, 1957, 2 boxes. These ship- 
ments have arrived but Plan Organization (consignee) advises it has not yet 
cleared them through customs. 

The contract between Plan Organization of GOI and United Merchants, a 
United States management company, was signed on or before December 1, 1957, 
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to plan completion of manufacturing facilities, which will include USOM/I con- 
tribution of finishing equipment. This equipment, as stated above, will continue 
to arrive in Iran until February-March 1958. 

(a) What funds were used for the purchase of this machinery? 

Answer.— 


TEC TCC TIRATI GO i evens co cnc ee in $1, 663, 649 
1954 Special economic assistance........................1... 443, 459 


5. Has a final decision been made as to the construction and financing of the 
Karadj Dam? If 80, please give salient points of the agreement. 

Answer.—aA contract for approximately $41 million (see attachments 1 and 2) 
was signed October 12, 1957, between Plan Organization and Morrison-Knudsen 
International. This contract provides for construction of the dam and an 84,000- 
kilovolt-ampere generating station. Estimated completion date is summer 1961. 
Dam height of 610 feet and construction details essentially same as originally 
considered under USOM/Iran project No. 75 (construction of Karadj Dam). 

(a) What is the present status of the bypass road? 

Answer.—Bypass road was fully completed in spring 1957. Immediately upon 
signing of contract, MKI commenced excavation for the cableway, aggregate 
quarry, and mixing plant. This work will be completed approximately April 
1958, at which time road will be opened for commercial traffic. Excavation for 
dam foundation will start approximately December 1957, which will close the 
old road to commercial traffic about May 1958. 

(b) What disposition has been made of the ICA-jfinanced machinery? 

Answer.—aAll property purchased for the Karadj Dam on a loan basis has been 
sold to Plan Organization for use on construction of the dam, with the single 
exception of a drill bit grinder of $1,179 value. This grinder was lost but was 
recently been found, and is now being processed to Plan Organization. Sale of 
the loan property was made for $481,233.50 after a careful appraisal by repre- 
sentatives of the mission, Plan Organiation, and the Harza Engineering Co. 
The report of the appraisal committee was reviewed by the Audit Branch, Office 
of the Controller, USOM/Iran. The sale proceeds have been deposited for credit 
of the Joint Fund for Industrial Development. 

All property purchased for the dam on a grant basis has been transferred to 
Plan Organization. Plan Organization in turn has transferred ownership of 
both the loan and the grant property to Karadj Dam Authority, the agency of the 
Government of Iran charged with overall responsibility for Karadj Dam con- 
struction. End-use observations made on the equipment on November 20, 1957, 
at the dam site indicate that the property is being properly and effectively 
utilized. 

[Question 5—Attachment 1] 


ARTICLE II or CoNTRACT—SCOPE OF THE WORK 


A. The work to be performed under this contract (hereinafter referred to as 
the “project’”’) consists of : 

1. Completion of the highway relocation for the Karadj project from its present 
terminus at station 82-00 to a point of intersection with the existing Karadj- 
Chalus Highway above the pool level of the proposed Karaj Reservoir. 

2. Construction of the Karadj Dam, and reregulating dam, spillways, power- 
house, and appurtenant structures including the purchase and installation of 
gates, turbines, generators, and other equipment. 

8. Construction of electric transmission line from the dam site to Teheran. 

4. All other work necessary to complete the project. 
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[Question 5—Attachment 2] 
Karadj Project—Karadj Dam and appurtenant structures—agreed original 
estimate 


Category and description Amount (rials) 


1. Construction equipment purchases CIF Iranian port (from ap- 
pendix XIT): 


(a). Parchases prior to Sent. 1, 1967 1... <.20-4 nae. 20, 255; 
(b) Major items to be purchased subsequent to Sept. 
DAE bawidbided seth ed Oe hn aed ee * 320, 9938, 250 
(c) Agreed lump sum for shop and miscellaneous equip- 
nade eid eat (Genie i sees he ee. * 71, 250, 000 
2. Mobilization (from appendix XVII) -.----....____________- * 216, 981, 250 
3. Work items (from appendix XIX) highway relocation________ 151, 494, 660 
Diversion tunnel and intake modifications__._..ccu__......____ 6, 711, 000 
Arch Dam, spillway, powerhouse, and outlet works___________ 1, 310, 680, 655 
Transmission line and substation.._..__..._._________________ * 93, 750, 000 
muniaiemiias Mite 82585 te ee eo eis * 105, 000, 000 
4. Overhead and administrative costs: 
we percent of entegories 1; 2, and Seu202. =. cc 505, 365, 605 
DeeRCGRG OF CREMROTH Oia ie ns oa 0 


5. Separately specified major permanent equipment purchases 
(from appendix XXI): 


Arch dam, spillway, powerhouse, and outlet works________ 225, 000, 000 
Transmission line and substation______.__________________ * 94, 875, 000 

i ra rey ne Wt a kn So ks eh cise 0 
Total agreed original estimate__________ ic shss cst aceite wo Nias 8, 122, 357, 000 


1 Does not include costs for transmission line, substation, and reregulating dam. 
2 Tentative estimate to be revised when design is finalized. Inciudes costs for categories 
1, 2, and 5. 


3 Tentative estimate to be revised when design is finalized. 


6. Has the Tehran water-treatment plant been completed? If so, what was 
the date of completion? 


Answer.—The Tehran water-treatment plant has been completed. The date 
of the start of operations was October 5, 1955. Starting with that date, increas- 
ing amounts of treated water was fed into reservoirs and pipe grid of the city 
of Tehran. Incomplete at that time were the facilities for manufacturing ferric 
chloride and chlorine used in water-treatment process. These plants were com- 
pleted and put into production in March 1957. (In the intervening time, chem- 
icals for the water-treatment plant were purchased from abroad.) 

7. What is the present status of the piped water distribution system for this 
plant? 

Answer.—The water distribution grid consists of: 

170 kilometers of pipe 10-inch diameter and above. 
600 kilometers less than 10-inch diameter pipe. 
30,000 house connections. 

Two thousand house connections per month will be made until the end of 1960, 
when all house connections foreseen at present will be completed.’ 

An estimated 500,009 inhabitants are served at the present time, with maxi- 
mum of 1,200,000 to be served by 1960. 

(a) Percentage of completion? 

Ansiver.—Distribution network: 100 percent. House connections: 37 percent 

(b) Erpected completion date (of house connections) ? 

Answer.—End of 1960. 

8. What is the capacity of this plant and what wiil it serve adequately? 

Answer.—Daily capacity of plant is 225,000 cubic meters, of which at the pres- 
ent time 70,000 cubic meters, or 30 percent are used. Full use of present capacity 
is expected by 1960, at which time the water company will also have completed 
installation of the second 40-inch diameter pipeline for 36 kilometers from the 
Karej River, paralleling existing 36 kilometer line. The installation of this 
second pipeline was considered in the original program by locating valves, T 
connections, etc. where needed. 





1 Notr.—No USOM/Iran contribution was made to the piping system. 
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Water company considers increase to 350,000 cubic meters daily capacity to 
take care of expected industrial and other local needs. 

Area served generally coincides municipal limits of city of Teheran. 

9. How are rates fixed? Are these rates adequate to assure future mainte- 
nance, operation, and normal expansion of facilities? 

Answer.—Monthily rates at this time are: 

100 rials ($1.30) for one-half inch house connection. 
200 rials ($2.60) for three-fourths inch house connection. 
400 rials ($5.20) for 1 inch house connection. 

This is an exploratory rate until house meters are installed. Three thousand 
meters have been installed, and the water company expects to install approxi- 
mately 2,000 meters per month, which would equip 80,000 houses with meters 
by the end of 1960. 

The rate for the metered water is 5 rials ($0.066) per cubic meter. This rate 
was established by the water company’s consultant, Sir Alexander Gibbs, and 
according to his calculations, makes allowances for rated operation and mainte- 
nance expenses. However, the consulting firm is studying the proposal to in- 
crease the rated capacity to 350,000 cubic meters and have not issued a state- 
ment as to the relationship of present rates to the expansion planned. 

10. To what extent is the plant operated by Iranians? 

Answer.—Key personnel are all Iranian, as follows: 

Engineer Maykaxdeh, director 
Engineer Rowhani, assistant director 
Mngineer Dilmajhani, chief, chemical engineer 
Ongineer Kahkashan, chief, technical bureau 
Engineer Zaheeri, administrative officer 
Mngineer Balali, assistant chief chemical engineer 
Engineer Fotoohi, assistant chief chemical engineer 

Alexander Gibbs, a British company, has been serving as consultant during 
planning and erection of present installation. This same company is still engaged 
to furnish such technical assistance as is needed. 

11. What is the capacity of the Fars cement plant? Is it operating at full 
capacity? If so, for what period of time has this condition existed? If plant is 
not operating at full capacity, please explain why. 

Answer.—The Fars cement plant, with 200 tons daily continuous operation ca- 
pacity, went into operation in September 1955. It currently is operating at full 
capacity. Daily production has averaged 200 tons since August 1957. 

12. Is a sufficient supply of raw material available at all times to permit ca- 
pacity production? 

Answer.—The plant is located 500 meters from the limestone quarry and addi- 
tional raw materials are available at a distance of not greater than 5 kilometers. 
Limestone and other reserves in the quarry and vicinity are such that there is 
no question regarding raw material supply. Studies made by Dr. Sahabi, Min- 
ing Bongah, Plan Organization, indicate that raw materials available would 
supply a 200-ton mill for 50 to 75 years. 

13. What are the principal market sites for the cement? 

Answer.—The markets presently considered for the mill are the Provinces of 
Fars, Isfahan, Kerman, Khusistan, and Persian Gulf Islands, however, new 
cement mills at Isfahan and Dorood presently under construction will provide a 
strong competitive factor. The size of this area is 325,000 square kilometers and 
has a population of approximately 1,500,000. The export market has not been 
developed up to this time but approximately 8,000 tons have been exported to 
Kuwait, Chatar and Bahrein Island. Aid in market development is being ren- 
dered by George Fry & Associates under project No. 79. 

14. What transportation facilities are there to carry the cement to the mar- 
kets? Are these facilities adequate? If not, what is being done to correct the 
situation? 

Answer.—Sales of cement are f. 0. b. at mill site. Lack of transportation for 
distribution of the plant’s production is considered the major obstacle to the 
plant’s economic operation until the local market has been developed. Shiraz 
has no rail connections and the condition of highways to port and inland areas is 
so poor that high transportation charges tend to limit sales. 

The company owns trucks only for transporting raw materials from quarry to 
plant, and does not consider entering into their own trucking business. 

The Ministry of Roads has included in its program, a road from Shiraz to the 
port area of Khorramshahr, 400 kilometers east of the plant, and to Bushehr, 
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254 kilometers south of the plant. However, because of certain difficulties be- 
tween the Ministry and a foreign engineering company charged with road de- 
velopment in this area, it is not expected that these roads will be constructed 
or reconditioned for 3 years. Thus, the burden of excessive transportation costs 
will not be alleviated in the immediate future. 

15. What is the present status of the Rural Community Development project? 

Answer.—The project is continuing on a reduced basis. Through the natural 
process of determining best procedures that evolve from experience, training, 
and integration, the Community Development project is being strengthened even 
though the number of American advisers has been reduced to one-third of the 
estimate of 2 years ago, and the amount of United States tinancial support has 
been reduced drastically. On the other hand, the Government of Iran’s rial 
support has increased greatly despite reduction in scope of the Community 
Development project. In addition, the Government of Iran outside of the proj- 
ect has taken over features formerly a part of the Rural Development program, 
and is giving substantial support. For example, they have allotted the equiva- 
lent of $1 million to the Khuzistan project which was formerly under master 
contract with the Rural Development activities. 

It is determined that Community Development can render greatest service 
in rural Iran at this time by concentrating its efforts upon essential Community 
Development processes in a limited number of areas. Under the present project, 
Community Development will demonstrate how it can be related constructively 
to the technical representatives of the subject-matter Ministries through a coor- 
dinated team approach to meet the village needs in self-help improvement proj- 
ects, increase in village participation as related to local matters and objectives 
of technical Ministries. 

The existing proposal is in the transition stage with some changes occurring 
and others soon contemplated. 

A reduction of Near East Foundation personnel is to occur, reducing the pres- 
ent number to a maximum total of 19 by April 30, 1958. All field assignments 
have been made and location changes made. Agreements and financing are based 
on the following Near East Foundation advisory personnel; 5 advisers assigned 
in Teheran; 11 advisers, 1 each in as many ostans and an independent shahris- 
tans; a management team of not more than 3 man-years. 

The PPA has received ICA/W approval. <A suggested organization and operat- 
ing plan for the Bongah has been submitted to the Ministry of Interior for con- 
sideration, and a project agreement is in the process of negotiation. A proposed 
eurrent procedure, pending finalization of plans, has been submitted by a com- 
mittee of the Bongah to keep Community Development activities in an advanc- 
ing stage and to prepare for the future operation. The USOM Advisory Team 
is functioning and notices have gone out for the formation of the Ostan ad- 
visory teams. 

Amendments to the NEF contract, to effect this reorganization, have been ac- 
cepted by the Iranian Community Development Organization, and are awaiting 
signature by the Minister of Interior. 

Although the change has caused some temporary suspension of activities, a 
limited Community Development project that will consist of a fully staffed com- 
munity development organization, supporting ministerial technicians, and ad- 
visory assistance at headquarters and in the field is soon expected. 

16. Has the progress of the project been satisfactory since the Near East Foun- 
dation has assumed full responsibility for its operation? Please explain briefly 
what has been accomplished. 

Answer.—The Near East Foundation has satisfactorily discharged its duties 
under its contract with the Minister of Interior and the ICA letter of commit- 
ment. An explanation of what has been accomplished follows : 

The Contract: This is between the Minister of Interior and the Near East 
Foundation, effective May 1, 1956. The dollar cost is met by ICA and the rial 
cost from the Joint Fund for Agrarian Development. It consolidated projects 
63, 64, 84, 94, 100, 101, and 102. 

Personnel: The contract provided for 57 NEF employees of which 42 were 
eventually recruited. The small number was adequate since Iranians were tak- 
ing over greater responsibilities. In fiscal year 1958 the number will be reduced 
to 19 Community Development advisers. Ps 

Objectives: These are (1) to strengthen and develop local institutions and 
co-ops associations, (2) to train leaders to assist communities to use Ministry 
technicians, (3) to train leaders to assist groups in self-help concept, (4) to 
provide technical assistance to Community Development, including operations in 
Varamin Plains. 
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Responsibility: Except for Varamin Plains, operations were changed from 
participation in operations to the advisory role of technical guidance. Super- 
vision to and servicing of the NEF personnel was provided by NEF. 

Activities 

1. Varamin Plains demonstration program.—Training courses for village and 
extension workers and Demonstration Program. 

2 Assistance to Iranian Secretariat of High Council for Rural Development. 
Technical assistance in Community Development (organization, credit, industry, 
women’s activities, and mass education). ; aa 

8. General community development and related activities. (Organization and 
training in block development, consultant service to rural societies, advisory 
service and training to Bongah community development specialists, assistance 
to High Council for Co-ops by training co-op managers and organization of co-ops, 
assisting Agricultural Bank in organizing for rural credit, assisting High Council 
for Rural Development in housing projects, assisting in stimulation and improve- 
ment of village industries, assisting in stimulating and carrying women’s activ- 
ities, and other activities in broad community development program.) 


Accomplishments 

The Near East advisory services under the master contract, from May 1956 
to the present, aided in the following accomplishments : 

Organization improved by developing chart to consolidate seven former proj- 
ects; preparing staffing pattern; implementing written procedures on travel, 
procurement, personnel, and fiscal matters; preparing the first comprehensive 
budget; and improving communications section operations. 

Advice on major policy decisions were furnished the Bongah to perform opera- 
tions more economically. 

Training and orientation courses were held in Teheran, Ab Ali, and Kerman. 
Special training courses were given to accountants and office workers of the 
Bongah. 

Orientation and training sessions were held with all Ostandars, Farmandars, 
and Bakhshdars to acquaint them with the program. Fourteen people were 
given citizenship training, emphasizing the coordination of technical services to 
assist the program in six Ostans. 

Training Government inspectors and others in the village society effort. 

Members of High Council held a series of meetings with village society chiefs 
to study mutual rural endeavors. 

In cooperation with technical services, agricultural demonstrations, literacy 
classes, health installations, and other self-help efforts were made. Exact num- 
bers are not available. 

17,184 village societies were organized and 53,560,335 rials were collected. 

Thirty development specialists were recruited, trained, and hired. 

Development specialists conducted surveys and compiled data on flood damage 
and assisted in aid. Dehyars assisted damaged villages in reestablishing homes. 

One hundred and sixty-nine dehyars, men and women, were selected and trained 
for village work. Forty-eight more are in training. More being recruited. 

Nine blocks were started, with 146 men and 23 women. 

Biweekly in-service training periods held for dehyars and block officer. 

Ninety-seven schools in Varamin with 65,000 students (one-third girls) : 16 new 
schools this year with 640 students; literacy rate has reached 40 percent; 
vocational schools now believe in dignity of labor; Mamazon curriculum extended 
to other vocational agricultural schools; sanitary school of Falasht curricula 
sent to other USOM’s. 

Forty new schools were constructed under the block program this year. 

Sanitary water supply and latrines installed 500 villages this year. 

Twenty-five hundred adults taught to read and write the past 6 months. 

Women dehyars organized a 3-months’ course for 23 midwives. 

Engineering assistance was given in flood damaged areas; 719 house completed. 

Experimental rammed-earth houses completed under training program in 
Mamaon. Ten sets of forms for rammed-earth constructions in Ostans. 

Plans prepared and furnished for mud-brick 2-room village schools: large 
scale model Karaj Village; boys’ training school; low-cost, self-help housing for 
dehyars as a demonstration; block headquarters in Garmsar: improved sanitary 
et 3-room village home; gravity flow bathhouse; poultry house; smoke- 

ess stove. 
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A glossary of engineering terms for orientation courses for candidates to train 
in United States was prepared. 

Twenty-three cooperative specialists were selected and trained for 4 months 
and assigned to positions in community development. 

Survey of cooperatives’ needs were conducted in 10 ostans. 

A 5-day seminar was held on rural credit and cooperatives by high government 
officials. 

Twelve Credit Societies organized in Gonbad e Ghabus which extended 3% 
million rials. 

Cooperative educational meetings held in 21 villages. 

In-service training given by five cooperatives. 

During the year 15 key personnel studied the community development pro- 
grams in India and Pakistan, 5 women visited the development program in 
Greece, 2 men studied cooperatives in England and 1 in the Philippines. Several 
people just recently returned after a study of community development in the 
United States of America. 

Procedures have been developed for evaluation of village participation in com- 
munity development efforts. 

Field visits have been made to several areas to make observations for evalua- 
tion purposes. 

Through full-time advisory assistance acquired in July 1957, Bongah Informa- 
tion Office established a more technically qualified staff of five people ; developed 
mass communications program in community development subject matter; and 
established faciilties for audio-visual, publications, and radio operations. 

The Information Office through coordinated effort with USOM and Fine Arts 
Administration provided technical assistance and arranged for the production 
of two community development films and planned production of community devel- 
opment training materials; serviced rural citizenship schools with related minis- 
tries ; serviced the first Bakhshdar training conference ; gave community develop- 
ment training to Karaj Agricultural College; serviced Joint Iran-American com- 
munity development conferences; and in cooperation with USIS produced one 
newsreel and planned for additional ones. 

Twety-five community development fact folders were provided for Tehran 
press conference. 

Bongah Information Office published the annual budget. 

Provided community development program information to ministerial offices, 
and American and Iranian community development technicians. 

Five mass communications key technicians were given in-service training, and 
28 trainees were given 30-day training programs in mass communications tech- 
niques (10 placed in block areas). 

Repaired, serviced, and dispatched 9 mobile audio-visual units.to Bakhsh and 
5 more are in the process of repair. 

Published weekly news bulletin, two special community development bulletins, 
and 4 issues of monthly community development magazine (80,000 copies). 

Radio programs on block program were prepared and arranged for presentation 
via radio Tehran and ostan stations. 

17. Is there any agricultural equipment or construction equipment, received 
in Iran 60 days or more prior to receipt of this question, which has not yet been 
put to the use for which it was imported? If so, please explain. 


Answer.—There is no construction equipment, received in Iran prior to Sep- 
tember 1, 1957 (60 days prior to receipt of this question) which has not yet been 
put to the use for which it was imported except for the following: 

(a) Three (3) liftloaders valued at $2,613.60 under project 26; and 
(b) Two (2) steam cleaners valued at $2,494.90 under project 95. 

These five pieces of construction equipment are currently in the master joint 
fund compound awaiting the completion of final transfer documents. 

With respect to agricultural equipment, there is a considerable quantity which 
was received prior to September 1, 1957, which has not yet been put to the use for 
which it was imported. 

In early summer 1955, Mr. Clark S. Gregory, Director, USOM/Iran, became 
aware that there were considerable quantities of agricultural machinery im- 
ported through United States financing which were not being used. He immedi- 
ately initiated Operation Search and corollary with these, he initiated a review 





i sR RS 








1s 


nt 


in 
al 
he 


in 


ed 
nd 
rts 
on 
el- 
is- 
)p- 
m- 
ne 


an 


eS, 


nd 
ch- 


nd 
ns, 
ion 


ed 
pen 


ep- 
en 


int 


ich 
for 


ime 
im- 
adli- 
iew 





k 
t 
‘ 
7 
i 
$ 
i 
y 


FOREIGN-AID CONSTRUCTION PROJECTS 1249 


of all future agricultural machinery imports. A statement of agricultural ma- 
chinery imports by fiscal years follows: 
Nonexpendable property by fiscal years 


Fiscal years 1951 through 1955, total amount expended__________ 2, 323, 428. 97 


Fiscal year 1956, amount subobligated__......_..__________ eal 61, 368. 00 
Fiscal year 1957, amount subobligated_._......-__....___._______ — 32, 821. 00 
Fiscal year 1958, to be subobligated___._.__..................... 5, 741. 00 


“Operation search” initially consisted of the collecting together of all fiscal 
documents for the $2,325,428.97 of nonexpendable agricultural property imported 
utilizing fiscal year 1955 and prior year funds. A nationwide inventory resulted 
in the physical location of all agricultural machinery except property valued at 
$161,053.74 (which will be further reduced as reconciliation of documents con- 
tinues). 

Agricultural machinery lists were prepared and agricultural equipment ag- 
gregating $2,091,834.06 has been transferred to the Government of Iran prepara- 
tory to the initiation of end-use checks. The difference between the amount 
transferred and the amount purchased is $231,584.91 and consists of equipment 
totaling $9,866.44 destroyed or scrapped, equipment totaling $54,833.25 not yet 
arrived, $5,841.48 in process of transfer, and $161,053.74 still in process of re- 
conciliation. To date 381 end-use observations have been completed, resulting in 
229 satisfactory observations and 152 unsatisfactory observations. The mission 
intends to complete end-use observations for all agricultural equipment prepara- 
tory to filing with ICA/W recommendations for claims for refunds or for disposal 
in accordance with ICA Manual Orders 542.1 and 542.2. 

An explanation of the reasons for unsatisfactory utilization of agricultural 
equipment follows: 

The terminal report of R. W. Roskelly, dated September 13, 1954, provides 
historical background of early importation of agricuitural machinery. Mr. Ros- 
kelly arrived in Iran on November 4, 1951. Mr. Roskelly was appointed Acting 
Chief of the Agriculture Division, USOM/Iran on November 27, 1951, and Chief 
of the Division 1 week later, and served in that capacity through August 14, 1954. 

The following statements were made in Mr. Roskelly’s report and were selected 
to show the procurement procedures during early years of operation. 

“The first 3 weeks that the writer was in Iran he spent all of his time assisting 
the Acting Division Chief and technicians in preparing purchase orders for 1951 
budget obligations. 

The early supplies that were requisitioned were done so largely out of the 
catalogs of manufacturing firms in America with the hope that the machinery 
and supplies that were ordered would be of use in Iran. The mission was being 
pressed by Washington to obligate funds and by the Iranian public to get some- 
thing started. 

The worst pressure of all came from groups unfriendly to the cause of technical 
aid that wanted us to fail. They tried everything “in the book” that would 
frustrate or hinder the program. 

It would have been ideal if the technicians at that early date could have 
spent a lot of time in the field developing the agricultural program with Ministry 
personne! as a prelude to ordering materials against 1951 appropriations. Time, 
however, was against us, and in the judgment of the director of the rural improve- 
ment program, John Evans, we had to make the best possible estimates. This 
was necessary in order that material would arrive here as early as possible to 
help promote the program. 

At this early date, OMI was a very loosely organized institution. There was 
no clear understanding in the minds of the agricultural technicians as to what 
the agricultural program should be, how it should be developed, or how it would 
operate. There was confusion in the minds of the Ministry personnel as to our 
responsibility and function in Iran. There was no organized group in the Min- 
istry with whom OMI technicians could work. 

In discussing needs from program development with Director Evans, it was 
pointed out that there was no effective organization in the Ministry of Agri- 
culture with whom the Agriculture Division could cooperate in developing an 
overall agricultural program. Out of these discussions came the recommenda- 
tion that Director Evans would suggest to the Joint Commission for Rural Im- 
provement that a committee be established. On this committee representatives 
from the Ministry of Agriculture would cooperate with personnel appointed by 
OMI to develop a joint agricultural program. 
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Our first meeting was held February 16, 1952, at the conference room of the 
Mansion Building on Sepah. The first meeting of the committee was, as might 
be expected, a strange affair. All of the personnel had formally met before the 
meeting but none of us knew for sure what we should do or how to proceed. 
The language barrier was serious. Two Iranians out of the group understood 
English but the rest could understand either only English or Persian. Transla- 
tion of everything was necessary. 

Shortly after the first meeting of the joint committee, I went to the director 
of the rural improvement program and requested that we should be given an 
estimate of the amount of money that we anticipate and plan our 1952 agricul- 
tural budget activities accordingly. We were given tentative allocation of $5 
million. 

The final stage or process of property integration and project commodity use 
is the “End-use observation report.” The preparation of these reports is not 
underway by the Audit Branch of the Office of the Controller. A “Project end-use 
observation report” will be made on every nonexpendable project commodity. 

As of November 14, 1957, there are 3,320 items in the project property lists in 
the Agriculture Division, the title of which has been transferred and the com- 
modities delivered to the Ministry of Agriculture, the Ministry of Court, Karadj 
Agricultural College, and the Veterinary College of the University of Teheran. 

A total of 381 end-use reports on agricultural projects were made through 
November 19, 1957. Of these, 152 representing 33.9 percent in value, were clas- 
sified as unsatisfactory. 

Difficulties and delays encountered in project property use have resulted from 
a multitude of causes and conditions. 

It is pertinent to recall the conditions under which the agriculture program 
of the Mission was first established, as pointed out in Mr. Doskelley’s report as 
quoted above. The program was initiated during times of extreme political 
stress when the greatest emphasis was placed on immediate impact. The usual 
difficulties largely inseparable from a crash program resulted. Essentially, 
more equipment was ordered than projects and project administrators could 
absorb under Iranian administrative and technical maturity. The selection of 
agricultural machinery and equipment was not always wise and appropriate. 
Some of these early purchases are causing difficulty of end-use application at 
this time. 

In addition to this basic difficulty, the following also has contributed in part 
to delays in getting all of the commodities into full use. 

(1) Shortages of parts received and lack of local spare parts, making opera- 
tion impossible pending receipt of short parts or procurement of repair parts. 
Especially applies to tractors. 

(2) Late arrival of complementary equipment. 

(3) Normal depreciation damage making the equipment inoperable, and await- 
ing survey board action. 

(4) Lack of adaptability as indicated by experience, and awaiting modifica- 
tion or allocation to areas or projects where adaptable. 

(5) Normal Iranian governmental slowness in providing necessary facilities 
and authorizations in implement use. Example: Structures in which to install 
equipment. 

(6) International situation causing closure of the Moghan Plains area—affect- 
ing considerable amounts of heavy dry farming equipment, including gang-type 
plows, disks, harrows, seeders, seed cleaning equipment, and threshers. 

(7) Change of Ministry personnel—which in turn changed organizational 
leadership in the area of property use and management. This has delayed im- 
plementation of a functioning equipment repair and renovation shop and com- 
pound. This change also adversely affected provision of required budgets to 
operate equipment originally requested. 

(8) In addition to changed personnel, the Ministry also underwent a major 
reorganization, particularly with respect to its operations in the Ostans (Prov- 
inces). This also served to delay the installation of modern property manage- 
ment procedures. 

(9) Reorganization of using entities, as in the case of the irrigation bongah, 
which served to delay the planned rate of project development. 

(10) Reorganization of projects, which changed the emphasis of various func- 
tions and necessitated the replanning of the use of project equipment. For ex- 
ample, original projects 22, 28, and 36, all involving various aspects of water 
resources, were combined into a single project 105 (water resources). The func- 
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tion of collecting meterological data was assumed by another agency, the Meteoro- 
logical Institute. The function of ground water development (Ghanat construc- 
tion) was deemphasized. 

(11) Changes in mission personnel and delays in filling vacant positions es- 
pecially among the advisers. A newly arrived adviser must first become 
acquainted with the property inventory of his project and its status before he 
can be really effective in getting it into optimum use. 

Measures to overcome these difficulties and delays in property use have been 
numerous, including these direct efforts : 

(1) Field inventory teams composed of Iranian Government personnel with 
American technical assistants attached as advisers, were formed to locate and 
list project property. These teams made two field trips during the summer and 
fall of 1956. They visited all of the areas where project property was, or 
might be located. A third trip was made by these teams from January through 
April 1957 for purposes of getting confirmation of the nonexpendable property 
lists by the authorized representatives of the Ministry of Agriculture and by 
the Ostan area development advisors. 

(2) In April 1957, Mr. Hermann Beck, Head of the Livestock and Crop Pro- 
duction Branch of the Agriculture Division was assigned to spend as much time 
as necessary to expedite the transfer of project commodities. During the en- 
suing 6 months, Mr. Beck devoted a major part of his time to property transfer 
and general property management matters. During August and September, two 
additional advisers were assigned part-time to assist in this work. 

(3) The USAC-ICA contract was amended in March 1957 to provide for an 
agricultural engineer adviser who will work in the field of farm machinery oper- 
ation and maintenance. The fiscal year 1958 PPA covering this contract con- 
tinues this position, and adds a second adviser to work in the field of farm equip- 
ment management and operation. 

(4) In May 1957 arrangements were made by the Agriculture Division, where- 
by certain personnel of the Ministry of Agriculture who were working in the field 
of property management could be given direct training in property transfer 
procedures and property management techniques by the American property 
management personnel of the MJF. 

(5) The problem of property transfer and utilization has been under constant 
consideration by the Agriculture Division. The current situation was outlined, 
discussed, and analyzed, and the action necessary was reiterated to all advisers. 
As a followup action, all branch heads were directed to submit a report the fol- 
lowing week with respect to the current status of property transfer and action 
being taken. 

(6) On October 23, 1957, the Chief of the Agriculture Division forwarded a 
very detailed and comprehensive letter to the Minister of Agriculture on the sub- 
ject of property transfer and management. A copy of this letter is attached. It 
describes the current status of the property transfer and utilization situation, the 
problems and bottlenecks, outlines the remaining work to be done and presents 
a plan for accomplishing this work. The letter was followed up by a personal 
interview with the Minister. The Ministry has taken action based on the recom- 
mendations made in the letter, with positive measurable results. 

The action outlined above does not, of course, complete the work necessary to 
raise the level of property management to a satisfactory point. With the phy- 
sical transfer situation now in the conclusive stages, the Agriculture Division is 
continuing to make every effort to reach the point of optimum utilization of all 
project equipment. This includes a project-by-project analysis of property utiliza- 
tion and utilization potential both technical and financial, as a basis for possible 
reallocation of property among the various projects, or possible transfer of sur- 
plus items to appropriate projects outside of the Ministry of Agriculture, or for 
other disposition. 

[Question 17—Attachment 1] 
OcTOBER 23, 1957. 
His Excellency, Gen. HASSAN AKHAVI 
Minister of Agriculture, Teheran, Iran. 


EXcELLENCY : 1. This communication has reference to property already trans- 
ferred or now in the process of physical transfer to the Ministry of Agriculture, 
from the United States Government, for joint project use. This office has been 
following the type and rate of activity associated with the whole property situa- 
tion rather closely for the past 3 months. We understand that your office has 
been doing likewise. The present staff and current activity in the property 
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management in the Ministry of Agriculture will not accomplish our joint objec- 
tives rapidly enough to make it possible for either your office or my office to meet 
our individual office’s responsibilities. This office is convinced that some major 
reconsiderations are in order. 

2. The following are some of the deficiencies in present property procedures 
and methods which are evident : 

(a) The present property management organization trying to do the job is 
drastically understaffed. The present staff, except for one person, is neither ade- 
quately experienced nor has full time to devote to the job. 

The lines of authority and responsibility for this function are not direct and 
clear. There are too many administrators with some authority, who are situated 
between the office having the final work on appointments of personnel and other 
key operational decisions, and the actual property management operations. 

(bo) There remains a lack of full understanding between our two offices as to 
the enormity of responsibilities involved, the volume of work, and basic decisions 
required. 

3. This office is not placing fault upon individuals; rather, this is a matter of 
facing a demanding situation with top-level consideration for the purpose of 
initiating prompt and effective action. There must be developed in the Ministry 
of Agriculture a property management system which is capable of carrying out 
the essential functions of procurement and receipt of property, warehousing or 
compound management, effective property distribution, and maintenance of all 
types of property with particular attention to farm machinery and automotive 
vehicles. Responsibilities for all functions should be clearly defined and lines of 
authority clearly stated so that the responsible official may be held accountable 
for results. 

4. The following work faces our joint offices within a period of 6 months. This 
work should be moving smoothly, effectively, and measurably by the end of that 
6 months. 

(a) All property must be in one of the following categories (1) in use on 
project work, (2) adequately stored for use in the immediate future, (3) in 
process of repair or modification for use, or (4) transferred in a legal manner 
to other project use. 

(b) Project by project, adequate staff work must be completed in order that 
our joint offices may review the inventory of equipment and supplies so as to 
make the following decisions: 

(1) How much has been and is being used for project purposes? 

(2) Of that which has not been used, how much will be used for project pur- 
poses within a reasonable time (not to exceed 1 crop year) ? 

(3) How much will be used if it is repaired or modified? 

(4) How much and what is surplus to the project needs for which it was 
purchased? 

(5) Is such surplus (item 4) required in another Ministry of Agriculture 
project? 

(6) If it is transferred to such a project, will it be used within a reasonable 
time for such project? 

(7) Does a surplus still remain after all reasonable project requirements have 
been met? 

(8) Can this remaining surplus be utilized in other programs outside of 
Ministry of Agriculture projects such as Karaj College, cooperative credit, grown 
lands distribution, Moghan Plains, or Karkheh development, etc.? 

5. Recommendations: 

(a) The Ministry of Agriculture must define the functions to be accomplished, 
place responsibility and commensurate authority upon a qualified chief, provide 
adequate personnel who are either trained or are capable of rapid training, and 
exercise top-level management control over the property management function. 
To accomplish this general recommendation, the following steps are required: 

(1) The present organization must be substantially strengthened to handle 
property and equipment, or a new temporary organization must be set up. 

(2) The property management organization should be: 

(a) Headed by a qualified equipment and machinery man who devotes full 
time to this one activity. This office will then attempt to assign an American 
adviser on the same basis to advise, train, and support the work and will be 
required to jointly report on activities to our offices. 

(b) Given full authority to hire and fire employees as long as budget and 


policy are adhered to. Any interference in this authority should be reported 
to our offices. 
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(c) Report regularly direct at our joint meetings which are held on Thursdays. 
A short progress report, not to exceed 5 minutes, should be submitted bimonthly. 

(3) The present new compound should be placed fully under the control of the 
property management organization with no one authorized to interfere in opera- 
tions or organization without clearance from our joint offices. 

(4) Immediately proceed with the completion of a shop for equipment as- 
sembly, modification, repair, cleaning, painting, labeling, and delivery to a 
project’s storage space or to the project leaders and other persons designated by 
order from our joint offices. This shop should be staffed with mechanics and 
property management people who have proven qualifications and who will be 
paid at rates comparable with MJF rates of pay without regard to relative pay 
of Ministry civil servants who are employed on a permanent status. (It is under- 
stood that the present operation is temporary to meet an immediate need on 
an emergency basis. Later on, a permanent organization, if needed, may evolve 
from it. Our joint offices may find it necessary to go before the joint commission 
for authority to carry out these recommendations. The present project 67 was 
supposed to have sufficient budget to carry on the type of operation mentioned 
above. However, this must be reviewed and a special budget prepared in a set- 
aside form within project 67, to carry out this activity. The special budget 
should have complete priority over all other activities of project 67.) 

(5) The new property organization should be authorized to transfer tem- 
porarily any piece of project equipment within the Ministry of Agriculture, for 
a period of 12 months, for purposes of furthering project work. This would 
include meeting any needs for a minimum of personnel, transportation, trucks, 
tractors, shop equipment, compressors, etc. 

An inventory should be taken of property furnished by MJF to the Ministry 
of Agriculture project by project, and reviewed same as to the present use being 
made of equipment, as well as the probable use of same in the immediate future 
by the project leaders or his organization. 

Concurrently with the above activities, a reasonably sized crew of machinery 
mechanics should start immediately, procedures to put all pieces of equipment 
in operable shape for either immediate use or storage until use. 

(6) It is further recommended that immediate steps be taken so that the 
property management organization may start to do the work outlined above as 
facing our offices. Although you and I personally and officially do not have the 
time to attend to this responsibility too closely, the situation is such that we feel 
the chief should report direct to our offices at regular intervals, until a satis- 
factory system is operating effectively. A top-level Ministry official should be 
given management responsibility for this very important function. 

We must make it possible for this operation to proceed without interference 
and with full facilities of manpower, authority, facilities, and budget to clean 
up a situation not of our making but which is in danger of jeopardizing our 
future agricultural program, and even the entire Iranian-American joint program. 

Adequately experienced men are available. We have adequate funds in SAA. 
A good compound is slowly nearing completion. Your office and mine have most 
of the authority required. I am sure that we have enough respect for ourselves 
and our program from those above us to get approval of reasonable requests. I 
am urging your office to give this matter personal, first-hand attention. I am pre- 
pared to do the same. 

The Farsi text of this letter is attached. 

Very truly yours, 
Ray G. JOHNSON, 
Chief, Agriculture and 
Natural Resources Division. 

18. Describe system of property control now being used by the Mission. 

Answer.—The system of property control being used by USOM-Iran is based 
upon ICA Manual Orders 542.1, Personal Property Management and Control, and 
a Disposal of Excess Property, and embraces the following procedural 
steps: 


I, Administrative and technical support property 

1. Property is received at the seaport or airport by the joint administrative 
Services of the American Embassy. The JAS also effects the necessary customs 
clearances and delivers the property to the warehouse compound in Teheran. 

2. Custody of the property is then taken by USOM-Iran at which time it is in- 
ventoried and receiving reports are prepared. 
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3. All items of property are then listed on stock record cards and either placed 
in the stock warehouse or issued for immediate use. 

4. Nonexpendable property is issued on “personal issue receipt” and is signed 
for by the individual user or his supervisor. Prior to departure from the post, 
each individual must account for all items of nonexpandable property for which 
he has signed receipts. 

5. A physical inventory is taken once each year of all United States Govern- 
ment-owned property in the custody of USOM-Iran. At that time property 
records are reconciled and an accounting is made for any missing items. 

6. A survey board meets at regular intervals to consider and recommend the 


action to be taken with respect to any items of property reported as lost, damaged, 
or destroyed. 


IT. Project property 

1. At the present time no property for use on projects is being ordered in the 
name of the United States Government. For fiscal years 1956, 1957, and 1958, 
such demonstration equipment as was ordered is consigned direct to the Govern- 
ment of Iran. Title and ownership on project equipment consigned to the Goy- 
ernment of Iran pass to the consignee when the item is placed aboard a foreign 
earrier destined for Iranian ports. Upon arrival in Iran, the Iranian Government 
takes possession and delivers it to the project site or it is warehoused in close 
proximity of intended end-use location. The Iranian Government then makes 
the necessary reports as to its completeness and contemplated use. Hnd-use 
auditors of USOM-Iran make followup audits to determine whether the property 
is being properly utilized. 

2. Prior to fiscal year 1956, property which was imported by the USOM-Iran 
for use in connection with specific projects and program activities was managed 
and controlled under a system substantially as outlined above for administrative 
property, except that the receipt, transport, warehousing, and recordkeeping 
were performed by the master joint fund organization with its own employees 
and under its own procedural regulations. 

(a) Project property was received at the port of Khorramshahr by the port 
unit of the master joint fund operations. There it was cleared by customs and 
transported to Teheran and receipted for at the master joint fund compound. 

(b) On arrival at the warehouse, cases were opened, in the presence of the 
American technician assigned to the particular project, and inventoried. Receiy- 
ing reports were made and posted to stock-record cards. 

(c) The documents required to transfer title to the Iranian Government were 
then prepared and executed. Following this, an official of the Iranian ministry 
concerned took custody of the property at the compound and removed it to the 
project site. 

3. There is project equipment valued at approximately $454,000 represented 
by that equipment purchased from fiscal year funds prior to 1956 and arriving 
at the port of entry consigned to USOM-Iran. In order to facilitate the transfer 
of title and custody of this property, USOM-Iran is presently endorsing the 
bills of lading over to the Iranian Government immediately upon arrival at the 
port of entry. Thereafter the Government of Iran assumes complete responsi- 
bility for the property. 

19. Has Operation Search been completed? If so, please submit a copy of the 
report based thereon. If not, please explain the delay and state what results 
have been obtained to date. 

Answer.—Operation Search has been virtually completed to date; more than 
96 percent of the nonexpendable commodities purchased from fiscal year 1955 
and prior year funds, which have arrived in Iran, have been identified and recon- 
ciled to property and fiscal records. 

Although a final report has not been filed with ICA-Washington, results to 
date show that of the total of $8,379,751.72 nonexpendable property purchased 
for the technical assistance projects (both field and Washington allotments) and 
for the impact program projects, a total of $7,330,161.80 has been transferred to 
agencies of the Government of Iran; property in the amount of $454,619.45 has 
not yet arrived in Iran; property in the amount of $15,939.43 has been otherwise 
disposed of (scrapped or destroyed) ; property in the amount of $309,082.23 is in 
the process of being transferred to agencies of the Government of Iran and prop- 
erty in the amount of $269,948.81 is in process of final reconciliation with prop- 
erty and fiscal records. 

A recapitulation of the above is as follows: 
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1. Technical assistance projects: 

















(a) Total purchases (nonexpendabie)__.__._____________ $6, 851, 0338. 37 
(6) Total transfer documents_________ je ia a a a _.. 6, 083, 407. 86 
(0) Rotel: @iapeetlecs nobus webs coy fe a 4, 890. 72 
(4) Dotel wonerriveleuc scsi Ge 445, 460. 45 
(e) Total in process of transfer................_._._.__ 203, 767. 55 
(f) Total in process of reconciliation...........________ 163, 506. T9 

Metelss. csi. dele oil ee Bet sete ls eek 2 te 6, 851, 033. 37 

2. Impact program: 

(@) Total purchases (nonexpendable)_...._.___________ 5d8, 980. 06 
(db). Detail tramefer @oecumemttic: 3 os ie 444, 506. 38 
¢o)}- ote memavbivelt. iste ei a hg 9, 159. 00 


(@) Botal in process of tranafer... 3.5. 105, 314. 68 


COs si ee a bh sd ee 558, 980. 06 
3. Washington allotment: 


(a) Total purchases (nonexpendable) 969, 738. 29 


(}) Dotal transfer Guanes sik eo i 352, 247. 56 








ova, 
(eo) Tote) Ginpenhe.. occ kn se ee a ace 11, 048. 71 
(d@) Total in process of reconciliation__._._._._._._._.___.______ 106, 442. 02 
es ii a adn i ee et tee es 969, 738. 29 
DOR saad. thai eR LT eS 8, 379, 751. 72 
Sey Gehier Goeuneite oe ite A ee ee 7, 330, 161. 80 
Ur EOIN ss thd ides tiga EG at Seto Mere a a eee rs 15, 939. 43 
mane Warnes 5 ik ee ee SR a ee eS 454, 619. 45 
Be gt ge a eR ER 309, 082. 23 
Total in process of reconciliation... 269, 948. 81 
Gena Goes te ee Ae eee 8, 379, 751. 72 


Present plans of the mission are to recommend to ICA-Washington that the 
reconciliation process continue until December 31, 1957, in an effort to recon- 
cile the maximum quantity of the remaining nonexpendable property which at 
this time represents only 3.4 percent of the total nonexpendable property. 

Further, the mission plans to recommend to ICA-Washington that any prop- 
erty unreconciled on December 31, 1957, be processed in accordance with ICA 
Manual Order 542.1 Personal Property Management and Control Missions, and 
542.2 Disposal of Excess Property Missions. 

Historical information is contained in attachment hereto No. 1. 

As the subcommittee is aware, Operation Search was established to determine 
property accountability for all program and project property purchased with 
dollar funds involving: 

(a) The methods under which such property was purchased. 

(b) The disposition and location of the property. 

(c) A determination as to the ultimate disposition of the property. 

This operation had a twofold purpose: (1) To establish complete property ac- 
countability records based on fiscal purchase records and other documents and 
(2) to compile a physical inventory of all nonexpendable property at all loca- 
tions in Iran. 

The establishment of property accountability records involved the gathering 
into one central location of all of the purchase orders; purchase authorities and 
related fiscal documents of commitment were compiled for the purpose of bal- 
ancing the purchase documents against the obligations and expenditures for 
property. Further, a statement of direct purchases of nonexpendable property 
which had been shipped to the USOM Iran mission was compiled and was used 
as a basis for appropriate transfer of project property to agencies of the Gov- 
ernment of Iran for whom it was purchased. From the statement of direct 
purchases, property abstracts were prepared which listed by purchase documents 
each item of nonexpendable equipment shown on the purchase documents. It is 
to be noted that letter of credit transactions and program and project property 
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purchased from fiscal year 1956 and fiscal year 1957 funds were originally con- 
signed to the Government of Iran with title being already vested in the Goy- 
ernment of Iran, and such property was not part of the scope of Operation 
Search. 

In reviewing the available property records, it became evident that they had 
not been maintained in an effective manner so as to accurately record the physical 
locations and descriptions of the property in the custody of the Government 
of Iran agencies. In order to correct this situation the taking of a physical 
inventory was ordered on a countrywide basis involving all program and project 
property purchased with dollars, including that which had been delivered to 
projects on custody receipts, property in the custody of the provincial offices, 
and property in the custody of the master joint fund organization. The taking 
of this inventory included the detailed description of the items, property num- 
bers, delivery order numbers and the physical location and identification of the 
project under which the items were being used. As the inventories were sub- 
mitted it became evident that deliveries to the provincial offices and to project 
sites had not been adequately documented as to source of funds as reflected by 
the purchase documents or as to the projects for which the property was pur- 
chased, the major difficulty being the incorrect project numbers shown on de- 
livery orders and the lack of uniformity in the nomenclature and description 
of the listed items, thereby preventing the reconciliation of the inventories with 
the appropriate purchase documents and the projects for which the property was 
purchased. 

As a corrective measure, teams of qualified technicians were sent to each 
of the Provinces and each project where property was located with abstracts of 
nonexpendable property listed by projects and the inventory lists previously sub- 
mitted, for the purpose of taking a supplemental physical inventory of the 
property listed on the above-referenced documents. These verified lists be- 
came the basis for the preparation of the documents of transfer. The taking 
of this inventory proved to be a most difficult and time-consuming task, and 
retarded to a considerable extent the reconciliation of the items located with 
the appropriate purchase documents and the projects for which the property 
was purchased. 

When the master joint fund organization was established in July 1954, a 
portion of its operational functions involved the protective custody of all 
project property which had not been released to the Provincial offices or to 
projects operated by agencies of the Government of Iran against custody receipts 
and maintaining a continuing system of records and inventories, by projects, for 
all property received and retained in its custody. The inventoried items sub- 
mitted were the basis for reconciliation with the project property abstracts and 
became the basis for the preparation of the documents of transfer. 

Of the total of $6,851,033.37 nonexpendable property purchased for technical 
assistance projects, $6,033,407.86 has been transferred to agencies of the Gov- 
ernment of Iran; property in the amount of $4,890.72 has been otherwise disposed 
of (scrapped or destroyed) ; property in the amount of $445,460.45 has not yet 
arrived in Iran; property in the amount of $203,767.55 is presently in process 
of being transferred to agencies of the Government of Iran; and property in 
the amount of $163,506.79 is in process of reconciliation with property and fiscal 
records. 

Under the impact program, a total of $558,980.06 nonexpendable property was 
purchased; of this amount, $444,506.38 has been transferred to agencies of the 
Government of Iran; property in the amount of $9,159 has not yet arrived in 
Iran; and the balance of property, in the amount of $105,314.68, is presently in 
process of being transferred. 

During the early period of the operation of the technical cooperation mission 
program, certain funds were made available in Washington for the purchase of 
a quantity of property by Washington officials. It is to be noted that, while pur- 
chase-order documents have been received, these documents in many instances 
do not adequately describe the items by make, model, serial number, manufac- 
turer, or vendor. In some cases, no mention is made as to the identification of 
the prospect for which the property was acquired. Furthermore, the mission 
has no record of having received the related shipping documents, such as bills of 





——————-_ 
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lading, packing lists, and vendors’ invoices from which more accurate identifying 
information could be secured. 

Previous requests to ICA/W have been made in an effort to secure the 
needed information to identify this property, but to date the information re- 
quested has not been forthcoming. This matter is the subject of airgram 
ICATO A-9, dated July 2, 1957, which is quoted below: 

“Thorough investigation and research of available ICA/W records and advice 
ee States participating agencies indicates status of PA’s as noted on 
attachment. 

“It is regretted that information on many of these old PA’s cannot be obtained 
and no further assistance can be furnished by ICA/W. It is suggested that 
USOM/I apply the same procedure outlined in ICATO circular XA-716, dated 
April 17, 1956, to liquidate these authorizations in which no records are available 
in ICA/W, i. e., a review by the mission to determine an estimate of the value 
of commodities received by the participating country under the authorization 
and a request from ICA for advice of charge to cover the differences between 
the recorded expenditures and the value of the goods received. 

“In the very near future, it is anticipated that a circular instruction will be is- 
sued on the subject of closings and deobligations for project- and nonproject- 
type assistance documents. Meanwhile, ICA/W will continue to assist USOM’s 
to obtain information to the extent possible to close these old accounts. It will 
be appreciated if future inquiries contain the name of the authorized agency 
for each PA, since, in many cases, the original documents are not available in 
ICA/W. Also, for these PA’s in which (CSP) state, or embassy or consulate 
was designated as the authorized agent, expenditure date is not available; there- 
fore, the USOM should take necessary closing action based upon information 
available in the mission. 

“A reply to TOICA A-2706 will be forwarded as soon as the Department of 
Agriculture supplies information pertaining to their authorizations. 


““HOLLISTER.” 


In view of the existing condition, a review was made of the items identified 
and inventoried by the technicians for the purpose of matching those items not 
shown on the project property abstracts with the Washington purchase orders. 

Of the total of $969,738.29 nonexpendable property purchased under the Wash- 
ington allotments, $852,247.56 has been transferred to agencies of the Gov- 
ernment of Iran; property in the amount of $11,048.71 has been otherwise dis- 
posed of (scrapped or destroyed) ; and property in the amount of $106,442.02 
is in process of reconciliation with property and fiscal records. 


APPENDIx I 


Project 65-37-005—Air navigation and meteorological equipment 


{a) Date project was approved: June 25, 1952. 

(b) Date project was actually started : August 19, 1952. 
(c) Present status: continuing. 

(d) Estimated completion date: 1962. 

(e) Financial status (September 30, 1957) : 


nl i a ea tee lel ae $1, 486, 000 
Sra RR a a a rer 1, 395, 000 
DRBORGILGIOR...nccianeemcss<e eee ned eeninee th 554, 000 


(f) Estimated total cost in dollars (fiscal year 1957 and prior years)~ 1, 482, 000 


(9g) Amount of host-country contributions (fiscal year 1957 and prior 
years) : 


DOMREOPUERG ..wcanci nechucide othebdamssiin ieteetase weil 130, 000 
COG iasiss, initaschibininntes Uinienasbaannlgupttciinle miata sachin lanes tear 384, 000 
ME NIN isch sniccicsrsse-ec iitbctpessiamnesoe dace selec bea alae case nasa led alee ein 514, 000 
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(h) Justification for project: Assistance in the improvement of air navigation 
facilities, including air-to-ground equipment, point-to-point telecommunication 
equipment, short-range navigation aid VOR radio range equipment, and work- 
shop facilities, and training of technicians in the operation and maintenance of 
the equipment. This assistance aids both domestic and international airlines, 


Project 65-23-008—Evpanding Tchitsazi cotton mill 


(@) Date project was approved: June 28, 1952. 

(0) Date project was actually started: January 28, 1953. 
(c) Present status: continuing. 

(d@) Estimated completion date: 1958. 

(e) Financial status (September 30, 1957) : 


I a ats ote aca dace Sahay ned dimactg tse $2, 245, 000 
I a ae 2, 118, 000 
iho, 25 sn Accept ta hendaioapsh Gattioaeclihd cada dani Sk cas ae 1, 835, 000 


(f) Estimated total cost in dollars (fiscal year 1957 and prior years). 2, 235 », 000 





(g) Amount of host-country countributions (fiscal year 1957 and 
prior years) : 


TR asians iwi ind dasa kine elaine Aas ted, 9, 000 
NR Sha haa cans been balpebaeien SAGO Cee: 
TI a iocaih sii iste ts Iagebidh eis ickn spk atlas eee atta air nk 9, 000 


(ht) Justification for project: Provision of equipment and technical assistance for 
the completion and operation of facilities at the Tchitsazi cotton mill to demon- 
strate and train Iranians in modern methods of spinning, weaving, dyeing, 
and finishing of cotton-textile products in Iran. Increased production of cotton 
textiles should reduce the importation of cotton goods and increase the con- 
sumption of local cotton, as well as increase employment of local surplus labor 
and, thus, provide a substantial benefit to the economy of the country. 


Project 65-—11-009—Improvement of Karaj Agricultural College 


(a) Date project was approved: June 16, 1952. 

(b) Date project wa sactually started: June 25, 1952. 
(c) Present status: continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (September 30, 1957) : 


I en tL Ck Se eau Manian _. $560, 000 

I cies steep saad cb nec tatics lp sna enn ei cad 538, 000 

UN i a elec eld eae alga ine aio das 282, 000 

(f) Estimated total cost in dollars (fiscal year 1957 and prior years). 554, 000 
(g) Amount of host-country contribution (fiscal year 1957 and prior 

years): . 

I ise aise serps cstas nce Gael leah bb Seren tatied Salina ais bball 458, 000 

ceca cin nice cp eines tpl ccaalcNe pctec taig patella ithaca lee 211, 000 

INE Gs iidicrs Sosininscicipspcsocaida chickens tnsnegain-einiehecs ctathah ac ameisk thabtcacsimitias obinains aie lagte 669, 000 


(h) Justification for project: Modernizing the training program and expanding 
the facilities of the Karaj Agricultural College, including improvements in 
the curriculum, course content, competence of the faculty, laboratory work, 
and in the operation, maintenance, alteration, and construction of buildings 
and facilities. Increases in food production are largely dependent upon suffi- 
cient quality and quantity of university-level-trained agricultural technicians to 
develop and introduce more efficient methods of production. Karaj College is 
the only institution in the country that can produce such technicians. 


EE 
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Project 65-238-017—Completing Teheran slaughterhouse 


(a) Date project was approved: June 29, 1952. 

(b) Date project was actually started: May 9, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1961. 

(e) Financial status (Sept. 30, 1957) : 


OU RNNNE = 5 nda nti tie eae et $198, 000 

INI oi icci ico aitpinisd iv sanirsiomenalp cacao tealiiecaine sineianlenakeaiag aida 165, 000 

SERORGICONGE 5 2 ho i oe eee 48, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__._. 198, 000 
(7g) Amount of host country contribution (fiscal year 1957 and prior 

years) : 

OORMIOTOEN 5g. wieccneecdeesees ce eee ae 107, 008 

GTI arches insta ts Site cmsiinn ann a ie ere nse ee 83, 000 

TORRES 5h bee Se ee en eee 190, 008 


(h) Justification for project: Completion of the Teheran slaughterhouse to dem- 
onstrate and train Iranians in improved methods and sanitation in slaughter- 
‘house activities and in the improved use of byproducts. The meat processing 
industry in Iran is extremely medieval, very costly and wasteful, and lack of 
sanitation constitutes a serious health hazard to the entire population. 


Project 65—22-024—Improvement of post and telecommunication services 


(a) Date project was approved: June 25, 1952. 

(b) Date project was actually started : August 31, 1952. 
({c) Present status: Continuing. 

(d) Estimated completion date : 1962. 

(e) Financial status (Sept. 30, 1957) : 


CN ti ihn eh attic pile baci eglap BN aca daianieaa heat $586, 000 

CR IID. «sa -snsescbois ames taedaecaenepediameal las 505, 000 

RO isn ect is ester dace epeaieadelnaainananongecaal 451, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_. 578, 000 
(7) Amount of host country contribution (fiscal year and prior 

years) : 
CG icine cin sss isctaeinasin egtaces elllg: pastiactnoadienla ica iaae ea aaa 
IU sis sci its ay ansinn c saen oats ca aaa ta aca ae 10, 000 


(h) Justification for project: Improvement of post and telecommunication serv- 
ices through advice and guidance on the improvement and utilization of phy- 
sical facilities and equipment and the training of Iranians in the proper oper- 
ation, maintenance, and repair of equipment. Large desert distances between 
population centers and generally bad roads make satisfactory telecommunica- 
tions even more essential for stimulation of private commerce. 


Project 65-87-030—Crown lands distribution 


(a) Date project was approved : September 27, 1952. 
(b) Date project was actually started : August 7, 1954. 
(c) Present status : Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) : 


CRISS... £0 sid Ui eel $129, 000 
eee. 5 ee i ae ee edie dae 124, 000 
SEUTONNONs jit ceil ee ee 114, 000 


(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_. 129, 000 


(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
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(h) Justification for project: Assistance to the Shah’s crown lands distribution 
organization, the Development Bank, in implementing in an orderly way the 
distribution and sale to tenants of crown lands in some 2,100 villages in Iran. 
Successful distribution and operation of these crown lands will have great 
effect on the land tenure system in Iran and the Development Bank lacks 
experience in land distribution and banking. 


Project 65-13-032—Livestock improvement and management 


(a@) Date project was approved: February 12, 1953. 
(b) Date project was actually started: March 11, 1953 
(c) Present status: Continuing. 
(d@) Estimated complete date: June 30, 1962. 
(e) Financial status (Sept. 30, 1957) : 

Obligations__ 


ND ei isi contin inhi ennui ae alaslaidpshibh ch eesiovatieiniatiap taeda 334, 000 

SPE segs cs 6b otis sansa cheese mt rts ed kee es ial etait ci 393, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)____ 494, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

Nin a ts cee a 1,262, 000 

Se eee eo ae eg ee 2 eae at temnanes 239, 000 

a a a a 1, 501, 000 


(h) Justification for project: Improvement of the quality and productivity of 
Tranian livestock through improved selection, breeding, and management prac- 
tices and assistance to the veterinary college in modernizing livestock disease 
prevention and control methods. The livestock industry in Iran is the most 
important single source of agricultural income. 


Project 65-71-033—Improvement of law-enforcement services 


(a) Date project was approved: February 12, 1953. 
(bv) Date project was actually started: June 30, 1953. 
(c) Present status : Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) : 


Do iin a seer came mene SA15, 000 

ON aii tn crear nanan esi clic as ees signin eg 570, 000 

NUNN 35225 OS oe 2 Oe ake hie e takin iamece eaten 737, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years) - ._. 796, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

Cee een ee eee hk a aseetoiancaeepesneinineebeyaigaies 29, 000 

EE circ itcan ans pec aac n a heuedins eee nntentannbee 31, 000 

IG a ssscssesenocn since erceiepenn aha pallet masa tnmablibanaanaremeqiabbiiiiaansientas 5 a 


(h) Justification for project: Improvement of law-enforcement services of the 
national police administration in 147 Iranian cities in the following areas: 
(1) organization and internal administration; (2) police training; (3) police 
communications; (4) criminal investigation: (5) traffic administration: and 
(6) narcotics control and enforcement. Improvement in these areas will as- 
sist the national police in performing more effectively as one of the primary 
agencies responsible for maintenance of the internal security of Iran. 








—— 
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Project 65—24-038—Bureau of Standards 


(a) Date project was approved: Apr. 22, 1953. 

(b) Date project was actually started : Mar. 16, 1954. 
(c) Present status: Continuing. 

(d) Estimated completion date : 1960. 

(e) Financial status (Sept. 30, 1957) 


CN a i ee ae a ....--.. $397, 000 
RINT once at mera aT eee 361, 000 
Ex peneiteres. |. Se ee icine abipcigc bare the Se 138, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_.__ 392, 000 


(g) Amount of host country contribution (fiscal year 1957 and prior 
years) 


UEC NTC nis a oe ae nsec ce 1, 000 
NN asset on cc Soa kanes ote aga eecaesnn Seopa cae iene nein gn ae a 43, 000 
TOR. 5 oon nee emcee eeein Sante aile aeheiaenaeentied 44, 000 


(hk) Justification for project: Establishment of a Bureau of Standards to apply 
international standards to Iranian exports and to establish standards for 
export commodities for which no international standards are available or for 
which exports do not meet international standards. Encouragement of, and 
to, trade associations should substantially aid Iran’s private business sector. 


Project 65-—11-039—Agricultural Extension Services 


(a) Date project was approved : Feb. 22, 1953. 

(b) Date project was actually started: June 9, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) 


Coenen 2 Oi Bo a se he a ek $509, 000 

OUI RCI ss ok ed ee eee ed ee ee ee: 221, 000 

Wexpenditeree..... cs Aelia Sek eee a Se 407, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_._._ 467, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years) 

Countemeart. i... a EE ee IN 468, 000 

| | i es secauscon siti eon ade kei regs AME tcc redestealameep 510, 000 

I si sic saa ciiarineercenn einige laa eee ee ee ene ne 978, 000 


(h) Justification for project: Development of a middleman service organization 
to carry techniques for improvement in agricultural production and rural 
living from available technical services to farms and homes of the rural 
population. Increasing the income of Iranian farmers, the introduction of 
more efficient methods, and the improvement of rural life and standards is 
primarily dependent upon the efforts of the Extension Service. 


Project 65—42-041—Labor training and services 


(a) Date project was approved: Mar. 31, 1953. 

(b) Date project was actually started : June 30, 1953. 
(c) Present status : Continuing. 

(d) Estimated completion date: June 30, 1961. 

(e) Financial status (Sept. 30, 1957) : 


CG LEO icantindencihnnnnenbebikttnanidaamatblebe ReRinaintieai st $800, 000 
UIE SRT TRON a cesetiepesn seis sensmninyrgs obamnichieitemiilitee tlie eecaiaie deka ata 500, 000 
ERO B RON. | htt cindy dds bbe S 596, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)___. 789, 000 








(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 

Counterpart 

Other 


Seals satisiaietlear tasting. Pate Ste ace iti ai a ap ils eects eS 
i a a a a ee a an ee ee 286, 000 
SN diieinis assis 


Oe 


ignaehdadip hie anachamne eee aaa __ 649, 000 
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(h) Justification for project: Provision of technical assistance to the Ministry 
of Labor in primarily four areas of labor affairs: Labor training, standards, 
management relations and employment security. Improvement in the pro- 
ductivity of workers, the supply of skilled and supervisory workers, wages, 
working conditions, and the utilization of manpower will contribute to the 
raising of living standards and the general well-being of workers in Iran. 


Project 65-17-043—Range and forest management 


(a) Date project was approved: April 15, 1953. 

(b) Date project was actually started : June 9, 1953. 
(c) Present status: Continuing. 

(d@) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) 





NN i ae nanan nish nhac tcp $271, 000 

ION false aisles as ll Sein ttc dain pia gnsbiaevebiaaiealeitandimiat 181, 000 

SR a istsninesnscsnchinnciesscictaaaleridln Tevtapnahaai inch ce epicitanat ani eaviamcteelapamninn ao 227, 000 

(f) Estimate total cost in dollars: (fiscal year 1957 and prior years)_. 264, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

CO I ie rites sc timbales aeslaseiaciiias 73, 000 

itn ics cick hs hn aphasia Staaten 76, 000 

GG ects patible eelds Mecsas coda cemne 149, 000 


(h) Justification for project: Establishment of an improved watershed manage- 
ment program in the fields of forestry and range, through high-level policy 
advice to the Forestry Bongah and detailed advice and training on one forest 
management area and one major watershed involving purely rangelands. The 
conservation of the hardwood forests of the Caspian area, the control of erosion 
in the watershed areas, and the development of range forage are essential to the 
future of the country. In addition, the rate of silting in river dam basins must 
be decreased to increase the useful life of the dams. 


Project 65-78-044—Public Statistics 


(a) Date project was approved : March 14, 1953. 

(b) Date project was actually started : June 30, 1953. 
(c) Present status: Continuing. 

(d@) Estimated completion date: June 30, 1960. 

(e) Financial status (Sept. 30, 1957) 


I a ad $415, 000 
nnn aia te tenia lias aman 415, 000 
I en slash aims nigh asncieesenipr abiding tnciosceebiaecoabaion 394, 000 

(f) Estimate total cost in dollars: 
mene RUIN PS UG a cecisitererershcmetinacnesnbepepebiahnnnaies 415, 000 


(g) Amount of host country contribution: 
(Fiscal year 1957 and prior years) 


IN ced divert cians acalekaplioead liao aa teenie aaa tat aaa lala 135, 000 
NP ee cect css ca oncisceaistsceilacciinincn peel ls og Wheat te Sehr EpiaRaabace ithaca deinen Aaa’ 521, 000 
II sh csc satonins rccaciesmaiinsnse tt gave iietaxe tdanbsibiimaeet nies Sie Ree eee 656, 000 


{h) Justification for project: Technical assistance in the establishment of a 
comprehensive, modern system of public statistics for Iran, including training 
in the techniques of data collection, tabulation, and publication ; conducting the 
first nationwide census and special surveys; advising agencies of the govern- 
ment on improvement of their statistical systems; and improving the system 
for gathering vital statistics. Reliable statistics are essential to sound eco- 
nomic planning and effective administration. 
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Project 65-65-044—Educational Training 


y 
Sy (a) Date project was approved : March 30, 1953. 
)- (b) Date project was actually started : January 5, 1954. 
3, (c) Present status : Continuing. 
e (d) Estimated completion date: June 30, 1962. 
(e) Financial status (Sept. 30, 1957) : 
CU aia ccennt iain actinic a sn delina-otactneal ame ecient $2, 010, 000 
NG is i ons srcisins a adie dcosipepacmisnaibienaprmaimeasiaimentaeniadl 1, 275, 000 
i cst tense scsi etn ates senna 1, 124, 000 
(f) Estimated total cost in dollars (fiscaly 1957 and prior years)... 1, 950, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 
Caesar cctn nscn.ansn el pininsier onesie dd Aaa ae pcechcaieiataaal 1, 440, 000 
: ee ae 289, 000 
; a a ee ee ee 1, 729, 000 
= (h) Justification for project: Improvement of the national program of education 
through assistance and advisory services in the fields of teacher education, 
materials development, curriculum improvement, in-service education, and 
0 supervisory and administrative education, with special emphasis on education 
0 of Ministry of Education personnel responsible for the education needs of the 
a country. Adequate educational opportunities for all segments of the population 
0 will enable the country to derive maximum contribution from its human 
’ resources. 
y Project 65-13-060—Training and demonstration of laboratory procedures, animal 
: disease diagnostic and vaccine production 
n (a) Date project was approved: May 10, 1953. 
e (b) Date project was actually started: August 8, 1953. 
t (c) Present status: Continuing. 
(d) Estimated completion date: December 31, 1958. 
(e) Financial status (Sept. 30, 1957): 
I ia a cao id Bec enna abiding eee elle $179, 000 
SRR R NE CRON cite ceremonies Se yeicteiniehedieccatet schacnsitaadlbeheiiaielinicsagle sian 
a OR Oecd se chenrecinid epic tile Tn a ean ce eee 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 179, 000 
' (¢g) Amount of host country contribution (fiscal year 1957 and prior 
0 ; years): 
0 A Ii csissovanstecsmahcsrhiecaicni beeing ihn aaa lg 89, 000 
0 ci is i in el i ip Ga Mle al tia nila cae 
0 I isa Nt a 89, 000 
= (h) Justification for project: Assistance in development of laboratories and 
training of technicians for increased production of animal vaccine/serum and™® 
diagnostic antigen. Animal diseases indigenous to Iran cause serious losses 
0 each year and this project has expedited control measures. 
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Project 65-31-062-—Demonstration and training on the use of highway main- 
tenance equipment 


(a) Date project was approved: June 21, 1953. 

(¥) Date project was actually started: August 23, 1958. 

(c) Present status: In process of being merged with project 119. 
(d) Estimated completion date: See “ce”. 

(e) Financial status (Sept. 30, 1957) : 


SEI rae a ee a nee ee ee $1, 288, 000 
I a a a at nd cence eee 1, 216, 000 
MINI igs Secs theese neal wire tyaeetitece sore ten scien 987, 000 


(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_ 1, 288. 000 


(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 


[NINE 3 io Sh con cases eck caanansaaanseaeae 50, 000 
RN A ina sc steicaes gee ined sav ice vali das baeg aca dekcgivenmgeneaarts 26, 000 
OO a sctiss pine ie menidhed enema pergathadbay eens 454 ee 76, 000 


(hk) Justification for project: Improvement in the Iran highway system through 
demonstration and training in the use and maintenance of highway equip- 
ment, replacing manual method by mechanized. The present exceedingly bad 
road conditions and consequent high transportation costs are a great obstacle 
to Iran’s commerce and in many cases, prevent spreading of Iran’s industries 
and exploitation of natural resources. 


Project 65-81-064—Community development 


(a) Date project was approved : June 28, 1953. 

(b) Date project was actually started: June 29, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (September 30, 1957) : 


CN ee Eh ea rn ae eee er nen ppncres nia mens ange $4, 421, 000 
RN sce as eae ec era ct oerenser ea atlaDia eaten ter ios 4, 323, 000 
eareanN NN on so, SE Pe ee eee eects . en Ore 

(f) Estimate total cost in dollars (fiscal year 1957 and prior 
NN ince nn na peebes Gite aateaees ch iestascnnaeecemeecedeaeiechaeeanens a tauren casey tious oo tate set aaseceate aa 4, 421, 000 

(g) Amount of host country contribution (fiscal year 1957 and 

prior years) : 

IS psig is ce ceed cick maine yun aics ial tiataraon abba da alcaca eine 1, 703, 000 
lh artes nda ommpianiioeniiptaanihdiktomneian vaueicacuseeer cman pepe 712, 000 
I cis a a ad or aaa eam aeeaainee a aiaseueab ahianiasenie 2, 415, 000 


(h) Justification for project: Provision of assistance and advice to the Govern- 
ment of Iran for the development of a community development organization 

# based on sound principles and techniques of community development coor- 
dinated with technical services of pertinent ministries in order that self-help 
village projects may be properly promoted and supported. The development 
of processes by which villagers can achieve a realization of their community 
responsibilities and can demonstrate the results of their cooperative maximum 
effort is a prerequisite to their material advancement. 
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Project 65-14-67—Agricultural engineering 


(a) Date project was approved: June 12, 1953. 

(b) Date project was actually started: July 15, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date : June 30, 1962, 

(e) Financial status (Sept. 30, 1957) : 





Ra ras insasncinaKasdecivao'cs\asa ca tamictniad Se Sp aera eevetiniietionagmaice __.... $557, 000 

EI 5 aac oaa teins son cgtaescecs a cteroe cheers 437, 000 

pats ae ee ane aie ar NN IES or he Lt 8 266, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years_.__ 557, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

UIT TINE circ scr cnet in rn dcchpcanchcgcmbpigpeicg, aoatoo lniain ace ace 395, 000 

I ci cinspicsitsdnmainenneacibdsssabbsadomaiimenadaa ann 185, 000 

TN cssvcicocndochsatepatosase octane A otnalinaa arccipadet manele 580, 000 


(h) Justification for project: Establishment of a modern organization to imple- 
ment a feasible program of farm mechanization and irrigation, specifically as- 
sisting and training in the development of two demonstration farms, a super- 
visory farm irrigation and drainage service, and a detailed development of 
farm machinery use, maintenance, and storage program. Centuries old tech- 
niques and equipment are used by the majority of Iranian farmers. Appro- 
priate modern techniques and farm machinery must be introduced to provide 
for needed production of food and fiber to support the Iranian people. 


Project 65—92-070—Radio production training 


(a) Date project was approved: September 9, 1953. 

(b) Date project was actually started: October 27, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1960. 

(e) Financial status (Sept. 30, 1957) : 





CO ies ices BO Saag cleans asneeseil eon ai ebaiehaie se $196, 000 
SUNN ns ae esis once on servo ne er cer ncemastiainatgumecisabe gear eecieree ahead 176, 000 
MORTON si Bs heh tn ig ale en anges ahah aed atae 141, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__. 193, 000 
(g) Amount of host country constribution (fiscal year and prior years) : 
Seen GNG <2 en ee ee so seeaie Be Tee 191, 000 
a ae a ee 13, 000 
I :<-nsacir nicze ssi cetsraibcaeonsce ec elalaneoiesaatastnetnaat agement ameioee ee ae 204, 000 


(h) Justification for project : Assistance to increase present broadcasting facilities 
and to train Iranians in overall station administration and management and 
in programing skills in recognition of the importance of radio facilities as 
a means of effectively reaching large and illiterate masses of people with 
programs designed to develop skills and understanding as well as to gain 
widespread support for the Government. 
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Project 65-54-072—Training and demonstration in public health 


(a) Date project was approved: November 4, 1953. 

(b) Date project was actually started: January 26, 1954. 

(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957): 
Obligations__- Sey Reed. ca erate ante eetaicn ts paeiep omen madeaaaiic aden teal $1, 486, 000 
SeUEeNIN ND on es on oS ean ne ese ee 769, 000 
Expenditures___ sce ciple Yeas css a hare paca ae ca ag tara se 1, 173, 000 

(f) Estimate total cost in dollars: (fiscal year 1957 and prior 


years) ___- Belt tld ty OR Be eee eb teenie te ed ee 1, 428, 000 
(g) Amount of host country contribution: (fiscal year 1957 and 
prior years) : 
ere on dan a enact a tekeaaie pie eee 2, 009, 000 
a a a at ace ee een oe ans inte aoe 1, 302, 000 
Dobe ei 3 bos bt ue os Jat ik Sots ee a 8, 311, 000 


(h) Justification for project: Demonstration and training, with particular 
emphasis on rural areas, in the fields of sanitary engineering, public health 
nursing, public health administration, public health education, trachoma re- 
search, health center construction and operation, public health laboratory 
service, etc. This project has become the vehicle through which overall 
across-the-board advisory service is given by the American Public Health 
Division to the General Department of Public Health. This project created the 
public health agency in Iran which is providing a more vigorous and healthy 
population necessary for economic development; and in addition, by re- 
ducing suffering from preventable diseases, it tends to deny to use of an 
exploitable situation. 


Project 65-—15-075—Crop production and plant pest control 


(a) Date project was approved: December 2, 1953. 

(b) Date project was actually started: February 6, 1954. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) : 


a ees tinned Details $547, 000 

STON a os <a nstaex oxechnerncincias anita onapesdasiigee sa nearer cada tou dliaamen oa 581, 000 

a lc ina 406, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 538, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

MINIONS nh Ae i a oe a ¥. 892, 000 

ROR Oba. 28 seu FU i i et Pl Bhs seit Le 111, 000 

Tetalsi. Mil ails dais SEs ibd OE EO Ok Oodle oie 1, 003, 000 


(hk) Justification for project: Improvement of crop and horticultural production 
through assistance in administrative and research methods and the introduc- 
tion, selection, and development of horticultural varieties and more efficient 
and adapted strains and varieties of vegetables. Also, as formerly conducted 
under project 003, improvement in methods of insect pest and disease control. 
Technical services and commodities for this project are not available in Iran 
and are needed to assist increased agricultural production. 
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Project 65-92-076—Audiovisual training 


(a) Date project was approved: November 11, 1953. 

(b) Date project was actually started: December 15, 1953. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1959. 

(e) Financial status (Sept. 30, 1957) : 


OUliga Meee .ansis Aad ate sat dai 3d $930, 000 
Subouligations ......ctd: bess Ge eee <. oon oe cn 824, 000 
OI aii chia asia wcrc tne sacl a cea daa ses 424, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)___ 930, 006 





(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 








COG in resistence creo eee 97, 000 
OBOE visrsini cs cntctarcss sm ii Ries bi in nis a ase ini a Bh 276, 000 
DOC itaciatie csirereretenacnini cease ce bam eee pl 373, 000 


(w~) Justification for project: Assistance in the production and utilization of 
audiovisual materials, including motion pictures and film strips, suited to the 
needs and conditions of the country as the most effective means of demon- 
strating and communicating the large number of technical skills which are nec- 
essary to increasing economic productivity and the standard of living. 


Project 65-73-078—Position classification survey 


(a) Date project was approved: January 6, 1954. 

(b) Date project was actually started : March 27, 1954. 
(c) Present status: Continuing. 

(d) Estimated completion date: March 20, 1958. 

(e) Financial status (Sept. 30, 1957) : 





CR ao as inns el in creep Nc Rigi din atid tala Aeangeinie bigtiaaian $40, 000 

SOUR CI a cs we sinh SS acre ashe pmo ea A Ratatat le ead 2, 000 

Birpenaituinee. nh ei endings deetnen 27, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)... 37, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years) : 

COUT ORT EG ici acs tncnce SRE wenn ch hee ge hteles yd egeetialadalestccaninalate 62, 000 

OE os Binning Ses hctengnis eg ith sxedabllgnthek hiietns cians dea leh 61, 000 

| ey es eS ee WR 123, 000 


(h) Justification for project : Technical assistance in conducting a comprehensive 
survey of positions in the Government of Iran as a basis for preparing a job 
classification and compensation plan. A system of identifying and grading 
similar positions and adjusting salaries is indispensable to the development of a 
modern personnel program for the Iranian Government. 


Project 65-27-079—Providing for professional services 


(a) Date project was approved: January 27, 1954. 

(b) Date project was actually started : September 13, 1954. 
(c) Present status: Continuing. 

(d) Estimated completion date: 1962. 

(e) Financial status (Sept. 30, 1957) : 


CO ar shits Sicinisticnt tbeeh dunn ictildteipainanicesnankmeibtgiieia $868, 000 
TN a i a it cece en sis cn. here Rica ccghtelnahts a gipmtdeniag ie 868, 000 
REDO CNION .. 6 oi nee nkncninosad SE bee es 420, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)___. 868, 000 
(g) Amount of host country contribution: (fiscal year 1957 and prior 
years) : 
COUR GRIIIG oie dente stn ents santilndiiatitins Ladi ebika 22, 000 
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(hk) Justification for project: Provision of professional advice on the reorgani- 
zation and rehabilitation of plan organization companies, the expansion of 
present industries and development of new industries, and the bringing of 
foreign investment, particularly United States, to Iran with emphasis on 
management aid to USOM/Iran-financed and Government-operated companies 
prior to offering them for sale to private enterprise. 


Project 65-23-080—Improvement of Shirgah wood treatment plant and 
processing of railroad ties 


(a) Date project was approved: January 20, 1954. 

(b) Date project was actually started: April 22, 1954. 

(c) Present status: In process of being merged with project 119. 
(d) Estimated completion date: See “c.” 

(e) Financial status (Sept. 30, 1957) : 


NN a a ee acne ii $187, 000 
I a la tec 186, 000 
act a ea ed haa cae RES, 150, 000 


(f) Estimate total cost in dollars (fiscal year 1957 and prior years) -. 187, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
ORIN 6 oo cite 3 cpcbiset mek aici peetieeabiinlie vies 2, 000 
I Ba th nck cehci mabibis akiepie tds Sstneb bss id mx doles cietbdds eee etdck lasek ted 


(kh) Justification for project: Assistance in the installation of modern logging 
equipment and wood treatment facilities and the training of Iranians in the 
operation thereof to facilitate production of sufficient quantity of good quality 
railroad ties for Iranian state railways, by the least wasteful methods. 


Project 65-25-082—-Lumbering operation in the Caspian 


(a) Date project was approved: January 27, 1954. 
(b) Date project was actually started : June 3, 1954. 
(c) Present status: Continuing. 

(d) Estimated completion date : 1959. 

(e) Financial status (Sept. 30, 1957) : 


a ale oe a le ins cc resem palen mince ides ce PoeagAaad $398, 000 
ee TIL EE TI AREAS iio salsa leds oeaaracieue ajar. 392, 000 
I a la lan 388, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years) __ 398, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
RENIN Ga sooc. = ego er ee eo ae ee es 9, 000 
GUNGE clientes nt-oscsieins-iselsieelanedasusabuciiaas. 80, 000 
WON acide -~ciasasend .belsncoliodinsnia Jabb.cielu 89, 000 


(hk) Justification for project: Provision of modern equipment and technical 
assistance to demonstrate modern lumbering methods including drying facil- 
ities, to provide improved quality of wood products, particularly railway ties 
and boxes for export products, in connection wtih a forestry management proj- 
ect to preserve Iran’s limited timber resources. 


Project 65—23-088—Automatic bottle making 


(a) Date project was approved: Mar. 31, 1954. 

(b) Date project was actually started: Mar. 7, 1955. 

(c) Present status: In process of being merged with project 118. 
(d) Estimated completion date: See (c). 

(e) Financial status (Sept. 30, 1957) : 


AMPS SBE I Pe al ie 2 i ae RR Bad $240, 000 
a NRE SERS pel Fee RE 2 Ee EE ae 185, 000 
II as cic a cai a ag ca ie kal eee a ee 236, 000 
(f) Estimate total cost in dollars (fiseal year 1957 and prior years) — 237, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 
aI uacicn kind kr ds seb ea cares aaa pin che caren aaa sina atl 
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(h) Justification for project: Assistance in the completion of bottle making plant 
to meet the requirements of a modern pasteurizing plant and dairy and with 
the extra capacity to meet other bottling requirements of the country. Glass 
bottles will improve the sanitation of milk and other liquid distribution systems. 


Project 65—77-088—Institute for administrative affairs 


(a) Date project was approved : June 30, 1954. 

(b) Date project was actually started : June 30, 1954. 
(c) Present status : Continuing. 

(d) Estimated completion date : Sept. 12, 1959. 

(e) Financial status (Sept. 30, 1957) : 


CO os oo cceneetaabpien denen $1, 170, 000 
SoU oss oe a eee eee 1, 170, 000 
RE ORS 5s on eee eee 590, 000 


(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_- 1,170,000 
(g) Amount of host country contribution (fiscal year 1957 and 
prior years) : 


Counterparts. 2u1 lsu RA RM re ED et A A 179, 000 
OUNeRsc 2 etc ee eee aera 132, 000 
POW hk atesecnnceacdceniins Tee 311, 000 


(h) Justification for project: Assistance in the establishment of an institute for 
administrative affairs within the faculty of law at the University of Teheran 
to provide within Oran academic training in fiscal management, personnel man- 
agement, organizational analysis, and other phases of public and business 
administration. Heretofore, such training could be obtained by Iranians only 
by leaving the country for training in foreign universities. This training will 


contribute materially to strengthening administrative competence and integrity 
among Government officials. 


Project 65-09-089—Support of operations of Iran-American Joint Fund for 
Technical and Economic Development 


(a) Date project was approved: June 16, 1954. 

(b) Date project was actually started : June 26, 1954. 
(c) Present status : Continuing. 

(d) Estimated completion date: June 30, 1958. 

(e) Financial status (Sept. 30, 1957) : 


CGE SIGN us nn te lL eek 2 Gee eee 

Subobligations_______________ Seb dhe d LODE 2, 365, 000 

Expenditures__________ seiko lene See ee Bee 1, 897, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 2, 651, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years): 

Counterpart___ pica tictal 6 aiscbe en acbidinanassenigele ene nenee shoe cai as: 7, 815, 000 

Other__- ns es sein lesan aati eat enced 862, 000 

TOTO). a... to Steal Sarid eee i 8, 677, 000 


(h) Justification for project: Support of operations of the Iran-American Joint 
Fund for Technical and Economic Development, an organization for receiving 
United States and GOI contributions and disbursing them through special 
activity accounts for program execution. This organization also provides 
administrative support for all projects. This permits USOM/Iran to be re- 
leived of administrative matters in support of all joint Iran-American technical 
projects. 
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Project 65-91-090—Improvement of banking operations 


(a) Date project was approved : Mar. 10, 1956. 

(b) Date project was actually started: July 1, 1957. 
(c) Present status : Continuing. 

(d) Estimated completion date: Jan. 1, 1959. 

(e) Financial status — 30, 1957) : 


ia $71, 000 

ITN as 71, 000 

UNCON oi es cca ie a pared emer e > erie aeee 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_._.__ 71, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years) : 
C atl Sd a a esse ap Sereocar atnn aio ctanesoncCoc aka OAideaaos ailidae 30, 000 
Other_ a or ae. Soe 


(h) Justification for project: Technical assistance to introduce modern methods 
of bank operation and management, to advise on the development of sound 
credit and loan policies, and to assist generally in the development of industrial 
development and credit policies and proposals. The project is designed to 
result in a better distribution of deposits and more equal access to credit 
facilities under more convenient conditions and probably at lower costs as a 

needed stimulation of free enterprise. 








Project 65-53-091—-Shiras Medical Center 






Date project was approved: January 17, 1956. 
(b) Date project was actually started: May 17, 1955. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

‘e) Financial status (Sept. 30, 1957) : 


Ee ae AMOR Meee i Pe eres ae ances 
NN OT EET. Pe NC A A ERE TE 279, 000 
Nee ee ee eee on aan eet enciinmeeeuncrestes 130, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 314, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 
I Ged nh ha cerns Srp in enso nn ascites arin ne gia Sele ven en pilienitca cigs rene La a 


a ws pe la a cal ee Reale a _— 


(it) Justification for project: Provision of American medical personnel to 
help staff the Shiras Medical Center, a nonprofit organization owned and op- 
erated by the Iran Foundation. In exchange, the Center makes its personnel 
and facilities available for the training of Iranian medical, public health, nurs- 
ing and related personnel. Experience in Iran has shown that lasting im- 
provement of health depends upon improvement and expansion of medical and 
allied professional education for which this institution is a demonstration train- 
ing center. 











Project 65-23-092—Food processing services 

















(a) Date project was approved : December 22, 1954. 
(b) Date project was actually started: February 31, 1953. 

(c) Present status : In process of being merged with project 118. 
(d) Estimated completion date: See (c). 

(c) Financial status (Sept. 30, 1957) : 


NNN i ictntenh Ah cnn bne iste aise Kee tab sabes $1, 068, 000 
II er icirenn seppenS hE T= wn Sah tipple yale ch ds ai pie ew ahd Hhndnk pats 989, 000 
I itmeenireicti gee dey tration pH aan ES esr keeee 581, 000 





Estimate total cost in dollars (fiscal year 1957 and prior years)_ 1, 064, 000 


Amount of host country contribution (fiscal year 1957 and prior 
years) : ES 
5 ci ris rain mit as ace inin am baie ndareaes aesanin Sippsaiahis at 51, 000 
a al aE a eee cil Saige i mapealintin Ate ES engined ceaigipencesi nigh mniapiotelati te 158, 000 
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(h) Justification for project: Assistance to the food processing industry of Iran, 
including a laboratory to develop processing methods most suitable for Iran’s 
agricultural products and demonstration factories to produce wholesome food 
products under sanitary conditions. Project assists the development of out- 
let for agricultural commodities and more equitable distribution of nutritious 
food, contributing to the health and welfare of the people. 


Project 65-13-1065 





Reclamation and Irrigation Development 


(a) Date project was approved : June 24, 1956. 

(b) Date project was actually started: April 28, 1956. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1962. 

(e) Financial status (Sept. 30, 1957) : 


a sles aac es aig dete be amid aadeaeen $170, 000 
Oana sieimisestabeichstnlneeaanendlccaacaetaackg wiadneaieaastoia aimahaniedam ead 5, 000 
MINI ci cinnamon 121, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_-. 159, 000 
———_— 

(g) Amount of host country contribution: 

(fiscal year 1957 and prior years) : 

CIN ois cnc cc eerie tes capone cai melee a neaaeie cig eoiee aie is 3, 000 
PIII ce erercontogtn nso eseeeeprels in ceenincas oa-es ince enp ng bao ates cela ae oni dolce 72, 000 
TEFEN «ce snesa corneouscaneheee tiapeis daseataean: sine corona een amenamnenaata aan eae 75, 000 


(h) Justification for project: Development through training and assistance of an 
organization capable of meeting the resource management and development 
responsibilities of the Irrigation Bongah of the Ministry of Agriculture, through 
high-level advisory services than through supervisory means. Specifically, ad- 
vise in the area of irrigation and drainage project planning on improved meth- 
ods of land classification and stream gaging and hydrology. Proper develop- 
ment of water resources in Iran is basic to a permanent and sound agricultural 
program. 


Project 65-—23-109—Industrial Mining and Geological Development Center 


(a) Date project was approved : June 24, 1956. 

(b) Date project was actually started : April 10, 1956. 
(c) Present status : Continuing. 

(d) Estimated completion date : 1962. 

(e) Financial status (Sept. 30, 1957) : 


CORNER ci isan ieee tn ts colastlbcciai acini oveatdaa oe $521, 000 
SOC i i i aie een otic cab abled ama oddevids aha 313, 000 
iin i bn Hindhead makes 67, 000 
(f) Estimate total cost in dollars: (fiscal year 1957 and prior years)__. 514, 000 


(g) Amount of host country contribution : 
C eee RR ne SN ne A ER Sg es ee 
A haa okt adige evens warscenuca tees 2 Leesan Soe anes orate tana ate teed 176, 000 


(h) Justification for project: Assistance with the establishment of development 
center to assist private industry to achieve a higher level of industrial produc- 
tion and employment, and to encourage investment of private capital. This is 
the only agency in Iran providing such services to private facilities either in 
operating or planning stages. 


24700—58—pt. 1—-—82 
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Project 65—79-—110—Government of Iran Public Administration 
(a) Date project was approved: April 26, 1956. 
(b) Date project was actually started : April 28, 1956. 
(c) Present status : Continuing. 
(ad) Estimated completion date: June 30, 1962. 
(e) Financial status (Sept. 30, 1957) : 


RAE: ates hapeetieel« dniatn ost enganMecnlbdnctebaninlechbpebiciiks $844, 000 
UO 5 ila i a la ata i os a massac aiadian 30, 000 
POR oii isc cersttiee see bbl led 721, 000 


(f) Estimate total cost in dollars: (fiscal year 1957 and prior years)__ 747, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 


years) : 
TUNG oo ee eee emcee hee Be, ely 104, 000 
I ait esses Savi each lie htciade alles dict cae sscc GS Da 10, 000 


114, 000 


(h) Justification for project: Assistance to the Government of Iran in improv- 
ing its internal organization and management, fiscal and personnel manage- 
ment, and tax administration through providing a consultant to assist the 
permanent Under Secretaries for Administration in each Ministry, public 
finance advisers to the Ministry of Finance, and Organization and Methods 
Advisers to assist Ministries in developing procedure systems. Through such 
assistance it is intended to clarify Ministry responsibilities, stabilize organi- 
zations, increase revenues, and provide for continuing analysis of the effective- 
ness of systems and organizations. 


Project 65—79-113—Study of municipal management 


(a@) Date project was approved: April 23, 1956. 

(b) Date project was actually started: April 28, 1956. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1961. 

(e) Financial status (Sept. 30, 1957) : 


RRS coi Di at sol ice h el el $98, 000 
Neen ec ee ce ee 
Pe a 5c Sst sate eee pete alm mateo pad sage endl ter tr foes genera 69, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)____ 91, 000 


(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 





PON ie ole Ree atta A oe es ceatagh aero 20, 000 
Re. Aes See cece enes tiene eee ees 7, 000 
27, 000 


(h) Justification for project: Technical assistance for the improvement of mu- 
nicipal management in 254 cities in Iran, primarily through the organization 
of an Iran Municipal Association serving as a vehicle for supplying informa- 
tion, education, and advisory services to all municipalities; through the de- 
velopment of a model or pilot city administration for demonstration and train- 
ing; and advisory service and training on the improvement of fire prevention 
and control techniques. Recent legislation and proposed changes in govern- 
ment policies involve increasing municipal responsibility for management of 
its own affairs and facilities. The need for better organization, systems, and 
training at the municipal level is critical. 
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Project 65-66-115—Improving teacher education 


(a) Date project was approved: March 31, 1956. 

(b) Date project was actually started: April 10, 1956. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1959. 

(e) Financial status (Sept. 30, 1957) : 


RIGA ONG st acon ci aden as rts. bee cas it $243, 000 

Se ees cons oo on etacing os oia ae ice inedia cd iid tas sa 223, 000 

SNR sid ap Sn Sere sae a eh etn i anaes aieatehe ge 2, 000 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years) —_ 243, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years) : 

CUNO P OT Go ia oe eee Se ae ee ee 132, 000 

MCU actos aatigtacatetai ans nr is sla a als aa ee en 20, 000 

TCI i i ns aki sone ned ee ces 152, 000 


(h) Justification for project: Technical assistance to improve the organization, 
administration and curriculum of the National Teachers’ College of the Uni- 
versity of Tehran to meet more effectively its responsibilities for providing 
trained education technicians, education research materials, new methods of 
instruction and educational leadership for the education program of Iran. 


Project 65—74-116—Technical assistance to the Plan Organization 


(a) Date project was approved: June 7, 1956 

(b) Date project was actually started : July 1, 1956. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 30, 1959. 

(ec) Financial status (Sept. 30, 1957) : 


RN ONS Sid tires As tarts nh chalcone Mien perborate Me nd Ss nace 550, 000 

INIT NII ic asa illite ania eb etd aamaS 556, 000 

BeOS OUR sn a ccs an ori ar en tec oben eae ne at este eetnasieeaian 9, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_. 550,000 
(g) Amount of host country contribution (fiscal year 1957 and prior 

years) : 
CO TROU CIR os sii eed SLE eee ounase eae 97, 000 
I renin nts tsi ns Des eat en tae aaa ms caliente ‘ex liaknnmatel 


(h) Justification for project: Assistance to the 7-year plan organization in (1) 
improving its organizational structure and internal management; and (2) con- 
ducting a comprehensive survey of the manpower and training needs of Iran 
which are directly related to its development program. Improved manage- 
ment within the plan organization is indispensable to achieving the most 
effective distribution and use of oil revenues allocated for development proj- 
ects. The rate of development is to a large extent governed by the avail- 
ability of properly trained personnel. 


Project 65-29-118—Capital Industrial Projects Technical Assistance 


(a) Date project was approved : February 15, 1957. 
(b) Date project was actually started: July 21, 1956. 
(c) Present status : Continuing. 

(d) Estimated completion date : 1960, 

(e) Financial status (Sept. 30, 1957) 


TI ii Soci icici ce andere ncaa Sat dashes aed $63, 000 
TIE NII i cates dct log tent cascode ebeeba rt SOO: CUES 0 
MEPORGIUTCR. 2. on nnn ck bid uatlanin we deticaua adabanee 46, 000 
(f) Estimate total cost in dollars (fiseal year 1957 and prior years)____ 56, 000 


(g) Amount of host country contribution (fiscal year 1957 and 
prior years) : 
NINE II ie saresce tees haseresny chbinin celckea ee ahead aan eae ee 0 
Other 
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(h) Justification for project: Provision of technical assistance through periodical 
inspections of completed plants financed in whole or in part by joint Iran. 
American funds to observe their operation and maintenance practices and 
quality and quantity of production, in order to establish improvement programs 
to the end that projects will be able to meet their commitments on repayment 
of funds. These plants represent important segments of the Iranian economy 
and were intially developed or assisted to supply urgently needed products 
and thus, their increased efficiency and productiveness is a material benefit 
to the country. 


Project 65-39-119—Transportation Facilities 


(a) Date project was approved: April 29, 1957. 

(b) Date project was actually started: July 31, 1956. 
(c) Present status : Continuing. 

(d) Estimated completion date: 1962. 

(e) Financial status (Sept. 30, 1957) : 


Ir i eT ey 
ne re are aoe hah i cehescig acaba oh mA 0 
Papewencares— 2 endo nannies seen eateries Nace 81, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)... 97,000 


(g) Amount of host country contribution (fiscal year 1957 and 
prior years) : 
Rr a a a 


I a ee ge da cog tale ptosis rk me sic Svcs segue aan ccroiiecaibontas 15, 000 


(h) Justification for project: Assistance and training through a combination 
of former transportation projects to assist Iranian Government in coordination 
and establishment of an overall transportation program, including highways, 
ports, railroads, and related activity. 


Project 65-11—121—Support of USAC-ICA Contract 


(a) Date project was approved: October 17, 1956. 

(b) Date project was actually started: January 5, 1957. 

(c) Present status: Continuing. 

(ad) Estimated completion date: June 30, 1958. 

(e) Financial status (September 30, 1957) : 
Obligations 
Subobligations 


iia aN ce ca I ia 275, 000 
I en ee ee 90, 000 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_. 275, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
NN ON sana oe easicgeipe ate scenic sth nda pe eee piomges ia gti te —sithine ~ milan 
Other 


(h) Justification for project: Provides funds for the mai of the USAC-ICA 
contract until the proposed third-party contracts are signed, making USAC 
contract advisors available to Karaj College and the agricultural engineering 
program of the Ministry of Agriculture, without interruption. 


Project 65-—31-124—Highway equipment maintenance and repair shops 


{a) Date project was approved: June 26, 1957. 

(6) Date project was actually started: September 26, 1957 
(c) Present status: Continuing. 

{d) Estimated completion date: February 1959. 

{e) Financial Status (September 30, 1957) 


Ct edited ll b wees oi ee $1, 060, 000 
PUI EIOINE 5. Seta Seubin Shee ee eed 926, 000 
NR sai tn se ences 


(f) Estimate total cost in dollars (fiscal year 1957 and } prior years) - 1, 060, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
Counterpart 
Other 
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(h) Justification for project: Construction and purchase of repair shop facili- 
ties and shop tools and equipment to make possible adequate servicing of high- 
way equipment to improve the effectiveness and to speed up the overall high- 
way and road rehabilitation program in Iran. 


Project 65-69-—126—Demonstration vocational education facilities 


(a) Date project was approved : June 26, 1957. 

(b) Date project was actually started: Sept. 26, 1957. 
(c) Present status: Continuing. 

(d) Estimated completion date: September 1959. 

(e) Financial status (Sept. 30, 1957) : 


uN et Sc. aces che cabanas naaateeeiaenel $1, 550, 000 
rn i ae 369, 000 
DI hie seccscas tp on decassgn salad encicageenncteatin eee eencbeiteigeiciiatniaicilee ee Oh ea paibabenien 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years). 1, 550, 000 


(g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 


I I a ns corel no ciernsenca anrbinio nin va easing tiring oii mg aioe eae glial 250, 000 
I ke acute koh Scientist bec aeicnted cmihei& ere ee eae 2,118, 658 
2, 368, 658 


(h) Justification for project: Establishment of demonstration centers for voca- 
tional agricultural and industrial education to assist the supply of skilled work- 
ers and teachers for the modernization of agriculture and industry in Iran. 


Project 65-37-127—Communication and workshop equipment for airport facilities 


(a) Date project was approved: June 26, 1957. 

(b) Date project was actually started: Sept. 29, 1957. 
(c) Present status: Continuing. 

(d) Estimated completion date: June 1959. 

(e) Finaneial status (Sept. 30, 1957) : 


OR SASNOR sc wcntiendenenscccdtstusndeenscsccndcesm tS $418, 000 
Subetiinetiowe 5 cc cncacencsicacd cteistincncsssiesescndeste 418, 000 
BE OTE LUNG Cais cw cers deci apin ats ect ets ain bp aensnpedes 

(f) Estimate total cost in dollars (fiscal year 1957 and prior years)_.__ 418, 000 


(g) Amount of host country contribution (fiscal years 1957 and prior 
years) : 


CG icin eiicaii ini itis eects Nee Bae Se ae I 105, 263 


(h) Justification for project: Provision of communication and workshop equip- 
ment to make possible more efficient maintenance and installation of equipment 
by the Department of Civil Aviation in the establishment of an adequate net- 
work of civil airways. 


Project 65-34-128—Development of Lake Rezaieh Navigation 


(a) Date project was approved : June 26, 1957. 

(b) Date project was actually started: September 19, 1957. 
(c) Present status: Continuing. 

(d) Estimated completion date: February 1960. 

(e) Financial status (Sept. 30, 1957) : 


I sha ark hee ee ee atc ceomlintn tenet saeae $1, 280, 000 
a aaa eh es incense ci nis besa creer nocia eavtiooror 160, 000 
RC ERP oi ign ci eriongd trath ehnnia She elo ees ay fa en 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 1, 280, 000 


(9g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 


aOR ih iis oi tae ea eines a bans 263, 158 


(h) Justification for project: Development of marine transportation and port 
facilities at Lake Rezaieh in northwestern Iran, including a railway spur to 
the main line between Tabriz and Tehran, to improve urgently needed trans- 
portation facilities between the various agricultural and industrial areas ip 
the Azerbaijan Provinces. 
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Project 65-22-129—Trans-Iran telecommunications link 


(a) Date project was approved: June 26, 1957. 
(b) Date project was actually started: 
(c) Present status: Continuing. 
(d@) Estimated completion date: July 1959. 
(e) Financial status (Sept. 30, 1957) : 
CNN i ince dda CS BOGE eee $884, 000 
Subobligations 
ee OI vie eis isdn ccd nnnncdae ie eit Ss < 
(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__ 884, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years) : 


(h) Justification for project: Construction of a single pair of open wire lines 
from Tehran to the Pakistan border as a segment of an overall communica- 
tion system to provide continuous and reliable communications within and 
across Iran. 


Project 65-17—130—Contributing to the completion of forest survey in Iran 


(a) Date project was approved : June 26, 1957. 

(b) Date project was actually started: 

(c) Present status: Continuing. 

(d) Estimated completion date: Jan. 1960. 

(e) Financial status (Sept. 30, 1§ emer; 
Obligations__________ er chee oars ehahaeleaceee A eaacsaeaees sneneoai $151, 000 
ROnUOROONM eS Ot ad do ey Pe ks 
RED a te ee ete el te ees: Sei os 


(f) Estimate total cost in dollars (fiscal year 1957 and prior years)__. 151, 000 
(g) Amount of host country contribution (fiscal year 1957 and prior 
years): 
I ce ie tia stinenbe 
Ne essa pean aay eabdaiebdae 178, 408 


(h) Justification for project: The carrying out of a scientific inventory of the 
timber resources of the Caspian Forest of Iran, essential to the proper de- 
velopment and long-term management of this enormous yet inadequately 
utilized source of wealth of Iran. 


Appenpix VII-B 


Report oF CLARK S. Grecory, DrrEctor, UNITED STATES OPERATIONS MISSION, 
TEHRAN, IRAN 


Additional Data Prepared to Answer Questions Raised by Hardy Subcommittee 
During Visit to Teheran 


(The exhibits referred to in the body of this report are primarily statistical 
in nature and are quite bulky. Consequently they have not been included, but 
have been retained in the subcommittee files. ) 


1. IMPROVEMENTS 


Fiscal year 1956 was a year of major redirection in the mutual security pro- 
gram in Iran and fiscal year 1957 and fiscal year 1958 years of retrenchment and 
consolidation of these new directions of activity. In these years most of the 
major capital investment projects undertaken with United States funds were 
completed or turned over to others, and almost no additional funds were made 
available for these projects after fiscal year 1957. Budgetary support was 
brought to an end in fiscal year 1957 after 4 years in which the United States had 
programed many tens of millions of dollars for rial generation to meet normal 
budget needs of the Government. The practice of actual direction and operation 
of economic development programs in Iran by the United States Operations Mis- 
sion was halted and the role of the mission and its personnel converted into that 
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of advisory to the several levels of government and of “pure” technical assist- 
ance to the Iranians responsible for planning and implementing Iranian develop- 
ment programs. Mission officers left mission buildings for desks in the offices of 
their counterparts in the ministries. Provincial directors became coordinators 
of point 4 personnel in their areas and senior advisers to officials in their ostans. 
An important share of financing of the technical assistance program was placed 
upon and accepted by the Iranian Government. Millions of dollars of equipment 
title to which had been vested in the mission and which had been warehoused and 
directly controlled by the mission was turned over to the Iranian Government. 

As oil income began flowing to the Government of Iran in early calendar year 
1956, assistance to Iran was reduced. A chart depicting the responsiveness of 
the mission to the changing economic status of Iran appears as exhibit H. 

To the extent possible, the mission has avoided the transfer of aid to the 
Government of Iran by check. Revised procurement procedures especially 
adapted to Iranian import practices have been developed for the express purpose 
of avoiding the necessity for further cash transfers. Capital improvement proj- 
ects have been held to a minimum and emphasis has been given to technical 
assistance programs and agriculture, health, education, and public administra- 
tion. The fiscal year 1958 program consists of $5 million for technical assistance 
and $15 million for military construction. Budgetary assistance has been 
discontinued. 

Integration has proceeded through its three phases: (1) Fiscal integration, (2) 
physical integration, and (3) property integration. To the extent practicable, 
United States technicians are now officed in Government of Iran ministries and 
agencies. Local currency costs are defrayed through special activity accounts 
financed in this fiscal year one-half from counterpart funds and one-half 
from Government of Iran contributed funds, It is expected that in the ensuing 
year the Government of Iran will defray 80 percent of local currency project 
costs. As a result of assuming full operational responsibility the Government 
of Iran now includes the technical assistance programs sponsored by USOM 
in its long-range planning. In accomplishing these improvements the mission 
has taken the following actions: 


A. Financial 

(1) Establishment of special activities accounts.—On March 20, 1956, a sys- 
tem of special activities accounts was established as part of the process of 
shifting the entire operating and financing responsibilities for projects, started 
largely by USOM/Iran, from USOM/Iran to the ministries of the Government 
of Iran. Contributions of counterpart funds and GOI budgeted funds for 
projects on the basis of approved project budgets flow through these accounts. 
These accounts are maintained by the Treasurer-General, Ministry of Finance 
and the various ministries concerned under regulations, procedures, and con- 
trols approved by the joint commission. The budgetary process relating to these 
accounts was described under “Deposit and Use of Local Currency” in the 
“Reply to Questionnaire of Subcommittee of Government Operations Com- 
mittee.” These accounts are subject to post audit by the controller, master joint 
fund, and to test audits by the Audit Branch, Office of the Controller, USOM/I. 

(2) Arrival accounting.—A system of arrival accounting was established dur- 
ing the last year as a result of which detailed information was and is currently 
being assembled on both project and nonproject ICA-financed commodity ar- 
rivals at Iranian ports of entry. On the basis of this information, auditors of 
USOM/tIran periodically visit the ports, examine customs records, and prepare 
a detailed listing of commodity arrivals which have been in the ports for 6 
months or more. The project commodities shown on these listings are called to 
the attention of the chiefs of the technical divisions, USOM/Iran concerned with 
a request that they make every effort to have the ministries concerned clear 
the items through customs and to utilize them promptly for the purpose for 
which they were procured. The nonproject commodities shown on these listings 
are called to the attention of Bank Melli Iran which is the agency of the Gov- 
ernment of Iran responsible for administration of the PA program, with a re- 
quest that the importers be instructed to clear the items through customs 
and pointing out that failure to take such action may result in requests for re- 
funds. This procedure has been very successful. For further details, see re- 
oe 1 Excessive Storage of Nonproject Commodities, submitted herewith 

em 4). 

(3) End Use Observations.—Observations of the end use of both project and 
nonproject commodities have been greatly accelerated during the past year. Un- 
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satisfactory conditions are immediately brought to the attention of USOM/Iran 
and GOI officials with a request that prompt action be taken to correct such 
conditions. 

(4) Self-audit activities—The Audit Branch, Office of the Controller, USOM/ 
Iran, has authority to examine, audit or evaluate every phase of mission opera- 
tions either administrative or program. A great deal of effort has been expended 
in this activity during the past year with excellent results, of which the most 
Significant has been a general tightening up of mission operations. 

(5) Programing and budgeting—There have been a number of steps taken 
in connection with program development and budget preparation. Most signifi- 
cant of these are— 

(a) Establishment of a program committee to conduct a preliminary re- 
view of program submissions by the technical divisions of USOM/Iran. 

(b) More active participation by the Budget Branch, Office of the Con- 
troller, USOM/Iran, in both program and administrative budgets. 

(c) Drastic reduction of the commodity segment of the TC program for 
fiscal year 1958 and fiscal year 1959 in view of the large commodity pipeline. 

(d@) A penetrating review of mission budgetary submissions by the Mission 
Director and principal staff members concerned. 

(e) The technical divisions were required in early calendar year 1957 to 
review all PPA’s (project proposal and approvals) for their divisions against 
a series of criteria and to file reports thereon. They were required further to 
bring project agreements into line with such criteria. 

(f) A set of guidelines for the preparation of project agreements has been 
developed by the program office. 

(6) Funding.—Projects and segments of projects are funded by means of sub- 
allotments which provide an effective means of control over obligations and 
expenditures. There has also been a general tightening up of fiscal procedural 
requirements during the past year. An intensive review was conducted of un- 
subobligated balances of fiscal year 1956 and prior year funds early last year as 
a result of which almost $3 million of such funds were deobligated after dis- 
cussions with an agreement by the Government of Iran. To the maximum extent 
possible, projects are now being financed on an annual basis with due regard for 
phasing out of segments of the project activity. 


B. Procurement 


(1) Review of procurement documents.—All procurement documents for proj- 
ect property are reviewed for (a) conformity to the PPA and project agreement 
provisions and (0) propriety for financing, by the Office of the Controller, USOM/ 
Iran. In the event that defects in either particular are found in these docu- 
ments, the Controller, who is empowered under delegation of authority to sign 
for the Mission Director, will not sign them until the defects are corrected. 

(2) Review of service contracts——These contracts are reviewed by the Con- 
troller, USOM/Iran prior to execution to determine acceptability of financial 
provisions. In general, these contracts are drafted in the mission and executed 
in final form by ICA/W. If the Controller, USOM/Iran disagrees with any of 
the financial provisions, his views are transmitted to ICA/W with the draft. 


C. Property management 


(1) Asa result of Operation Search, there has been a general tightening up 
in this area. Property verified as a result of Operation Search has been re- 
corded on transfer documents and has virtually all been transferred. Property 
procured from fiscal year 1956 and subsequent years’ funds has been or will be 
consigned to the appropriate GOI agency. Property for prior years that is still 
in the pipeline is being transferred at the Iranian port of entry by endorsement 
of the negotiable bill of lading. 

(2) Receiving and inspection reports.—A system has been worked out with 
appropriate officials of the GOI whereby receiving and inspection reports will 
be submitted promptly to the mission for (a) commodities for projects consigned 
to the GOI, and (b) commodities for projects consigned to USOM/Iran where 
the negotiable bill of lading has been endorsed to the GOI. A procedure for 
followup to see that this system is effective has been issued. 

(3) Utilization of property —End-use observations of project commodities have 
been conducted on an expanded basis to determine, among other thing, that such 
commodities are being utilized promptly for the purposes intended. Where these 
observations disclosed either improper utilization or nonutilization, the appro- 
priate GOI ministry is requested to take immediate corrective action. In the 
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event that corrective action is not taken, a request for refund will be recom- 
mended. 

(4) Management of property.—A Property Management Branch was estab- 
lished in the mission in connection with Operation Search to bring all property 
under effective inventory control. 


D. Other 
(1) A set of principles dealing with integrity of operations was issued to 
top staff members in January 1957. Provision was made in the release for 
disciplinary action in the event of violation of any of these principles. ‘ 
(2) Mission instructions and issuances dealing with the matters discussed in 
this section are enclosed as exhibits A and B. 


2, AMOUNTS AND TYPES OF LOCAL CURRENCY ON DEPOSIT IN IRAN WHICH THE 
UNITED STATES OWNS OR HAS AN INTEREST IN 


The local currency funds in Iran which the United States owns or has an 
interest in are as follows: 

(1) Public Law 480, title I funds (United States owned) .—A full explanation 
of these funds is provided in the attached audit report, No. 86, Agricultural 
Trade, Development, and Assistance Act, Public Law 480, Title I: Activities in 
Iran, dated October 5, 1957 (exhibit E). 

(2) MSA Act, section 402 funds (United States owned) .—A letter agreement 
of February 28, 1955, between the USOM director and the Iranian Minister of 
Finance resulted in the sale for local currency of wheat under section 402 of the 
Mutual Security Act, at a value of $2.7 million. This agreement provided that 
the local currency received by the United States would be transferred to the 
special counterpart account of the Ministry of Finance for disbursement in 
accordance with provisions of the rial planning table for counterpart funds. 

The payment for wheat was made as agreed in amount of rials 236.9 million, 
and deposited into the United States Embassy disbursing officer’s account symbol 
72FT575, which is established for proceeds of section 402 sales. ICA/Washington 
advice of allotment of May 27, 1955 allotted the full amount for Government of 
Iran budgetary support. On May 31, 1955, the rials 236.9 million were paid 
to the Ministry of Finance, deposited into the special counterpart account in 
accordance with the sales agreement, and subsequently released for Govern- 
ment of Iran budgetary support. 

There has been no section 402 activity in Iran since this transaction in 1955. 

(3). Foreign currency trust fund, symbol 72FT891 (Government of Iran 
owned).—ICA Manual Order 741.4 explains symbol 72FT891 as follows: 

“In accordance with provisions of section 111 of the Economic Cooperation 
Act of 1948, as amended, ‘The Administrator may * * * furnish assistance * * * 
upon such terms and conditions * * * as he may determine to be necessary and 
proper.’ Section 115 of the same act provides in part: ‘The Secretary of State, 
after consultation with the Administrator, is authorized to conclude * * * agree- 
ments in furtherance of this title.’ Based on these authorities, bilateral agree- 
ments were negotiated with the several countries with respect to the financing 
of technical assistance projects. A basic premise of these agreements was to the 
effect that United States Government would undertake to finance the dollar 
cost of technical assistance activities, while the participating countries would be 
responsible for financing foreign currency costs of such activities and projects 
for their benefit and by their request. 

“Department of State Instruction CA-2516, dated November 6, 1953, requires 
that foreign currencies advanced by a participating government under this pro- 
gram be deposited with United States disbursing officers in account 20FTS891. 
Instruction CA-2516 reads in part as follows: 

“*Funds deposited in Treasury account 20FT891 are available without dollar 
cost for the payment of expenses in connection with technical assistance pro- 
grams. The Treasury Department will have issued a standing authorization to 
permit the transfer of funds from account 20FT891 to 72FT891 without the need 
of an individual requisition in each case. Obligations incurred subsequent to 
June 30, 1953, for “FT891” purposes, shall be liquidated from funds transferred 
to account 72FT891’.” 

In Iran, on June 15, 1954, an agreement was entered into between the Minister 
of Finance and the mission, setting up trust fund account 72FT891 in the name 
of the United States disbursing officer. Under this agreement, the Codirectors of 
the Office of Consolidated Services apportioned certain amounts to this account 
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from funds received from the Minister of Finance. Receipts of the fund to date 
total rials 150,400,000, of which rials 149,131,016 have been disbursed for pur- 
poses of the joint Iran-American program. 

This fund is no longer being used, as all expenditures of the type for which 
the account was created are now being made by the Iran-American master joint 
fund for technical and economic development (MJF). The rials 1,268,984 bal- 
ance of the account is being transferred to the master joint fund. 

(4) Iran-American master joint fund—The master joint fund for technical 
and economic development is established for the purpose of financing local cur- 
rency costs of projects through special activity accounts. The funding of the 
master joint fund for this purpose is described in the reply to questionnaire of 
subcommittee of Government Operations Committee which was used as basis for 
hearings held in Teheran on November 27, 1957, under the heading, “Deposit and 
Use of Local Currency.” 

The unobligated cash balance of the master joint fund as of November 21, 1957, 
was rials 1,139,270. 

(5) Counterpart funds.—The reply to questionnaire of subcommittee of Gov- 
ernment Operations Committee, which was presented to the subcommittee and 
used as a basis of hearings held in Teheran on November 27, 1957, provides, 
under the headings “Commodity Import Program” and “Deposit and Use of 
Local Currency,” an explanation of counterpart generation, deposits, and with- 
drawals in Iran. The cash balance of this account as of November 30, 1957, 
was rials 442,699,656. These funds are owned by the Government of Iran but 
can be utilized only for such purposes as may be agreed upon by the Government 
of Iran and the director, USOM-Iran representing the United States. 


3. COMMODITIES PROVIDED UNDER PUBLIC LAW 480 PROGRAM 


The agreement between the United States and the Government of Iran for 
the importation into Iran of commodities under title I of Public Law 480 provided 
for those commodities which were in short supply in Iran. Initially, 4 com- 
modities were programed but 2 of these were subsequently eliminated in favor 
of wheat, the most critical item on the list. Imports were therefore limited to 
wheat and butter, oil, or ghee. In the section of this submission dealing with 
local currency there is an audit report which covers this subject in greater detail 
(exhibit E). 

Nearly 20,000 tons of wheat were furnished under title II of Public Law 480 
to alleviate shortages created by flood conditions in calendar year 1956. Small 
title III programs have been carried out by United States voluntary agencies in 
past years. 


4, EXCESSIVE STORAGE OF NONPROJECT COMMODITIES IN IRANIAN CUSTOMS 


Ixhibit C, attached, presents the specific reports, as well as the exchanges of 
correspondence between Bank Melli Iran and USOM-Iran, and USOM-Iran and 
ICA-Washington on nonproject commodities totaling $1,024,230.19, as well as lists 
of specific shipments. This material is supplied in accordance with the sub- 
committee’s request for the detailed reports on the matter of nonproject com- 
modities which remained in the Iranian customs for excessive periods of time. 


5. COMMODITY IMPORTS UNDER PA PROCEDURES 


A list of commodities which the Government of Iran desires to import under 
the PA procedure is submitted to the mission for review. Primarily the review 
by the mission covers three major considerations, (a) whether or not the cate- 
gories are part of Iran’s normal import program, (0) whether the amounts re- 
quested for each are proportionate in ratio of the total PA availability to the 
total import program, and (c) whether the items are suitable under the ICA 
commodity eligibility rules. At present, imports under this procedure are limited 
to the commodity codes for (a) tires and tubes, (b) motor vehicles, (c) iron and 
steel, and (d) cotton fabrics. Under the motor vehicles code passenger vehicles 
have been authorized to a limited extent but on September 26, 1957, TOICA 321 
mission recommended to ICA/Washington that passenger vehicles be excluded 
from Government of Iran request for PA’s. 

When the present subauthorization procedure went into effect in May 1957, the 
Government of Iran debated as to whether or not the procedure should be man- 
datory or voluntary for use by private importers. This proposal was discussed 
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with mission officials who pointed out that, in the final analysis, the decision 
rested with the Government of Iran. The procedure was made mandatory by 
a council of ministers decree which required importers to procure commodities 
in the PA categories under ICA financing until such financing was exhausted 
before they could utilize Iran’s foreign exchange resources for such commodities. 


6. BEET SUGAR REFINERIES 


In the discussion in connection with the beet sugar refineries on page 20 of the 
mission’s report, Mr. Knox asked that we file with the subcommittee a statement 
in connection with question 3B of the subcommittee’s list, setting forth the break- 
even point for each beet-sugar plant. This was discussed by Mr. Walter Benning, 
Chief, Industry and Engineering Activities Division, with Mr. John S. Conger, 
vice president, George Fry & Associates, on December 18, 1957; and Mr. Conger 
stated he had assigned Mr. James V. Danek and Mr. Wendell B. Ford of the 
George Fry team to prepare a report on break-even points for each of the sugar 
refineries mentioned. This report is scheduled to be finished on or about February 
15, 1958, and copies will be forwarded at that time. 

In addition, Mr. Knox asked that he be furnished with specific information on 
the Bardsir sugar refinery regarding length of planting season, season of harvest- 
ing, temperatures and humidity at time of harvesting; a statement as to the 
amount of beets stockpiled in the plant and a full explanation of why poor roads 
were included as a factor which limited production of the plant. 

The harvesting months are November, December, and January, although some 
activity starts in October and can extend into February depending on the quantity 
of crops and weather conditions. The following information is furnished on 


the humidity and temperature in the Kerman area (where the Bardsir plant is 
located) : 


Kerman humidity and temperature, from records of ministry of roads 





Relative Temperature 
humidity (F. °) 1949 
(percent) to 1956 
1956 | monthly 
monthly average 
average | 
January ------- 64 | 40. 28 
February-- 41 44. 96 
March._.. - 48 | 50. 96 
April... 38 | 61. 34 
May... 20 | 69. 44 
June... . 23 | 77. 54 
July... he | 32 | 80.78 
August __ | 24 | 76. 98 
September -___- 2 22 | 72. 32 
October _ ats A 29 | 61. 16 
November... : te al 31 | 51. 62 
December aaa Le acuel 45 | 43. 70 


Information on the stockpiling of beets at the Bardsir plant will be covered 
in the report being prepared at the direction of Mr. Conger of George Fry & 
Associates which is mentioned above. In addition, the following information is 
furnished from a memorandum dated December 18, 1957, from Mr. Walter 
Benning to Mr. Robert C. Hamer: 


“To: Mr. Robert C. Hamer, Assistant Director for Operations. 
“From: Walter F. Benning, Chief, Industry and Engineering Activities Division. 
“Subject : Hardy committee questions regarding Bardsir sugar factory. 

“Subject matter was discussed on December 17, 1957, by the following members 
of Agriculture and Industry and Engineering Activities Divisions: Mr. Robert 
Warrens, Mr. Rex Ottley, Dr. Carlton Ragland, Mr. Leonard Williams, Col. 
Arthur Burns, Edward Norton and myself. 

“Tt was again discussed on December 18, 1957, by Mr. Williams and myself with 
representatives of George Fry & Associates, Messrs. James Danek and Wendell 
Ford * * * 

“Hardy committee requested information on break-even point on all USOM 
financed sugar factories, including Bardsir. Specific questions were asked re- 
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garding low beet production at Bardsir. In order to prepare meaningful report 
on break-even point, it must be demonstrated that no difficulties exist which 
would prevent plant from ever reaching break-even point. Such difficulties might 
arise from problems in (a) transportation, (0b) agriculture, (c) management. 


“(a) Transportation 


“It may be expected that transportation costs will be higher than the sister 
plant at Cheneran because some of the beets come from distances as much as 
150 kilometers (near Bam and Baft). Other potential difficulty lies in absence of 
bridge near factory which during times of high water may prevent access to the 
factory from approximately 50 percent of the best growing areas. Past experi- 
ence has shown that such difficulties would not extend over more than 6 or 8 
hours at a time during harvest season. 


“(b) Agriculture 


“The Agriculture Division, USOM-Iran, has reviewed a comprehensive report 
on the Bardsir factory made by two Iranian engineers who were at one time 
employed by the sugar company of Plan Organization. This report, on the whole, 
appears to indicate the possibility of sufficient beet production to support the 
plant. In this report soil conditions and availability of water are considered. 

“Under the guidance of the American Agricultural Extension Adviser, an 
Iranian extension agent is now located at the factory working in close coopera- 
tion with at least two fieldmen employed by the sugar company. This team co- 
ordinates their work on possible crop improvement, particularly on improved 
seeds, better utilization of fertilizer and insect control. 

“USOM Agriculture Division believes that present staffing pattern does not 
permit additional emphasis in this direction. 

“Insect control at Bardsir appears to be a specific difficulty inasmuch as a 
rough estimate indicates that beet crop decreased by approximately 20 percent 
due to lack of such control. Reasons for this will be further discussed under 
‘Management’ below. 

“(c) Management 


“Under Project No. 79 (professional services), George Fry & Associates has 
done certain management work at the factory, particularly in accounting. It now 
appears that other management improvements have to be made to instill in the 
Bardsir area beet growers more confidence in factory management. 

“We have been informed that the 1957 contract included a clause in which the 
Bardsir factory promised to take care of insect control and make a prorated re- 
duction in the beet price. This promise has not been kept, which not only reduced 
the beet crop but also will make beet growers more reluctant to attempt addi- 
tional production. This appears to be a fairly simple management problem, which 
can and must be removed prior to the 1958 planting season. * * *” 


7. TCHITSAZI COTTON MILL POWER 


The question of power and the overall value of the Tchitsazi cotton mill plant 
cannot be answered precisely until the arrival of the resident member of the 
United Merchants organization which will operate the plant under contract with 
the Plan Organization. The power question generally is being investigated by 
them, but definite answers will not be forthcoming until the end of February 
1958, at which time the mission will supply ICA/W with copies of their report. 


8. KARADJ DAM PROPERTY 


The subcommittee asked for a detailed and exact statement of the original cost 
of the equipment which in the mission’s reply was referred to as loaned property 
and which was sold for $481,000 to the Plan Organization. The subcommittee also 
requested copies of the spread sheet of the report of the three-man commission 
which had been established to place a fair market value on the equipment. Ex- 
hibit D, attached consists of 13 documents which include all of the documenta- 
tion required by the subcommittee. 


9. FARS CEMENT PLANT 


In connection with the discussion on the Fars cement plant, The committee 
requested that there be filed with them a copy of the Conger report on the Fars 
cement production as well as a copy of the forthcoming Fry report on the markets 
for this plant’s production. 
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The existing material in connectcion with Fars cement production and the 
marketing of Fars cement is attached as exhibit F. 


MISCELLANEOUS 


As part of the discussion on the Karadj Dam, Mr. Knox raised certain ques- 
tions about other dams in Iran. He asked Mr. Hardy to request the mission 
to file with the subcommittee a copy of the agreement which had been entered 
into between the Government of Iran and the U. 8S. S. R. on the rivers Aras and 
Atrak which are their common boundaries. At the present time the mission 
has not received copies of this agreement although efforts are being made to ob- 
tain official copies. At such time as a copy is available it will be forwarded to 
ICA/W. 

In appendix I, pages 27 and 48, which relates to projects 82 and 130, Mr. 
Reddan raised a question as to the conflict between the phrase “limited timber re- 
sources” in project 82’s justification, and the phrase “enormous yet inadequately 
utilized source of wealth” in the justification for project 130. The Industry and 
Engineering Activities Division and the Agriculture Division have jointly pre- 
pared the following statement which is submitted as the reply to Mr. Reddan’s 
question : 

“We believe that the statement ‘limited timber resources’ is correct because 
Iran’s timber production is concentrated in the rather small Caspian area. Con- 
ditions which can be observed in that region indicate that unless careful forestry 
management is exercised timber resources might disappear in the foreseeable 
future. Inaccessible location has preserved the timber stand but this factor for 
preservation may not exist long with the import to this country of large tractors 
and other logging devices. 

“We feel that the other statement ‘enormous but yet inadequately used source 
of wealth’ is also correct because there still exists a large area of timber which is 
capable of supporting a major forestry production industry if properly managed 
(utilized). 

“To sum up, the resources are limited and may be exhausted, but at the same 
time it is for Iran an important, if not enormous source of wealth.” 


Aprenpix VIII 


QUESTIONNAIRE FOR THE HARDY SUBCOMMITTEE, UNITED STATES OPERATIONS MIs- 
SION, ATHENS, GREECE 


1. Comparison of the mutual security program in size with the Public Law 
480 program : 

In fiscal year 1957, the assistance provided Greece under the mutual security 
program was almost equal to that provided under Public Law 480. Each pro- 
gram was slightly over $25 million. The assistance programs for fiscal year 
1958 have not yet been determined, but it is expected that each program will 
be less than last year’s. 

2. Pipeline of unshipped MSP commodities as of September 30, 1957 : 

A. Defense support : 
Section 402: 


Bread grains____...-- ‘aie Tea ciate $4, 097. 49 


OCOaree  SrHis. Wn woo + - Sscincatedepomsnasabiacmites 185, 750. 00 
I EE eve decane hice in cee ctlen Nant eainiadins 839, 751. 85 
Sugar ea Slate aeatkabebetnaenanb lates anual entice 519, 371. 47 


Ocean freight Ie daiseiee caida ill a apa a a a 8, 649. 25 


I aoe asclig ai itek peglcilipwlads aleai lane a 
General : 

PDCITER. GRD inickktietnttincdnnawensain 128, 487. 59 

POSROROG WO oo kininase ion 239, 000. 00 
Pa a aici keene eee: 4, 000. 00 

TI a ai cain sencilla nce alia caeeam i tcaiiaaaliaal 371, 487. 59 

Sele) Geliew: ME. ca seinccontesknaaseentns 1, 929, 107. 65 

B. Technical cooperation: Juice plant, total technical cooperation__ 32, 300. 00 


Grand total, defense support and technical cooperation______ 1, 961, 407. 65 
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3. Selection of title III recipients: 


Food and and agriculture, Public Law 480 Title IIT, Selection of Indigents 


Prior to November 1, 1957, indigents to receive title III commodities were 
selected on the basis of per capita income. Those with an income less than 120 
drachmae ($4 per month) were placed on the category A indigent list and 
received supplemental food. The Ministry of Social Welfare prepared the lists, 

Beginning November 1, 1957, a new system was initiated. It provides for 
local committees set up by bishops together with the Nomarch and other ad- 
ministration officials. Committee members are usually the local priest, school- 
teacher, policeman, president of the local community, and other respected 
citizens. 

The following categories of indigents are eligible: 

(a) Pregnant women and mothers during the period of convalescence after 
childbirth. 

(b) Families of children who receive protection by the relative program of 
the Ministry of Social Welfare. 

(c) Orphans of preschool age who are not otherwise protected. 

(d) Families, the leader or any other member of which is an invalid, a tuber- 
cular, blind, psychopathic, or suffering from a chronic ailment which prevents 
him from working. 

(e) Aged persons unable to work. 

(f) Families which, in the opinion of the committee, become, even tem- 
porarily, poor due to unusual circumstances. 

4. Present status of the Public Law 480 program : 

The total value of United States reserve agricultural commodities programed 
for shipment to Greece under Public Law 480 agreements to date has been 
$46.2 million. All of these commodities have been delivered to Greece except 
for a very small amount which will be delivered before the end of 1957. The 
local currency generated by the sale of these commodities in Greece has been 
programed for loans to the Greek Government ($26.5 million, drachmae equivy- 
alent), grants to the Greek Government ($7.5 million, drachmae equivalent) and 
United States administrative expenditures in Greece ($12.2 million, drachmae 
equivalent). On a grant basis, the United States has released all of the local 
currency intended for the Volos (earthquake) reconstruction project. Releases 
of United States-owned local currency proceeds on a loan basis were delayed until 
an agreement was reached in September 1957 on administration procedures, but 
the United States has now approved Greek projects totaling about $20 million 
(drachmae equivalent) and is currently discussing the uses of the remaining 
$6.5 million worth of drachmae which will be loaned to the Greek Government 
for economic development purposes. Negotiations on a new Public Law 480 
program were started in early November and it is expected that they will be 
concluded in the near future. 
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5. Delays in utilization of ICA machinery and equipment as disclosed by end 
use checks April 1948—October 1957 : 


























"e A. Delayed utilization resulting in dollar refunds 
20 
id 
8 Commodity Value Remarks 
or 
d- Packing machinery..--.....--...-.--.--- saidttdea $34, 662.02 | Refund obtained Nov. 1, 1954. 
il Earth-moving equipment - ---_........ iniliare 30, 417.21 | Refund obtained Jan. 28, 1954. 
tite tind chat ieks nana case wpa oneal on a 1, 536.00 | Refund obtained Oct. 5, 1953. 
~d Truck spare parts - - - ; ues tekion ice 274. 16 Do. 
Refrigeration spare parts. -...........-.--..-.--.--- 1, 107.63 | Refund obtained Sept. 29, 1954. 
Regrigeration spare parts _- ; : ceoed 1, 100. 75 Do. 
Air circulators---- -.-- Spit casecwhinakaeae eae 160.10 | Refund obtained July 24, 1953. 
er Knitting machine needles----.-............-.-.---- 991.90 | Refund obtained October 1953. 
Refrigeration spare parts --.-..-...........-.-.... . 1, 770. 63 Do. 
of Spinning machinery, spare parts_......-........-- 195. 59 Do. 
Crankshaft grinder - -___- 4,314.62 | Refund obtained Feb. 28, 1953. 
Portable audiometer-.-- a j 103.10 | Refund obtained October 1953. 
Grain unloading equipment - - 81, 794.77 | Refund obtained May 22, 1953. 
y= Cotton gin machinery - s dee 9, 190. 47 Do. 
: Automotive spare parts-___- Susi 1,018.83 | Refund obtained February 1954. 
its Automotive spare parts--_. ies : 1, 542.36 | Refund obtained Jan. 28, 1954. 
Corn grinding machin . ; ; 3, 889. 50 0. 
Expellers ; ; 5, 300.00 | Refund obtained Dec. 31, 1952. 
Spray coolers er es 1, 647. 65 Do. 
m- Canning machinery - - - peatland 14, 240.73 | Refund obtained Nov. 1, 1954. 
Sprayer spare parts_- 9,011.60 | Refund obtained Dec. 31, 1952. 
Air-conditioning equipment - - - 59, 578.00 | Refund obtained Apr. 9, 1954. 
ed Oil burners. ------- _ 399. 32 | Refund obtained May 24, 1952. 
Refrigeration equipment ___- : 375. 00 Do. 
en Condensing unit__.- . | 888.32 | Refund obtained Dec. 31, 1952. 
apt Bending machine__- 177.02 | Refund obtained Nov. 11, 1952. 
‘he Air-conditioning equipment - - 36, 190.56 | Refund obtained Nov. 1, 1954. 
Refrigeration equipment - - - 5, 000.00 | Refund obtained May 24, 1952. 
en Condensing units__- 820. 00 | Do. 
‘iv- Automotive spare parts___- 150.00 | Refund obtained Mar. 29, 1952. 
ind Cold storage plant 89, 574.28 | Refund obtained Dec. 13, 1954. 
— Home economics equipment_- ; s 96.44 | Refund obtained January 1951. 
cal chin 5 aida dediaie Picalbtneeba'ncikd uni ebe 397, 518. 56 | 
ses ———— Se sees Ls 
ntil 
but B. Delayed utilization, refunds pending 
ion oe eae i “i Pires ~—T - : 
ing 
ent Commodity Value Remarks 
480 — : , P P 5 oe See ee 
be Spare parts imported for hydraulic works con- $4, 451.11 | Refund recommended by USOM/G 
struction in Macedonia. Oct. 30, 1957. 
Vocational school equipment al 34, 448.69 | Greek Government has agreed to put 


equipment to use by January 1958 or 
| make dollar refund to ICA. 
Olive oil tanks eal 69, 292.22 | Greek Government delaying refund 
° pending possible use of tanks in olive 
| oil concentration program. 
Aircraft workshop equipment. - - ...-| 171,748.55 | Refund requested but request subse- 
quently withdrawn following receipt 
| from Greek Government of written 
| guaranty that equipment would be 
used by newly founded Olympic 
Airlines by Apr. 6, 1960. 
Miscellaneous heavy equipment sant 96, 964.00 | Refund requested but not as yet 
received. 


1 
Total i ihebe enccusn| OG Ske 


| 


= |} 
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C. Delayed utilization, eventual utilization confirmed, no refunds requested 





Commodity Value | Remarks 
eee areas iB a ari he seas ‘ 
Station wagons ; | $13, 962. 30 | 
Forging hammer “a 23, 457. 23 
Classifiers _ -- ‘ . cate 36, 079. 94 
Classifier spare parts ; ad <a 3, 033. 47 | 
Equipment for hotels Ls 370, 000.00 | Amount includes equipment through 
| FPUv. 

Condensing equipment. ; Pe 600. 00 
Laboratory equipment. _-. — 309. 95 
Pumping equipment_ _- Mie 1,989.74 | 
Heaters E. 973. 00 
Forklift trucks__~_- ly 136, 594. 95 | 

Total joni tlaaakun) ' Soe 


6. Food and agricultural projects: 

A. Natural resources development project 

This project will terminate in fiscal year 1958. In 1957 six technicians were 
scheduled to receive training in the United States. In fiscal year 1958 one tech- 
nician will receive training. The last United States technician employed under 
this project completed his work in 1955. 

In the early days of this project major emphasis was given to land reclama- 
tion and water development with only minor attention to forestry and range 
management. However, United States support of forestry and management 
training continued after United States technical guidance on reclamation 
ceased. 

Under this project, 4 technicians in forestry and range management have re- 
ceived training in the United States, 1 is now being trained, and 1 is scheduled 
to start training in December. In addition, USOM gave on-the-job training to 
100 foresters and provided guidance in development work. 

As a result of the above training and guidance the GOG has now developed 
a long-range plan for forestry and range. It also includes farming areas in 
mountain regions. 

The aims of the program are: 

1. Increase timber production from natural forests and from fast growing 
trees to be planted. 

2. Construction of forest roads. 

3. Soil erosion control. 

4. Reforestation of 314 million acres. 

5. Fire prevention and control. 

6. Substitution of improved cattle and milk goats for common goats. 

7 

8 





. Livestock water development. 
. Construction of livestock trails. 
9. Water spreading and fertilization of pasture areas. 
10. Weed control and range reseeding. 
During the 5-year period 1958-62, the plan calls for: 
1. Reforestation of 140,000 acres. 
9. Erosion control on 1,275,000 acres of existing forests. 
3. Range improvement work on 344 million acres. 
The work to improve forestry and range is important to Greece, as she now 
imports annually $33 million worth of forestry products and approximately the 
same amount of livestock products. 


B. Production and marketing 

In the early days of economic assistance to Greece, activity under this project 
was confined largely to utilization of United States assistance in the sectors of 
production, storage, and limited processing facilities. 

In the fall of 1953, this project was reactivated and many basic policy con- 
cepts were changed. With United States assistance extremely limited, impact 
was obtained by assisting Greek programing of not only United States, but also 
Greek, agricultural financing. 

Starting in early 1954, program emphasis has been on domestic distribution 
and export marketing development in the perishable fruit and vegetable sector 
on a fresh basis. This necessitated development of cultural practice improve- 
ment programs to provide quality produce. 
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Pressure was continually exerted to increase the quality level of both fresh 
produce and market preparation including grades, standards, packaging, pre- 
cooling, transport, quality control, etc. This was to enable Greece to market 
its export production to western countries rather than the East, where lower 
quality is more readily acceptable. 

Secondary attention has been given to livestock and livestock products im- 
provement, including feeding, breeding, and marketing. 

1. Accomplishments.—Grades and standards for exportable commodities were 
established or modernized. Modern packaging, including corrugated cardboard 
containers (previously illegal for export use), were introduced and use ex- 
panded. 

Facilities were developed, including a chain of packing stations equipped 
largely with United States parent: company equipment. 

Financing and preliminary plans for a large, modern, wholesale fruit and 
vegetable market for Athens area were completed. Final plans are being devel- 
oped with project guidance, and construction will start in the spring. 

Greek personnel have been and are being trained in marketing improvement, 
both abroad and locally. 

Fresh tomatoes, peppers, strawberries, apricots, apples, asparagus have been 
exported for the first time. 

Quality improvement obtained through ¢ultural practice improvement and the 
introduction of modernized market-preparation techniques has resulted in an 
increase of exports of fresh peaches from 580 metric tons in 1954 to 7,980 metric 
tons in 1957. It is expected that some 15,000 metric tons of fresh peaches will be 
exported in 1958. (The USOM has consistently advised against development of 
processing facilities, as the return to farmers is greater when exports are made 
on a fresh basis and the United States is in a surplus position on canned fruits.) 
The success in peach exports is indicative of results obtained with other fruits. 

Guidance to the GOG in agricultural requisite procurement has contributed to 
(1) substantial savings, e. g., by substituting other fertilizers for high-cost 
sodium nitrate; (2) increased procurement from the United States; and (3) more 
adequate and timely supply of quality requisites. The GOG credited the Pro- 
duction and Marketing Advisory Group with being of major assistance in 
breaking a combine of European firms offering fertilizer at uniform high prices. 
Following our advice, the Minister of Agriculture arranged for the purchase 
of $5,076,000 of nitrogen from the United States in 1957 on a negotiated basis 
rather than a bid basis. This compares with the already above-normal figure 
of $650,000 for nitrogen imports from the United States in 1956. 

Diversion of acreage from wheat and, to a lesser degree, cotton has been urged 
as (1) output of more intensively produced crops, such as vegetables, fruits, and 
livestock feeds, yields greater producer return; and (2) wheat and cotton are in 
surplus in the United States. A good example of the development of diversified 
production with our assistance has taken place in the 65,000-acre Lake Copais 
development area. In 1954, only wheat and cotton were planted. In 1957, acreage 
included asparagus, mint, tomatoes, string and dry beans, melons, carrots, dry 
onions, spinach, potatoes, and several varieties of livestock feeds. 

Developments in the livestock sector are less dramatic, but are substantial and 
increasing. Taking account of USOM advice, the import of livestock from 
Mediterranean and European areas for distribution has been reduced and will 
eventually be eliminated by substitution of local stock based on breeding United 
States-procured bulls, ete., with local improved animals. A project is now 
being implemented for controlled utilization of male animals from the United 
States donated by the voluntary agencies. 

Frequently, assistance is given not only by encouraging desirable undertakings 
but also by discouraging ventures believed to be unsound. The Production and 
Marketing Groups, for example, has successfully advised against the establish- 
ment of an evaporated-milk industry in Greece on the ground that a local in- 
dustry could survive only with high tariff protection. From the United States 
viewpoint, it is also advantageous to maintain the Greek market for United States 
evaporated milk. 

2. Technicians.—Three American technicians are now working under the pro- 
duction and marketing project. One, a short-time specialist, is expected to depart 
on November 30, 1957. 


C. Advisory group of agricultural extension training and research 


1. Coordination.—All programs in agriculture are presently coordinated. For 
example: The poultry breeding and management specialist scheduled for train- 
ing in the United States will, upon return, cooperate in improving the national 
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poultry program. He will cooperate with the poultry extension subject matter 
specialist presently being trained in the United States. The poultry pathologist 
and mixed feed control specialists expected to be trained under the production 
mre marketing project in 1958 are in support of the above two trainees in this 

eld. 

2. Training.—In addition to the training given in Greece by United States 
advisers, Greek technicians have received training in the United States, under 
this project, in the following numbers and period of time: 


Length 
Number of participants : (onthe) 
Pais a sha Silene tad tg Sete 12 
iscsi Sena ka bT eta Seed bce ee ees Sek Bee 9 
RitpncteRaip imp iblntsionie alae unbiaaa eee 6 
Beihai th domi nns abe aaa aS each tg Tp asian tneigatenSes 4 
arian apenabesspaia ch hbnick apatensitbiebeasiabivelincia)nidieiispbs 3 


Total number of participants, 62. 

3. Quality of extension service-——The Greek Government has established a 
fairly strong extension service when compared to neighboring countries. The 
service would certainly continue to do an effective job without outside aid after 
fiscal year 1958. However, it could make good use of a United States technician 
through fiscal year 1959 and a limited amount of further specialized training in 
the United States. 

4. Weaknesses.—(a) The service is still short on adequately trained subject 
matter specialists, especially in the livestock and marketing sectors. 

(b) Lack of adequate realistic research to find practical solutions to important 
problems, although not a responsibility of the extension service, seriously handi- 
caps the work. It is expected that, as the result of the work presently being 
done by Dr. Gratz, United States consultant on research organization, substan- 
tial improvements will be made. 

(c) Lack of transportation for fieldworkers is another weakness which can 
only be solved by GOG action. 

7. Training in nuclear energy: 


A. Participants 


From the inception of the program to the end of November 1957, nine partici- 
pants have been trained in the United States in the following fields: 

(a) Two participants in radioisotope techniques at Oak Ridge. 

(b) Six participants in reactor physics and engineering. 

(c) One participant in reactor chemistry. 


B. Greek nuclear center facilities 


1. In accordance with the agreement signed between Greece and the United 
States, a nuclear test reactor which will be installed near Athens is now being 
built in the United States, and is expected to arrive in Greece in the near future. 

Meanwhile, buildings to accommodate the reactor and auxiliary facilities are 
under construction. 

2. There are in Greece at present a number of limited medical facilities where 
radioisotopes are used in diagnosis and treatment, as well as in experimental 
work. 

3. The participants already trained work with the Greek Atomic Energy 
Commission or are teaching in the University of Athens and other graduate 
schools. 

4. The Greek Atomic Energy Commission has established a 2-month course 
in nuclear physics and isotope techniques for graduate students. Any appli- 
cant for training in the United States must take this course. The Greek Atomic 
Energy Commission selects the participants to go to the United States from 
personnel of Government institutions and semiprivate organizations, so that, upon 
completion of their training and return to Greece, they will return to their 
posts and put their training to use. 

Following the completion and operation of the test reactor, the above per- 
sonnel, as well as any subsequent trainees, will work for the Greek Atomic 
Energy Commission in the various facilities under its jurisdiction. 
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Appenprx IX 


REPLIES TO QUESTIONNAIRE FOR INTERNATIONAL OPERATIONS SUBCOMMITTEE, 
UNITED STATES OPERATIONS MISSION, MADRID, SPAIN 


Attached is a copy of the replies for the International Operations Subcommit- 
tee questionnaire concerning mutual security and related programs. This docu- 
ment has been prepared by the staff of the United States Operations Mission 
to Spain, in accordance with the request contained in Congressman Hardy’s letter 
on the subject to the Department of State. 


RICHARD 8. ALDRICH, 
Minister for Economic Affairs and Director, United States Operations 
Mission to Spain. 


Maprip, SPAIN, November 29, 1957. 


1. In what manner, and to what extent, does the Spanish Government partici- 
pate in the planning of: 

(a) Annual country programs? 

Preparation of annual country programs comes in two quite distinct stages, 
with a marked difference in degree of participation by the Spanish Government. 

(1) Initial formulation stage—In the fall of each year, 9 months before the 
start of each new fiscal year, the mission prepares and submits to Washington 
an annual country program recommendation, based on its analyses and projec- 
tions of economic factors in the country and its best estimates of the type of 
problems apt to exist in the following year and the types and amounts of pro- 
grams most appropriate the deal with them. The amounts and details of these 
programs are not disclosed or discussed with the Spanish Government, since they 
represent an early stage of program formulation in the executive branch of the 
Government and carry a security classification. We do, however, discuss as ex- 
tensively as possible at this stage with the Spanish Government (as well as banks 
and other data sources) the basic economic factors and projections on which 
program estimates are based, such as estimated import and export levels, earnings 
from other sources such as tourism and investment, balance of payments pro- 
jections, foreign exchange reserve changes, levels of gross and per capita national 
income, industrial and agricultural production, budgetary expenditures and 
similar factors. Consultation and exchange of views with the Spanish Govern- 
ment on these basic economic factors is becoming somewhat closer and better. 

(2) Firm country program.—The second main stage in formulating annual 
country programs comes about one year after the first, after the Congress has 
appropriated money for the program as a whole and it is time to agree on a firm 
figure for each country and on the detailed composition of it. Typically, the 
amount for the defense support program for Spain has been fixed by congressional 
action so that there is no occasion for negotiation on this point. When it comes 
to determining the breakdown of that amount—such as the $40 million available 
for defense support this year—we ask the Spanish Gu+ernment to submit its pro- 
posal for distribution between the major segments such as agricultural commodi- 
ties, industrial raw materials, and capital projects in the fields of industrial or 
agricultural development. The Spanish Government usually takes the initiative 
in preparing its proposed breakdown soon after the mission has received word 
from Washington to go head with program negotiations. These Spanish Govern- 
ment proposals are subject to modification as a result of discussion with the 
mission and Embassy here and with ICA and the State and Defense Departments 
in Washington. These modifications may stem from particular features of the 
mutual security law, such as the need to have as much as possible of the program 
in the form of section 402 commodities, or they may spring from technical judg- 
ments of various USCOM divisions on particular projects or program areas pro- 
posed. At any rate, the Spanish Government has a definite initiative in working 
out the details of the program in this stage. 

(b) Specific projects? 

Project proposals included in the initial program submission each fall have 
not been formally discussed with the Spanish Government ministries but repre- 
sent only the best judgment of the USOM technical divisions and program office 
as to the probable best types of uses for available funds in the coming year, on 
the basis of their general acquaintance with the emphasis and priorities assigned 
by the Spanish Government ministries. In the firm program stage a year later 
the project proposals originate with the various Spanish Government ministries 
within the framework of the overall program breakdown agreed to between the 
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two governments as described in (a.2.) above. The USOM technical divisions 
may have their own ideas as to the merits of particular projects, priority of one 
against another, and of the exact specifics and contents of individual projects. 
These ideas will be discussed with the Spanish officials and modifications may 
result. After mutual agreement has been reached on the projects, approved proj- 
ect applications are forwarded to Washington for approval there and for im- 
plementation. 


(c) Nonproject commodity aid 

In recent years the bulk of defense support program money for Spain has 
been in the form of nonproject commodity aid—agricultural commodities or 
industrial raw materials—rather than in actual projects. The procedure for 
programing these commodities is essentially the same as for projects. After 
the overall program breakdown has been agreed to by the two governments, as 
described in (a.2.) above, the Spanish Government, at the invitation of the 
mission, submits its preference for the exact commodities, quantities, and specifi- 
-ations desired in the sectors of agricultural commodities, industrial raw mate- 
rials, and any other major sectors such as manufactured and semifinished goods. 
The proposals are then reviewed by the mission’s technical divisions and pro- 
gram office on the basis of their knowledge of Spanish commodity requirements, 
prices, availabilities in the United States or elsewhere, and other factors. Some 
modifications may result from these discussions. When all details are definitely 
agreed to, procurement authorization applications (PAA’s) are forwarded to 
Washington for approval and action—meaning actual shipment of the goods as 
in the case of surplus agricultural commodities and subauthorizations for Span- 
ish importers for industrial commodities. Once overall agreement has been 
reached as to the total amounts to be used for each segment, there is usually 
little difficulty in reaching agreement as to the exact commodity composition, 
since the Spanish needs for agricultural and industrial imports are well known 
and the mission is thoroughly familiar with the Spanish Government’s views and 
can generally support its assessment of economic priorities. 

(ad) Counterpart programs? 

Since the amount of peseta counterpart is determined automatically by the size 
of the dollar aid program, programing of counterpart consists principally of 
determination of actual projects to be approved. 

(1) Sixty percent counterpart.—Uses of the 60 percent counterpart are deter- 
mined and controlled by the JUSMG, since these funds are all used for military 
purposes in the base construction program. 

(2) Thirty percent counterpart.—Thirty percent counterpart projects have 
been worked out by mutual consultation between the USOM, the United States 
military elements, and the appropriate ministries of the Spanish Government. 
Because of the nature of the program from which they derive, they have had 
to meet certain rather specific criteria as to purpose and field of activity, and 
in addition, the policy has been to use them for local currency support to priority 
defense support projects also receiving dollar aid—such as railroads, highways, 
airports, etc. Within these general criteria, there has been little problem in 
reaching agreements with the Spanish Government on the exact selection of 
projects. 

(e) Technical cooperation programing.—The procedure as described above, 
applies in general both to defense support and to technical cooperation, which 
this vear for the first time is financed separately rather than from defense sup- 
port funds. The Spanish Government is involved in technical cooperation pro- 
graming at the annual country program stage, and for specific projects, both 
dollar and counterpart. 

2. Describe the organization and functions of the Directorate General of 
Economic Cooperation and its successor organization. 

(a) Is it a policy planning body and operational body, or what? 

The Directorate General for Economic Cooperation (hereafter referred to as 
the DGEC) has been the focal point of contact between USOM Madrid and the 
Spanish Government concerning operational activities relating to United States 
assistance to Snain since the signing of the United States-Snanish aid agreement 
in September 1958. It should be noted that this organization was replaced on 
November 16. 1957, by the Office of the Interministerial Committee of the Gov- 
ernment for Implementation of the Agreements of 1953 (see below). 

The DGEC was divided into three sections which dealt with the following 
functions: (1) commodity aid, (2) technical cooneration, and (3) international 
economic organizations. This organization has been for the most part an opera- 
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tional office rather than a policy-making body. Policy questions were referred 
to the Ministers of Commerce and of Foreign Affairs or could be discussed by 
an interministerial committee composed of the Ministers of Commerce, Agricul- 
ture, Industry, and Finance. In practice major policy decisions were taken up, 
through the DGEC, with the Minister of Commerce, who in Spain also acts in 
effect as an unofficial minister of economy. Policy problems, such as a Spanish 
request for new directions in the aid program or changes in subagreements 
stemming from the overall aid agreement, e. g., exchange rate problems, were 
normally transmitted to the United States Government, through USOM Spain, 
by the Minister of Foreign Affairs. 

The new organization recently constituted within the Spanish Government to 
deal with United States aid problems began operating on November 16, 1957. 
This organization, called the Office of Interministerial Committee of the Govern- 
ment for the Implementation of the Agreements of 1953, consists of representa- 
tives from the ministries of Foreign Affairs, Finance, Commerce, Army, Navy 
and Air and the Chief of the High General Staff. 

The new organization operates within the presidency of the government, which 
ean be described as the executive office of the chief of state. The Director Gen- 
eral of the now-defunct DGEC, Sr. Juan José Rovira, has been named chief of 
the new organization. Policy questions will be referred to the newly created 
interministerial committee for the implementation of agreements with the 
United States, which consists of the Ministers of Foreign Affairs, Commerce, 
Finance, Army, Navy, Air and the subsecretary of the presidency. 

Little is known thus far regarding the exact working relationship between 
our two governments under the new arrangement. The major change consists 
of the fact that the military ministries have been included in the new organ- 
ization, whereas under earlier arrangements United States military program 
operations were handled on the United States side by the Joint United States 
Military Group (JUSMG) which dealt directly with the Spanish military min- 
istries. Under the new setup the Spanish Government is apparently attempting 
to coordinate aid and military program reltaionships in one office. 

(b) How effective is it? (DGEC) 

The DGEC, during the period of its existence, was generally effective and 
cooperative. In the course of implementing the mutual-security program for 
Spain there were the inevitable frustrations of day-to-day dealings between 
members of USOM Madrid and the DGEC. In particular, there was a lack of 
appreciation for the reasons underlying the data and procedures required of the 
Spanish Government in connection with aid program implementation. 

It is the judgment of the mission that the principal difficulties in aid imple- 
mentation have resulted from differences in business operations methods in 
Spain, as compared to those employed in the United States. For example, the 
Spanish Government does not normally utilize the sealed bid method for procur- 
ing comodities, nor do importers normally prepare invitations to bid in com- 
prehensive form. Specifications and prices for goods purchased by the Spanish 
Government, except for aid-financed goods, are usually settled by negotiations 
between the government and suppliers. Thus, under ICA regulations requiring 
worldwide bidding, Spanish representatives of foreign suppliers, upon being re- 
quired to submit sealed bids for the supply of aid-financed goods, were unfam- 
iliar with the processes required under the defense support program. Similarly, 
invitations to bid frequently are inadequate or incomplete. These shortcomings 
have tended to impede program implementation. 

The DGEC also lacked effectiveness in providing overall data from which 
sound economic judgments could be made in determining aid requirements for 
Spain. Data such as the government budget and the balance of payments, for 
example, have not been readily submitted to the mission upon request. Other 
ministries, however, have been cooperative and reasonably effective in supplying 
information necessary for United States aid policy formation and implementa- 
tion. 

These difficulties were increased by the reluctance of the DGEC to organize 
and staff itself for the full range of recordkeeping, data collection and end-use 
checking responsibilities needed for effective functioning. The mission’s offer 
of counterpart funds to support these functions was not accepted. 

3. What are the reasons for the lag in the use of credits under loan by the 
Export-Import Bank? (e. @., $1,578,000 under Loan Agreement No. 11 for fertilizer 
and steel projects and $1,062,000 under loan agreement No. 24 for a sulfur plant). 

Set forth below is a summary of the status of the above-mentioned loan agree- 
ments on November 19, 1957. 
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LOAN AGREEMENT NO. 11 




















Beneficiary Loaned Utilized Nov. 19, 1957, 
balance 
Altos Hornos de Vizeaya .......____. woeeeeeeeeae---| $852, 508.95 | $849,995. 10 | $2, 513, 85 
SRN | 2, 947,491.05 | 2, 694, 931. 58 | 252, 559. 47 
eb o Siar | 3,800, 000.00 | 3,544,926.68 | 255, 078. 32 
LOAN AGREEMENT NO. 24 
Hidro-Nitro Espafiola__-_.____- =béuh bulewabicetans | $1, 840, 000. 00 | $1, 504, 014. 15 $335, 985. 85 
SUMMARY OF LOAN AGREEMENTS NOS. 11 AND 24 
Loaned elena ecesrwakear eminent inhi Pebbaihe here idet $5, 640, 000. 00 
RN Eien d rie ace alee aie ree Dt 5, 048, 940. 83 
UU eerie re la! 2 ava oie eee 591, 059. 17 


It will be noted from the table above that the unutilized balance under these 
loan agreements totals $591,059.17, as compared with $2,640,000 indicated in 
3 above. The mission has been informed by the Madrid offices of the firms re- 
ceiving equipment under these loans, that the amounts actually utilized may be 
higher than the amounts shown in the table above, as the Madrid offices have 
not yet received latest figures from the mills outside Madrid for which the ma- 
chinery and equipment is designated. The mission has been informed that the 
outstanding balance of unutilized credits under these loan agreements would be 
completely used over the next 6 months. 

In the case of the unutilized balance ($252,550.47) for Altos Hornos (Sefa- 
nitro) under loan agreement No. 11, there had been some delay because of 
Spanish policy decisions regarding plant location. The unutilized balance under 
loan agreement No. 24 results from normal scheduling of long-lead equipment. 

4, What efforts has the USOM made to substitute loan for grant aid? 

Within the mutual security program the initial aid to Spain was the $62.5 
million loan authorized by the Congress in the Mutual Security Act of 1950 and 
administered by the Export-Import Bank. In addition to this loan, the Ex- 
port-Import Bank extended two 18-month cotton credits to Spain, $12 million 
in fiscal year 1952 and $12 million in fiscal year 1953. Also, Spanish firms have 
received almost $11 million in exporter credits through the Export-Import Bank. 

Out of the defense support program for fiscal year 1955, which totaled $85 
million, $20 million of the pesetas proceeds from agricultural sales under sec- 
tion 402, Public Law 665 (Mutual Security Act of 1954) were loaned to Spain. 
To date no other loans have been made from mutual security funds. However, 
about $114 million of the peseta proceeds from agricultural sales authorized 
under the Public Law 480 program through fiscal year 1957 were allocated 
for loans to Spain (total sales authorized through fiscal year 1957 amounted to 
$185.7 million, including $7 million in triangular arrangements; $71.7 million 
in pesetas are reserved for United States use). 

In considering the possible substitution of loan for grant aid, USOM/Madrid 
carefully considers the repayment prospects in the light of Spain’s foreign debt 
repayment capacity. The immediate prospects for such substitution are not 
bright, however, in view of Spain’s foreign exchange difficulties and the desir- 
ability of preserving debt repayment capacity for possible additional Export- 
Import Bank loans. Since new foreign debt incurred by Spain with the United 
States since the beginning of the economic programs in Spain amounts to al- 
most $210 million (of which about $73 million repayable in United States dol- 
lars), further loans of defense support funds do not appear desirable. How- 
ever, with the advent of the new Development Loan Fund, USOM/Madrid ex- 
pects that most assistance for long-term capital development will be in the form 
of loans. 

5. How extensive have end-use investigations been by the USOM? 

(a) By the Spanish Government? 

(b) To what extent has equipment provided by ICA financing remained wun- 
used? 
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The latest report by the Controller of USOM/Spain on Review and Observa- 
tion of Nonproject Assistance (ICA-7-73) shows, by commodity-group classi- 
fication, some $208 million of paid shipments through June 1957, of which some 
$26 million have been the subject of formal end-use investigations, recorded in 58 
reports. Because of the wide variety and distribution of ICA-financed imports, 
many commodities, areas, and importers under each year’s program remain to be 
checked on a selective sampling basis before either the mission or ICA/W would 
consider the coverage to be adequate. One difficulty has been the lack of person- 
nel for end-use checking. The USOM has now received authority to hire addi- 
tional local personnel for this purpose, and is now recruiting them. 

The original Director of the DGEC was entirely opposed to end-use investiga- 
tions. After he was replaced by Juan José Rovira, current Director General of 
the Office for Implementation of Agreements with the United States, the DGEC 
was persuaded to establish an Inspection Section about 14% years ago. It was 
staffed by an officer and two clerical assistants. He also had responsibility for 
preparing the Spanish Government’s quarterly review of the American aid pro- 
gram and for developing a new arrival reporting form and procedure. He there- 
fore had little time left for end-use investigations, but never failed to cooperate by 
helping to make arrangements for field trips and by accompanying USOM in- 
vestigators when possible. Although the several ministries and Government 
agencies apply their customary inspection procedures to receipt and distribution 
of commodities they procure with ICA financing, the DGEC through its Inspec- 
tion Service, is the only independent body with central responsibility for end-use 
investigations. 

However, the DGEC has never been staffed to carry out fully the responsibili- 
ties in this area normally expected of a host government and has not accepted 
assistance offered by the USOM to provide counterpart funds to finance an ade- 
quate staff to carry out these and other functions. 

Judging by the results of investigations to date, the only ICA-financed com- 
modities likely to be found unused after a reasonable period of time are in the 
machinery and equipment group. The USOM has on file 33 reports of field in- 
vestigations of machinery and equipment valued at some $7 million, of which 
22 were _rated satisfactory and 11 unsatisfactory. The latter were valued at 
$322,000 ; in nearly every case the reason was nonutilization within a reasonable 
period of time. In some of these cases the Spanish have indicated effective uti- 
lization can and will be made; in others it will probably prove necessary to request 
refunds. 

6. How effective has been coordination between the ICA and other United 
States agencies; e. g., have country programs taken full account of negotiations 
for Public Law 480 sales or Export-Import loans? Explain instances demonstrat- 
ing apparent lack of coordination. 

The arrangement under which the USOM-Embassy economic section and agri- 
cultural attaché in Spain are all combined in one integrated working unit pro- 
vides an unusually effective means for coordination of all United States economic 
activities. 

In the development of annual country programs USOM/Madrid takes into full 
account negotiations for Public Law 480 sales, Export-Import Bank loans and 
any other prospective financing available for filling Spain’s balance of payment 
gap. 

Regarding the proposed level of United States agricultural surplus commodi- 
ties for new annual programs, the mission works very closely with the United 
States agricultural attaché in the Embassy in determining Spain’s requirements 
for such commodities as between the defense support program and the Public 
Law 480 program. In this connection, agricultural surpluses provided under 
the mutual security program, section 402, generally supply normal marketing 
requirements for Public Law 480 programing. Thus, in the programing of 
United States agricultural surpluses for Spain, the two United States programs 
involving agricultural sales for local currency—defense support and Public Law 
480 are viewed as providing two parts of a single import program. 

Prospective Export-Import Bank loans are normally reported to the mission 
through the Department of State and/or ICA, and the mission takes such infor- 
mation into account in preparing new annual programs. Effectiveness of the 
coordination on this score depends on the completeness and promptness of the 
information supplied from Washington. This is improving. 
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Regarding peseta requirements for base construction and availabilities of 
pesetas from defense support counterpart and agricultural sales proceeds, USOM/ 
Madrid prepares data in coordination with United States military in the Joint 
United States Military Group (JUSMG). 

USOM/Madrid also coordinates with the Mutual Assistance Advisory Group 
(MAAG) in determining the economic impact of Spanish defense expenditures, 
and with the military people responsible for the base construction program 
(JUSMG) in determining the economic effect of that program and how defense 
support funds can best be used in support. 

The portion of the technical cooperation program devoted to military pro- 
duction projects is closely coordinated with MAAG so as to insure that (a) ap- 
proved projects conform to joint United States-Spanish military objectives, (b) 
that they do not duplicate efforts under the military assistance program, and 
(c) that they are directly related to current MAAG activities (such as the 
facilities assistance program). This coordination is insured by MAAG/USOM 
joint approval of military production projects contained in each annual program 
before its submission to ICA/Washington and through MAAG participation in 
individual project development. 

All United States economic and aid program policies are coordinated by the 
Ambassador through the country team, which consists of representatives of the 
Embassy, the military, USIS, and USOM/Madrid. 

37. What accounts for the delay in implementing the following projects? 

(a) Project No. 52-101-4036, industrial management training. 

Project submitted June 23, 1954. Total amount $178,500 for 21 participants. 

Sixteen participants departed from Spain on January 15, 1955, to undertake 
15 months of study at Syracuse University under this project (5 participants had 
withdrawn). The project was carried out successfully, with close and continu- 
ing contact between ICA/Washington, the participants, and the university. The 
participants returned to Spain in April 1956, on schedule. 

On March 17, 1955, the USOM requested that $60,000 be deobligated in order 
to bring the total amount of funds obligated for this project into line with 
actual costs. The deobligation was effected by ICA/Washington on April 29, 
1955, leaving a project total of $118,500 instead of $178,500. The project was 
finally closed out on April 24, 1957, by a lump-sum payment in a total amount 
of $113,324.48. The fact that no disbursements had been recorded in ICA re- 
ports prior to April 1957 made it appear that implementation had been delayed, 
whereas it had actually begun over 2 years before and been completed 1 year 
before the first (and final) disbursement was recorded. 

(b) Project No. 52-76-048—-1-50047, industrial management school. 

This subobligating document was issued on December 30, 1955, in an amount 
of $30,000. 

On February 3, 1956, a contract was signed with the University of California 
at Los Angeles in an amount of $4,000, and on February 22, 1956, Prof. 
Ralph M. Barnes arrived in Madrid to advise on the curriculum for the indus- 
trial management school. He departed on March 27, 1956. A copy of his report 
is available in the USOM files. 

The remainder of funds under this PIO/T was used, in conjunction with 
PIO/T 52~-76—048-3-60072 (for $109,500) for a second contract with UCLA. 
That contract in an amount of $135,500 was signed on January 15,1956. (It was 
later reduced to $75,000.) Under that contract, the following activities have 
taken place: (a) Dr. Wayne L. McNaughton taught a course in industrial rela- 
tions at the school in Madrid from February through June 1956, departing from 
Spain on July 18, 1957, and (b) two professor-designates for the Spanish indus- 
trial management school, Cesar Boente and Ignacio de Cuadra studied at UCLA 
from January 27, 1957, to August 23, 1957. 

As of June 30, 1957, $59,057.57 had already been paid to the UCLA against 
the contract for $75,000 mentioned above. Final payment against that con- 
tract has not yet been made, pending receipt of final vouchers from UCLA. 

(c) Project No. 62-26-052—1-60035, cold storage and refrigerated transport 
study. 

This project was originally included in the fiscal year 1955 technical exchange 
program and the necessary funds were obligated through ICA/Washington issu- 
ance of the project implementation order form on June 29, 1955. This proposed 
arrival date for the team in the United States was November 1955. This tenta- 
tive date was postponed to January 6, 1956, in view of overall team scheduling 
requirements. However, because the participants were principally interested in 
the cold storage and refrigeration of fruits and vegetables, ICA/Washington 
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agreed to a later arrival date on May 4, 1956, at which season of the year it was 
possible for the participants to study most effectively the actual handling and 
processing of perishable fruits and vegetables for storage. 

The team returned from the United States on June 20, 1956. 

(d) Project No. 52-87-034-5-60014, civil aviation mission. 

This project implementation order was issued on June 28, 1956, and includes 
a number of items required by the Civil Aviation and Assistance Group to Spain 
for use in conjunction with training programs for Spanish personnel. Set forth 
below is an itemized list of the commodities requested, together with the dates 
on which each item was requisitioned, a breakdown of costs per item, and indi- 
cation of those items received and those still on order. 

It will be noted that all items shown on the list have arrived in Spain except 
one signal generator and a group of electronics testing items. The reasons for 
this delay are (1) certain items are not available for shipment until procured 
by the CAA in Washington as part of a large contract under which quantity 


prices are obtained, and (2) certain specialized items are not readily available 
from suppliers. 


Civil aviation mission, 52-387-034, Madrid, Meio. nf Bon 60014, $21,600 














| 
Requisition Quantity and ee | Cost On order Received 
June 26,1956 | 1 glide slope test set, type 232A ____- sad 4 $1, 572 |---.- $1, 572 
1 signal generator, type 211A_--.__. a 1, 800 | : 1, 800 
1 frequency changer, Sorensen - - 2, 416 | . 2, 416 
1 map file cabinet ae 469 |__ : 469 
| 5 volt ohm milliammeter-___- 198 |....--. 198 
1 signal generator AF, VOR_.__------ 933 $033 |..-- 
Jan. 1,1957 | 200 flight progress strip holders___--- 50 |-_- ahead 50 
Mar. 2,1957 | 51 coaxial connectors . = 108 | mene 108 
Mar. 3, 1957 | 20 ohm connectors for R. F. cables____- 992 | dca 922 
Apr. 4,1957 | 34 electric test equipment for use in training labora- | | 
tory... ae tl ai ee ie i ol le 10, 000 1, 639 
Subtotal_-__ a J sneak. ae ‘18, 538 2, 572 | 7, 605 
CAA overhead... (sie es : 1, 620 |.- 7 Saas 
| Estimated freight - _- ‘ i : 1, 442 ie | 
Total... pect eae i eestgie conten 





Notr.—CAA/W is the purchasing agent. 

8. To what extent does ICA participate in the selection of Spanish nationals 
for ICA training programs, and in their subsequent utilization in the Spanish 
economy ? 

Formal selection of Spanish participants for ICA training programs is made 
by the National Commission for Industrial Productivity (NCIP), which is the 
official organization within the Spanish Government charged with supervision 
of the Technical C ooperation program. Prior to the nomination of participants, 
however, joint discussions are held between representatives of USOM/Spain with 
the appropriate Spanish agencies to determine and agree upon the types of par- 
ticipants most suitable for each individual project, as well as the levels from 
which they should come in private industry and/or government. 

In the case of agricultural projects, the USOM representatives discuss with 
division chiefs in the Spanish Ministry of Agriculture the need for and selec- 
tion of agricultural participants for ICA training programs well in advance 
of final project preparation. The Spanish authorities then nominate partici- 
pants for training in the fields requiring the training. USOM reviews the nomi- 
nations and accepts or rejects them in accordance with the rules and regula- 
tions outlined by ICA/Washington. To date, all but one of the participants 
sent to the United States for training are being employed by the Spanish Gov- 
ernment and many of them now occupy posts of high responsibility and authority. 

The USOM reserves the right to question the selection of any participant 
and, if necessary, to disapprove the selection of a Spanish participant. 

In discussions with the Spanish authorities, representatives of the USOM en- 
courage selection of those persons who are in the best positions to disseminate 
the results of their studies in the United States. In many instances projects 
are designed so that participants selected will automatically make use of knowl- 
edge gained by in the Technical Cooperation program in their occupations. 
Examples : 
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Project 52-27-106—Industrial engineering studies——-The majority of partici- 
pants chosen from private industry to study production planning and cost con- 
trol were instructors in the NCIP (National Commission for Industrial Pro- 
ductivity) training programs who give night courses on these subjects through- 
out Spain. 

Project 52-76-048—Industrial management school.—Participants trained in 
the United States were all committed to accept posts as professors if their 
studies in the United States were satisfactory. 

Selection of Spanish executives receptive to productivity ideas is encouraged. 
For example: 

José Manuel Alcantara assistant to the president at the Empresa Nacional 
Bazin (shipbuilding firm which is carrying out the ship modernization program) 
has endeavored to promote modern management techniques. He was chosen to 
participate in a group of top management from his firm which visited the 
United States this year. (He was sent to the United States on a second project 
because of his familiarity with United States management methods and his 
ability to act as mentor for this top management team). 

The USOM follows up on technical exchange projects to the extent possible. 

Preparation of a final report by Spanish participants is required and partici- 
pants are encouraged to contribute to technical publications and to use every 
means possible to disseminate the results of their studies in the United States. 
In addition, we encourage the use of previous Spanish participants to brief new 
teams in their respective fields before their departure for the United States. 

Every effort is made to establish contact between American technical con- 
sultants working in Spain and Spainards who have participated in technical 
exchange projects so that continuity is provided in fields already exposed to the 
Technical Cooperation program. 

9. Give a brief description of the present operational and fiscal status of the 
following objects: 

(a) Thermo power boilers and coal-firing equipment for thermal electric power 
plants. 

The projects for which the above-mentioned equipment is being utilized con- 
sist of the construction of three thermal powerplants, the construction status of 
which is shown below: 


Estimated 
completion 
date 


Percent 
complete 


| 

| 

Cadiz powerplant: | 
| 


Cadiz, unit No. 1-- 5 om Biel of idee RA Seti AND pe 99.5 | Dee. 15, 1957 
Cadiz, unit No. 2_-. : Ba oe eee ee 60.0 | Sept. 1,1957 
Wietas merce: 2 55358 i cht woliens oe. | 85.0 | Apr. 1, 1958 
IN 5s ne Sache cai eiehceebh wath ten Ee tani werret- aan 80.0 | May 1, 1958 


Of the total amount allotted to provide equipment for these plants ($5.9 
million), $653,000 or about 10 percent of the total remained undelivered through 
November 15, 1957, according to records available in the mission. The major 
undelivered items shown in the fiscal status below consist of coal-handling equip- 
ment valued at $404,552. These plants were originally planned by the Spanish 
Government to be fueled exclusively by oil. During the Suez crisis, it was de- 
cided that a dual firing system would be more appropriate in view of future 
possibilities of oil shortages. 

It should also be pointed out that the delay in delivery of this particular equip- 
ment will not render the new plants inoperative. Also deliveries equipment of 


other types are geared to requirement schedules so that machinery is utilized 
upon arrival. 





AVE 
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Instituto Nacional de Industria—Thermal power boilers, coal firing, ash 
handling equipment and auxiliary equipment and materials. 


Project 52—22—050-9-50011 (Cadiz powerplant) : Amounts * 
aaa atin tices irae ids aS Sirdar tpn Gases a ia $1, 805, 000 
RTA I since acres: atc enadie eiee aeiinin, wc alate tig ni eae 1, 805, 000 
Value of ettipment Gélvered. on i is een 1, 750, 000 
Balance to be delivered by Jan. 31, 1958__- aaa yt 55, 000 

Project 52-22-050—-9-50012 (Malaga powerplant) : 

Dima TT oi a nate ic ein eee 902, 500 
IEE, DERI e io ons cc Shen diewhnacinnhb bene 902,500 
Wianree Of Guetrpenett Gerivered | a eect ene 875, 000 
Balance to be delivered by Jan. 31, 1958_______-_--_--_-- ae 27, 500 
Project 52—22—-050-9-50013 (Almeria powerplant) : 
TN TR inci cainin cineca Saleg hbk aasseecins: oe eat odeeateameatiniese 902, 500 
EE Cn oe el ice aa ea aaa 902, 500 
Value of equipment delivered__-_ a oe 876, 000 
Balance to be delivered by Jan. 31, 1958 Pre oe cas a oe ete 26, 500 
Project 52-22-050-6-60048 (coal firing equipment, Cadiz, Malaga, 
and Almeria powerplants) : 
AEG Gee een ee eerie bake atince ammo sins 1, 565, 000 
CI UT iin rt ee, a entrecses de iceman ei eaniadenaiaail 1, 565, 000 
Value’ of equipment delivere@io. 122-4 ek 1, 565, 000 
Balance______-- Leia bast pons i. pdb Se ee 
Project 52-220: 50-G—GO158 (coal- and ash- handling equipment, Cadiz, 
Malaga, and Almeria powerplants) : 
Amok motte nj. os si titties SERS 410, 000 
ee cuntreeteeiin sh tc el eine ie So, 404, 552 
Value of equipment deliver a i nae aia alee a 
Balance oa be delivered between April and December 1958_____~_ 404, 552 
Project 52-22-050-6-60155 (lightning arrestors and circuit breakers) : 
Amount allotted Se eeahaiins <.2 ns epsoce senha duabbhahlichaaataatepeteeva cee aaeein maaan 304, 000 
ienet CEE os 5 o be ee eee 303, 000 
Waeloe of e@urpmnemt GellVetes.... 3 nsincii ncn 164, 000 
Balance to be delivered by Mar. 31, 1958_____-_----------------- 139, 922 


1In addition to the allocated amounts shown above, the amount of $200,000 was 


allocated for ocean transportation. The total amount expended for this item is not known 
at this time. 


2This PIO/C covers coal-hauling and ash-handling equipment, the purchase of which 
was authorized in late 1956. 90 percent of the equipment will be delivered by Apr. 15, 
1958, and the balance by December 1958. 

b) Hlectric power construction equipment, Iberduero, S. A.—The equipment 
involved in this project is being used for the construction of a hydroelectric plant 
at Aldeadavila. The overall status of this project is as follows: 


Percentage 

completed 

Diversion tunnel, for the diversion of the Duero River______-_--___________ 100 
Construction of intake and penstock Mes 25 So A a eS 15 
Foundation and keyways for main part of dam-_________________--..---_-_- 5 
Access galleries to underground electric power generating plant___._________ 40 


Access roads and temporary housing for personnel__________________-____- 100 
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The fiscal status of the aid-financed portion of this project is as follows: 


Amounts 
(freight not 
Project 52—22-127-6—6046 : included) } 
I a a a a er ae alee $529, 000 
Se Uma nia nt cada ctocindons 529, 000 
een Ge Wteennnnt Geliveree oe oe ee 179, 000 
Balance (long lead time synchronous condenser) —._-----------~ 350, 000 
Project 52-22-141-6-60049 : 
EI oe peas banat 1, 740, 000 
Sy Nene oe kaw enetaaniins 1, 739, 303 
een UNRRTTUR ERIE, CUTE FCN ne te menenaceeen 1, 401, 517 
Balance (to be delivered by May 1958) ~.........._....._.--_--- 338, 483 
Project 52-22-141—6-60157 : 
ET EO ts cok eee a Stans Stl tempus aeemeeaieieeeenreneg 5, 000 
UI NN cas he ak cg a ay ence ho as end ec pte cae 82, 888 
enna Ge Gent G1) VOTOU ks eee Sei ck nwt tnnnnw saw 82, 888 
Balance (to be used for purchase of spare parts) --------------- 2,112 


‘In addition to the allotted amounts above indicated, the amount of $144,500 has been 
allocated for ocean transportation. The total amount expended for this item is not known 
at this time. 

Equipment remaining to be delivered ($690,500 or about 30 percent of the total 
of $2,354,000 allotted) for this project was ordered late in 1956. Most of the items 
are of long lead nature, requiring about 18 months for delivery and are expected 
to arrive on time. 

(c) Spanish national railways 

The total amount of aid authorized for this project is as follows: 


NTE eee nn ee stn eas ala een nen a le anes at iaeamereion $11, 159, 000 
SR I a ods. secs sce Stade hol paced bi Gok cienentisn iateigiatees 5, 000, 000 
ann crgs teense acl sssgintinc in teen oe avo anaes eaoaiaiamapareatsig sae 8, 623, 000 
a ONIN INE S15 jas nv sa ws src staed pap hl im Acne 5, 033, 000 

Ne ii EBs» ans da spices 3 lowe AIM pee gad a nteaiamelt lames oats mania 29, 815, 000 


Of the total shown above $16,907,600 have been approved for payment. Of the 
balance not yet approved for payment ($12,907,400) the status is as follows: 


{ 
| 


Contracted | Currently | Not yet con- 


for | beingre- | tracted for 
ceived 
——— a — _ —-—— — — —_——— —_—_—__ — — 
3 ~ | . | 
Fiscal year 1954, 1955_.- ; | } $428, 400 | .-..-- 
Fiscal year 1956__- _.| $2, 923, 000 3, 480, 000 
Fiscal year 1956 !____ ia | $1, 093, 000 
Fiscal year 1957- ; 2, 797, 000 aia 2, 236, 000 


5,720,000 | 3, 908, 400 3, 329, 000 
i ' 


i Financial arrangements now being made to procure rails in Austria. 


It should be pointed out that most of the items required for railroads are 
either of long lead nature (diesel-electric locomotives, machine tools, etc.) or 
are difficult to obtain because of suppliers’ inability to handle orders. 

Counterpart program for railroads.—Closely integrated with direct dollar aid 
program for the Spanish railroad system is a program of peseta counterpart 
utilization. This program provides the peseta expenditures necessary for the 
installation of United States-financed equipment and maintenance of United 
States-financed diesel locomotives, etc. 

The use of counterpart approved for this program to date amounts to P1,072 
million. 

ICA has approved the release of P472.2 million as of September 30, 1957. 
Expenditures against these releases amounted to P345 million through October 
31, 1957. 





ose" 


—— 





FOREIGN-AID CONSTRUCTION PROJECTS 1299 


Releases from these funds are based on an expenditure rate submitted by 
the Spanish Government in accordance with requirements. 

(d) Civil aviation 

Total dollar programs for projects in this field amount to $3,222,000 distributed 
by fiscal year as shown below. 





Program ! | Delivered 
Fiscal year 1954____ ‘ 7 jel $786, 000 $768, 000 
Fiseal year 1955-_--- : a 1, 000, 000 447, 901 
Fiscal year 1956 ___. ; 966, 000 246, 105 
Fiscal year 1957 -__- ; 470, 000 Lo ES 
Total Linke * ja onan 3,222,000 | 1, 662, 006 


1 Includes transportation costs not shown in deliveries. 


Procurement is geared into an overall scheme of requirements for this con- 
tinuing project. Procurement delays are experienced in some cases because of 
supply difficulties. In other cases equipment is being procured under large con- 
tracts let by the Civil Aeronautics Administration in Washington, arranged for 
the purpose of obtaining quantity prices. 

Civil Aviation counterpart project.—Total peseta counterpart programed to 
date for this purpose amounts to P170,075,000. The purpose of this program con- 
sists mainly of construction of buildings to house communications equipment, 
navigational aids, ete.; airport and approach lighting; access roads; and control 
and power lines related to these installations. 

ICA has approved the release of P46,100,000 against the above-mentioned total 
program. Expenditures against these releases amounted to P41,103,294 through 
October 31, 1957. The timing of releases of counterpart funds programed for this 
project are related closely to scheduled requirements submitted to the mission 
by the Spanish Government. 

10. Describe briefly the Public Law 480 program in Spain from its inception 
to date. 

Title I sales program.—Sales of surplus agricultural commodities to Spain for 
pesetas under title I of Public Law 480 have amounted to $184.2 million to date. 
The United States has offered Spain an adidtional $69.1 million worth of com- 
modities under title I for the fiscal year 1958 and negotiations with the Spanish 
Government on this new program are currently in progress. A breakdown of 
these title I sales by fiscal years follows: * 


Market value 
of commodities, 


Fiscal year : in millions 1 
Is to igi classi hen diphtheria ial ah alt istic tesa aie Miele $21. 0 
i caleba ssanck rpetaneloncighsihaetieesscalagaai Dees Ea pail ilicamalial alii ita, at aati 96. 2 
BG es mit srepens cae ipe seins Sobapiicinalsalicaceen igi tts pedis ek i spetiiene i Mi 67.0 
16S (currently being negothited) 2.2 iene ak. celal bee ee 
OSs. cnn nconn geen eee aaabes ame tee hoo. ii ae eee 253. 3 


1 Includes ocean transportation financed by the United States. 


_ Source : President’s Sixth Semiannual Report on Activities Under Public Law 480, 
83d Congress, as amended, Document 212 (for fiscal years 1955-57). 
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The $253.3 million sales total shown above is made up of the following com- 
modities : ” 














| 
Approximate! Value, in 
quantities millions 
| 
ee a : Ean sa Ganiees -pounds__| 805, 310,000 | $140.1 
SS ots 5356 ea p es coue ivees angie phacahe) Sub hndoneeun bales _- 281, 500 | 44.4 
SP ROE: CURDINGT GIOOO) ois a aio d siete nics ccnwsuadenewcwesicee pounds 68, 000, 000 15.5 
I Suis Seeaatia S ska Sheba 9s A 10, 770, 000 | 14.1 
ah ee cect iPad ee beh deb dedlend i. . tedetinns 2, 446, 000 4.6 
Tobacco (unmanufactured) - - -- =U bee mals ..pounds. - 20, 000, 000 11.5 
Hams and salt pork._--------- ete Se ae oe a na einen Meies Moc 7, 200, 000 2.4 
ee ee iene Sea Sndheteich EWeatecsebeedl do___- 67, 000, 000 1.4 
Cheese and other dairy products_-_---...........---.-- sinidbniesis mine SSIs 7, 000, 000 1.0 
Ren et tee u ke é Sylhtide nen ac ees 15, 400 3 
Ocean transportation _--...-...---- is genkenaacealligafcts seudiiea ees ncectaiasesaaane a i eae eee ee 18.0 





The planned and mutually agreed uses of the pesetas accruing to the United 
States from the sale of surplus agricultural commodities under title I programs 
are as follows (in millions of dollars equivalent) : 

Earmarked uses} 


Porara woe (0) eereee COVGIOINNOINE nw etme $4. 0 
Section 104 (b) purchase strategic materials_____._._._._._-_______________ 1.0 
Section 104 (e) loans private enterprises through Export-Import Bank____- 17.3 
Section 104 (f) to pay U. S. obligations in Spain__...........____-______ 84.8 
Section 104 (g) long term loans to Spain for economic development_______ 144.1 


Section 104 (i) financing tarnslation publications and distribution of books 


I er on crv eaeptaieso cinenimreverenimnreoenessiaesenagiusen 5 
Section 104 (j) information and education____._....._-__.______________ 5 
Section 104 (h) financing international exchange activities___._._...__.______ 72 

SINR se ceccan acinar ee hc ccc tah iccae romeo obec ekioe ta eh te es laeahenmmcamen 253. 3 


1 Source: President’s Sixth Semiannual Report on Activities Under Public Law 480, 
83d Congress, as Amended, Document 212 (for fiscal year 1955 through fiscal year 1957). 

Titles II and III.—During fiscal year 1957 cotton, valued at $2.1 million, was 
programed for and shipped to Spain under title II (Famine relief and other 
assistance). From September 1954, when this program for Spain began, through 
September 30, 1957, an estimated total of $81.1 million (at CCC cost) in United 
States surplus agricultural commodities for title III purposes were programed 
for and shipped to Spain. 

This program, known as the voluntary agencies relief program, is implemented 
on the American side by the National Catholic Welfare Conference and on the 
Spanish side by an organization called Caritas, which handles distribution to 
needy persons within Spain. Commodities shipped to Spain under this program 
have consisted mainly of powdered milk, cheese, butter, and beans. 


SUGGESTED FIELDS OF INVESTIGATION 
Loan assistance 


1. Lag in use of credits by Export-Import Bank. (See answer to question 3.) 


Local currency 

1. United States local currency funds have accrued in excess of current needs. 
It has been estimated that there will be sufficient funds to cover base construc- 
tion and maintenance into fiscal year 1959. There is an apparent delay in the 
programing process. 

At the beginning of fiscal year 1958 a balance of 1.5 billion pesetas was avail- 
able for base construction and maintenance, which is less than the present mili- 
tary estimate of requirements for the year. However, with funds which will ac- 


Through October 1957, approximately $176 million in commodities had been delivered 
to Spain under the title I sales program, out of the $184.2 million in sales for the fiscal 
years 1955 through 1957. Source: President’s Sixth Semiannual Report on Activities 
Under Public Law 480, 83d Cong., as amended, Document 212 (for fiscal years 1955 
through 1957). 
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crue from defense support through the fiscal year 1958 program it is expected 
that there will be sufficient local currency to cover requirements for fiscal year 
1958 and a good part of fiscal year 1959. It is to be hoped that defense support 
programs for future years and the proportion thereof available for base con- 
struction and maintenance will be sufficient to cover future requirements. 

Local currency funds available for other United States uses—mainly military 
accommodation exchange—are derived mainly from Public Law 480 sales and are 
expected to be about equal to requirements this year and part of next. 

2. Lack of information in ICA regarding payments made from base construc- 
tion fund. 

USOM/Madrid is informed by the Joint United States Military Group and the 
16th Air Force concerning base construction expenditures on a monthly basis. 
This data is transmitted to the mission in the form of two documents: (1) 
Monthly Status of Peseta Report and Department of Defense Disbursements and 
(2) Monthly Status of the Fondo de Construccién (base construction account) 
in the Bank of Spain. 

In accordance with ICA and Department of the Air Force instructions, 60 
percent counterpart is deposited in the special account in the Bank of Spain 
and is periodically transferred to a separate special account (Fondo de Con- 
struccién) in the Bank of Spain. 

Withdrawals are made from the base construction fund by the Department 
of Defense disbursing officer in Madrid in accordance with procedures agreed 
upon between Spain and the United States. 

Responsibility for control of and accounting, in accordance with Washington 
instructions, rests with the Department of Defense. 


End-use verification 
1. End-use investigations have been inadequate. (See answer to question 5.) 


Aprrenpix X 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., April 2, 1958. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee of the Committee 
on Government Operations, House of Representatives, 

DearR Mr. CHAIRMAN: This will confirm the verbal advice given to you that 
there is no Department of Defense objection to the open publication of unclas- 
sified portions of the testimony submitted to the Secretary of Defense by your 
letter of January 29, subject to the amendments indicated on the copy. 

The delay in forwarding this reply is regretted. 

Sincerely, 
JosEePH S. EDGERTON, 
Director, Office of Security Review. 


DEPARTMENT OF STATE, 
Washington, April 4, 1958. 
Hon. Porter Harpy, Jr., 
Chairman, International Operations Subcommittee of the Committee on 
Government Operations, George Washington Inn, Washington, D. C. 


Dear Mr. Harpy: With respect to your letter of January 29, and to my letter 
of February 11, the transcript which you submitted to the Department of State 
has been reviewed in the Department of State and in the International Coopera- 
tion Administration, and those parts which should remain classified have been 
deleted. 

Therefore, the Department of State has no objection to publication of the 
revised text as presented to you. 

Sincerely yours, 
WILLIAM B. MACOMBER, Jr., 
Assistant Secretary. 
x 





